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FUTUEE  TRADING 


Committee  on  AoRicuLTrRE, 

HOTTSE  OF  KePRESENTATIVES, 

Tuefiday^  Januat^  4?  19^1* 
The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  X.  Haugen 
(chainnan)  presiding. 

The  Chairman.  Pursuant  to  the  resolution  adopted  by  the  com- 
mittee December  21  determining  to  hold  hearings  on  future  trading 
le^lation,  I  have  called  the  committee  together  this  morning  to  con- 
sider legislation  bearing  on  future  trading. 

The  Chair  lays  before  the  committee  the  various  bills  on  this  sub- 
ject which  have  been  referred  to  this  committee : 

H.  R.  14657,  by  Mr.  Tincher. 

H.  R.  14654,  by  Mr.  Dickinson  of  Iowa. 

H.  R,  14656  and  14742,  by  Mr.  Caraway. 

H.  R.  15122,  by  Mr.  Hoch. 

H.  R.  14667,  by  Mr,  Steenerson. 

It  has  been  suggested  that  some  arrangement  as  to  a  division  or 
apportionment  or  the  time  be  made.  Is  there  any  one  present  who 
desires  to  ask  for  time  in  favor  or  against  the  legislation? 

Mr.  SiL.\'ER.  I  do  not  know  just  what  time  we  will  need,  Mr. 
Chairman,  but  we  have  three  witnesses  who  would  like  to  be  heard. 

Mr.  DuPRE.  Mr.  Chairman,  I  did  not  know  until  yesterday  that 
thb  hearing  was  scheduled  for  to-day,  and  when  I  learned  of  it,  I 
brought  the  matter  to  the  attention  of  certain  parties  in  interest  in 
Ixmisiana  and  in  my  home  city  of  New  Orleans,  and  I  am  advised 
they  would  like  an  opportunity  to  be  heard  some  time  during  the 
course  of  the  10  days  during  which  I  understand  this  hearing  will 
last.  If  it  be  agreeable  to  the  committee,  I  think  next  Monday  would 
be  a  satisfactory  time  for  this  committee  to  be  here.  I  do  not 
imagine  they  would  consume  very  much  of  the  time  of  the  committee 
when  they  arrive.  I  would  like  to  fix  a  late  date,  if  possible,  so  that 
they  may  have  an  opportunity  to  come  here.  It  takes  about  48  hours 
to  cret  here  from  New  Orleans. 

Mr.  McKiNLEY.  I  move  that  they  be  heard,  Mr.  Chairman. 

Mr.  HuLiNos.  I  move,  Mr.  Chairman,  that  the  request  of  Mr. 
Dupre  be  granted  and  that  Monday  be  fixed  as  the  time,  if  that  is 
cTinvenient. 

The  Chairman.  It  has  been  suggested  that  the  time  allotted  to 
these  hearings  be  divided  between  the  proponents  of  the  legislation 
and  those  opposed  to  it.  If  that  is  agreeable  to  the  committee,  with- 
out objection  such  an  agreement  will  be  carried  out. 
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Mr.  Dickinson  of  Iowa.  Mr.  Chairman,  is  there  any  one  here  ap- 
pearing in  opposition  to  the  bill  at  the  present  time  ? 

The  Chairman.  Is  there  anyone  present  who  desires  to  appear  in 
opposition  to  the  legislation  ? 

Mr.  Dickinson  of  Iowa.  Could  not  a  division  of  the  time  be 
agreed  upon  until  some  one  arrives  here  who  wants  to  oppose  th<5 
bill  and  take  time  in  opposition  to  it  ? 

Mr.  McLaughlin  of  Michigan.  Is  there  any  one  present  now  who 
has  come  here  for  the  purpose  of  opposing  the  bill  ? 

Mr.  DuPRE.  I  imagine  my  words  could  T)e  construed. 

Mr.  McLaughlin  of  Michigan.  But  Mr.  Dupre,  I  suppose,  wants 
to  advise  his  people. 

Mr.  DuPRE.  I  would  like  to  be  able  to  advise  them  with  reasonable 
certainty.  I  can  advise  the  gentlemen  that  if  they  will  be  here  by 
next  Monday  the  committee  will  hear  them  or  give  them  such  pro- 
portion of  the  time  allotted  to  the  opposition  to  the  bill  as  may  be 
agreed  upon. 

The  Chairman.  How  much  time  will  they  want.? 

Mr.  DuPRE.  1  can  not  forecast  that  now ;  I  imagine  an  hour  or  so. 

Mr.  McKiNLEY.  I  move  that  Mr.  Dupre's  committee  be  allowed  to 
appear  for  two  hours  on  next  Monday. 

Mr.  DuPRE.  Of  course,  they  may  not  consume  the  whole  time. 

The  Chairman.  Gentlemen  you  have  heard  the  motion. 

(The  motion  being  duly  seconded,  prevailed.) 

Mr.  DuPRE.  Next  Monday  at  10  o'clock,  I  presume. 

The  Chairman.  From  10  to  12  o'clock. 

Mr.  DuPRE.  Thank  you  very  much. 

The  Chairman.  Mr.  Osborne,  of  California,  desires  an  opportunity 
to  be  heard.  He  wull  have  some  parties  here  from  California.  I  be- 
lieve representatives  of  the  Pacific  Cotton  Exchange,  who  desire  to 
be  heard  on  his  bill.  Without  objection,  a  hearing  will  be  granted  to 
Mr.  Osborne  and  the  representatives  from  his  State  next  Monday 
afternoon  or  Tuesdav  morning. 

We  will  hear  Mr.  Silver  now. 

STATEMENT  OF  MB.  GRAY  SILVER,  WASHINGTON  EEFBESENTA- 
TIVE  OF  THE  AMEEICAN  FABM  BTTBEAIT  FEDEBATION,  1411 
PENNSYLVANIA  AVENUE,  WASHINGTON,  D.  C. 

Mr.  SiL\^R.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Gray  Silver,  I  am  the  Washington  representative  of  the 
American  Farm  Bureau  Federation. 

The  members  of  this  federation  feel  aggrieved  at  certain  practices 
that  obtain  upon  the  grain  exchanges,  and  in  endeavoring  to  bring 
more  light  to  bear  on  that  subject  and  to  play  by  note  rather  by  ear, 
have  appointed  a  committee  known  as  the  committee  of  17,  which  are 
investigating  that  subject  for  them.  This  committee  is  not  yet 
ready  to  report,  but  in  the  meantime  there  are  members  of  faVnn 
organizations  here  who  are  doing  work  that  has  to  do  with  and 
comes  in  contact  with  the  results  of  these  practices  to  which  I  re- 
ferred, and  I  would  like  to  have  those  gentlemen  heard.  I  would 
ask  that  you  first  hear  Mr.  Middleton,  of  the  Farmers'  Elevator  Co. 
of  Iowa. 

The  Chairman.  We  will  be  glad  to  hear  Mr.  Middleton. 
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STATSMEHT  OF  MB;  A.  L.  HIDDLETOB,  OF  EAGLE  OBOVE,  IOWA. 

ilr.  HirrcHiNSON.  Mr.  Middleton,  what  is  your  business? 

Mr.  MiDDLETON.  My  business  is  farming. 

Mr.  Hutchinson.  Do  you  represent  any  organization  ? 

ilr.  M1DDI4ETON.  I  will  testi^  here  as  president  of  the  Eagle 
(jfove  Farmers'  Elevator  Co.,  Eagle  Grove,  Iowa.  We  have  been 
in  business  there  since  the  year  1906  as  an  elevator  company,  a  co- 
oi)erative  company.  This  company  is  owned  by  268  farmers,  I  be- 
lieve, at  the  present  time,  tributary  to  this  point  and  have  their 
grain  handled  by  this  company.  We  have  had  the  experience  during 
those  years  of  competing  with  numerous  line  companies  and  also  one 
private  company  from  the  beginning  of  our  corporation's  existence. 

Mr.  HuLiNOS.  Mr.  Chairman,  my  I  ask  some  questions. 

The  Chairman.  Certainly. 

Mr.  HuMNGS.  What  are  the  comparative  rates  between  your  com- 
pany and  the  competing  companies  ?    What  does  it  cost  you  there  ? 

ifr.  MiDDLETON.  What  does  it  cost  us  to  operate? 

Mr.  Hijr.iN08.  Yes. 

Mr.  MiDDJLEtON.  Well,  I  will  go  back  to  the  beginning  and  give  you 
a  little  picture 

Mr.  HinLiNGs  (interposing).  I  mean  just  at  the  present  time. 

^Ir.  MiDDLETON.  At  the  present  time  I  could  not  tell  you  what  the 
rate  of  our  competitor  is,  oecause  our  competitor  is  a  company  that 
<rives  us  no  information.  All  I  can  judge  of  them  is  the  price  they 
pay  and  to  give  you  a  picture  of  the  dealings,  I  would  like  to  go 
hack  to  the  time  when  we  organized  and  just  give  you  a  short  state- 
ment of  what  we  knew  to  be  their  rate  at  that  tmie  and  what  we 
charged  as  our  rate  following  that  time. 

Mr.  McIiAUGHLiN  of  Michigan.  Would  it  not  be  advisable  for  the 
committee  to  make  his  statement  first  ? 

The  Chairman.  Would  you  prefer  to  do  that  ? 

Mr.  MiDDLirroN.  In  regard  to  the  effect  of  future  trading  ? 

Mr.  McLaughlin  of  Michigan.  My  idea  was  for  you  to  make  the 
statement  first  that  you  came  here  to  make. 

Mr.  MiDDLETON.  All  right ;  I  will  do  that. 

Mr.  McLaughlin  of  Michigan.  And  then  the  questions  can  be 
asked  you. 

Mr.  "Middleton.  The  statement  I  wish  to  make  regarding  the  bill 
and  its  effect  upon  us  will  be  this :  As  farmers  we  have  had  experi- 
ences since  our  entrance  into  the  grain  trade  that  have  biased  us,  if  I 
might  put  it  in  those  terms,  against  the  practice  of  selling  futures  or 
even  hedging  there  at  Eagle  Grove.  We  have  had  companies  about 
^is  there  that  have  permitted  their  managers  to  use  the  hedge  which 
is  considered  legitimate  by  our  grain  trade.  We  have  had  many  of 
them  granted  that  privilege  by  their  board  of  directors;  men  that 
iiid  not  understand  the  hedge ;  men  who  in  a  measure  were  afraid  of 
it.  Their  managers  are  given  leeway,  many  of  them  too  much,  and 
the  temptation  has  been  placed  before  these  men  after  they  are  given 
the  privilege  to  hedge  the  grain  they  buy  and  have  on  hand  to  specu- 
late. They  oftentimes  will  carry  their  hedge  after  they  have  sold 
the  actual  grain  that  was  in  their  elevator  and,  of  course,  as  soon  as 
they  sell  the  grain  they  have  on  hand,  if  they  hold  the  hedge  they 
have  on  the  exchange,  it  becomes  a  speculation,  and  it  has  had  a 
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demoralizing  influence  on  many  of  our  managers  that  have  gone 
wrong  and  eventually  have  broken  the  company.  I  could  cite  you 
several  instances  of  that  kind ;  one  that  happened  two  years  ago  at 
Plover,  Iowa,  a  company  that  was  a  well-organized  company  and  had 
done  a  splendid  business.  They  employed  a  new  manager  and  gave 
him  the  privilege  to  hedge.  This  man  carried  it  on  and  handled  it 
as  a  speculation.  His  board  did  not  keep  a  check  on  him  and  the 
result  was  that  in  one  year's  time  after  he  took  charge  he  had  the 
company  absolutely  broke,  their  capital  all  gone,  and  they  closed  up. 
Case  after  case  of  that  kind  has  taken  place.  I  could  name  you  an- 
other one  at  Renwick,  Iowa.  They  had  two  experiences  there  along^ 
the  same  line.  So  we  have  been  careful  about  tne  hedge.  Our  com- 
pany never  hedged  until  three  years  ago.  Our  board  had  ordered 
our  manager  not  to  hedge.  About  three  years  ago  we  laid  the  matter 
before  our  stockholders  as  a  board  and  they  voted  at  our  annual 
meeting,  instructing  us  as  a  board  of  directors  to  use  the  hedge  when 
our  board,  after  consulting  with  our  manager^  deemed  that  condi- 
tions warranted  it.  We  have  placed  our  hedging  in  a  way  so  that 
we  keep  in  touch  with  the  manager.  He  is  a  man  whom  we  have 
found  to  be  reliable.  A  few  times  when  the  exchanges  were  opened 
for  hedging  we  have  used  the  hedge.  We  used  the  hedge  during  the 
past  summer  after  the  exclianges  were  opened.  We  were  absolutely 
unable  to  get  cars.  We  established  our  company,  not  with  the  object 
of  making  a  large  amount  of  money  on  the  investment  we  have  in  our 
corporation,  but  for  the  purpose  of  enabling  our  farmers  to  secure 
the  best  possible  market  for  their  grain.  We  have  the  farm  to  pro- 
duce and  we  have  that  cooperative  marketing  organization  to  put  our 
product  on  the  markets,  and  the  big  thing  is  to  put  that  product 
on  the  markets  so  that  it  will  give  us  the  best  return  lor  our 
labor  and  our  feeds,  and  when  our  market  is  open  it  is  always  open 
as  long  as  we  have  any  bin  room  in  our  elevator. 

We  could  not  get  cars  during  the  summer.  Our  elevator  was 
filled  with  corn.  Our  farmers  were  anxious  to  unload.  They  needed 
the  monejr  and  the  price  was  satisfactory  and  our  elevator  was  filled. 
We  permitted  our  manager  to  hedge.  He  attempted  to,  for  June 
delivery,  but  the  trouble  was  that  tne  hedge  was  short  and  we  could 
not  get  cars  to  deliver.  He  could  not  unload,  in  the  meantime. 
When  he  attempted  to  renew  his  hedge  he  found  that  there  was  a 
spread  between  cash  and  future  which  was  unusually  wide.  It 
reached  a  point  where  there  was  a  difference  of  20  cents  between 
cash  and  future.  Cash  was  20  cents  higher  tiian  future.  It  placed 
our  manager  where  there  is  only  one  thing  to  do.  He  had  to  buy 
back  his  hedge.  He  bought  back  the  hedge  and  the  result  was  they 
dumped  the  cash  com  on  him  in  the  exchange  and  the  props  were 
taken  from  under  cash  com  and  he  had  that  cash  corn  on  his  hands 
and  had  to  unload  it.  He  took  his  loss  of  20  cents  a  bushel  on  that 
com  and  still  had  his  com  in  the  elevator.  That  was  our  one  ex- 
perience with  the  hedge,  and  I  believe  it  will  be  our  last. 

Now,  we  do  not  make  a  practice  of  hedging  regularly.  We  had 
that  experience.  There  are  other  experiences  where  it  runs  uni- 
formly, and  if  the  spread  does  not  vary,  it  is  said  to  be  a  form  of 
insurance.  The  general  effect  on  the  average  manager  of  handling 
hedges  is  to  break  down  his  prejudice  against  speculation  and  he 
is  led  to  break  over  and  speculate  with  the  money  of  the  cooperative 
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members  of  his  corporation,  and  it  is  in  that  sense  demoralizing  to 
the  cooperative  companies. 

If  there  are  any  questions  you  wish  to  ask,  I  would  be  glad  to  give 
vou  any  information  I  can  along  this  line.  We  have  had  a  hard 
ficrht  in  the  building  up  of  cooperative  organizations.  We  have  had 
a  good  many  angles  to  meet  in  building  up  our  cooperative  societies. 

Mr.  Hutchinson.  Mr.  Middleton,  you  say  your  elevator  is  owned 
by  260  farmers. 
'Mr.  MiDDi^ETON.  Yes,  sir. 

Mr.  Hutchinson.  What  is  the  object  of  your  elevator?  What  do 
you  do— take  your  grain  there  and  store  iti 

Mr.  Middleton.  No,  sir;  our  aim  is  to  keep  our  market  open. 
Our  storage  capacity  is  limited.  To  give  you  an  illustration  of 
what  our  company  handles,  in  one  year's  time,  our  best  year,  I  think 
it  was  1916 — ^1  would  have  to  go  back  to  the  records  to  be  sure  of 
that — our  company  shipped  out  to  terminal  markets  or  to  feeders, 
^8.000  bushels  of  corn  and  oats  and  a  little  wheat.  It  included  just 
a  little  wheat,  but  mostly  corn  and  oats.  We  have  four  different 
elevators,  two  in  the  town  and  two  just  a  little  ways  out  in  the 
country  where  there  is  no  village  or  anything  except  a  siding,  for 
the  convenience  of  the  farmers  on  each  end  of  our  territory,  and 
our  total  capacity  is  around  72,000  bushels. 

Mr.  HiTTCHiNsoN.  How  much? 

Mr.  MiDDi-ETON.  Our  total  capacity  is  about  72,000  bushels.  So 
you  can  see  that  we  can  not  store  very  long  when  we  are  handling 
a  volume  of  business  of  that  size.  Our  instruction  to  our  manager 
is  to  keep  that  market  open  and  whenever  we  get  cars  to  keep  letting 
loose  our  grain.  We  have  no  other  storage  unless  we  hire  storage 
room  in  public  warehouses,  which  we  very  seldom  do. 

Mr.  Hutchinson.  You  spoke  about  hedging.  Probably,  some 
of  the  committee  do  not  understand  what  you  mean  by  hedging. 
Will  you  not  make  that  plainer?  Is  not  that  the  only  safe  way  to 
handle  an  elevator  and  grain  business? 

Mr.  MiDDUBTON.  Is  it  the  only  safe  way  ? 

Mr.  Hutchinson.  Yes. 

Mr.  Middleton.  No;  I  would  not  consider  it  the  only  safe  way. 
Of  course,  the  way  it  is  practiced  by  us,  a  hed^e  is  when  our  manager 
1)11  ys,  say,  1,000  bushels  of  corn  and  puts  it  m  the  elevator  and  has 
not  a  way  to  ship  it  out. 

Mr.  Hutchinson.  He  then  sells  it. 

Mr.  Middleton.  He  turns  right  to  the  exchange  and  has  his  agent 
sell  1,000  bushels  on  the  exchange  against  the  cash  corn  he  has  in 
the  elevator.  We  realize  the  fact,  that  if  everything  runs  even ;  that 
is,  if  the  margin  between  the  cash  and  the  future  is  sufficiently  wide 
and  continues  so  steadily  runs  he  simply  takes  his  margin  for  han- 
dling that  grain  right  there  when  he  places  his  hedge.  When  he  sells 
his  cash  grain,  he  buys  back  his  hedge  and  they  balance  j  so  he  runs 
on  an  even  keel,  as  it  is  termed.  However,  we  have  noticed  that  on 
many  occasions  this  ideal  relationship  does  not  exist  and  we  can  not 
depend  on  the  future  market  for  protection. 

Mr.  PiTRNBLL.  I  would  like  to  ask  you  in  that  connection  whether 
in  that  transaction  you  contemplate  the  actual  delivery  of  the  grain 

you  sell. 
Mr.  M1DDI.ET0N.  That  is,  the  hedged  grain? 
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Mr.  PuKNELL.  Yes. 

Mr.  MiDDLETON.  No ;  it  would  not  be,  in  using  the  hedge,  because 
when  you  buy  grain  in  the  country  and  it  is  dumped  in  your  eleva- 
tor, you  have  that  grain  bought  at  a  stipulated  price  to  the  farmer 
and  you  give  him  a  check  for  it  if  he  wants  his  money  that  day. 

Mr.  Hutchinson.  I  think  what  Mr.  Purnell  means  is  this :  Sup- 
pose you  sell  1,000  bushels  of  com  to  be  delivered  in  May,  can  not 
the  buyer  make  you  deliver  that  corn  ? 

Mr.  MiDDLETON.  If  you  do  not  close  your  hedge  out  before  that 
time. 

Mr.  Hutchinson.  That  is  your  dealing.  The  buyer  expects  you 
to  deliver  the  com,  does  he  not? 

Mr.  MiDDLETON.  He  probably  does  in  theory  but  not  in  practice. 

Mr.  Hutchinson.  There  is  no  question  about  that. 

Mr.  MiDDLETON.  From  his  end  of  it,  I  do  not  know. 

Mr.  Hutchinson.  If  you  want  to  gamble  with  it  and  sell  it  out 

Suickly  or  sell  your  cash  corn  before  time  of  delivery,  can  not  you 
o  that  f 

Mr.  MiDDLETON.  Yes,  sir. 

Mr.  Hutchinson,  xou  are  playing  perfectly  safe  all  the  time 
and  if  you  want  to  speculate,  you  can  fUl  that  elevator  with  70,000 
bushels  of  corn  and  hold  it  without  selling  it,  can  you  not? 

Mr.  MiDDLETON.  I  have  already  told  you  of  our  experience  with 
hedging;  we  do  not  consider  it  as  a  sure  protection,  although  some 
other  people  do. 

Mr.  Hutchinson.  That  is  legitimate,  is  it  not? 

Mr.  MiDDLETON.  Absolutely. 

Mr.  Hutchinson.  Then  I  would  like  you  to  tell  me  how  a  miller 
who  ^inds  250,000  or  300,000  bushels  of  wheat  a  day  would  run  his 
mill  if  he  did  not  hedge? 

Mr.  MiDDLETON.  Of  course,  I  have  not  studied  the  milling  business. 

Mr.  Hutchinson.  I  know  that ;  but  we  are  here  to  get  some  remedy. 

Mr.  Mtddleton.  I  do  not  believe  I  could  enlighten  you  gentlemen 
on  the  miller's  end  of  it. 

Mr.  Hutchinson.  I  understand ;  but  you  are  not  here  to  criticize 
the  fi:rain  trade  without  giving  us  some  remedy,  are  you  ? 

Mr.  MiDDLETON.  I  was  simply  giving  you  the  angle  of  the  farmers' 
cooperative  elevator. 

Mr.  Hutchinson.  What  we  are  after  is  some  remedy  to  remedy 
this  situation.  You  can  take  anything:  and  abuse  it,  but  you  can  not 
get  along  very  well  without  the  producers'  exchanges  and  run  busi- 
ness, and  you  know  that  just  as  well  as  I  do. 

Mr.  MiDDLETON.  I  realize  that  it  appears  to  be  necessary  to  have 
exchan&res  under  the  existing  marketing  system. 

Mr.  McKiNLEY.  May  I  ask  whether  you  are  for  or  against  hedging? 

Mr.  MiDDLETON.  Under  the  present  marketinsr  system  the  hedge,  as 
such,  I  think  it  might  be  unwise  to  dispense  with ;  but  I  am  not  satis- 
fied with  all  the  conditions  that  surround  the  present  marketing 
system. 

Mr.  Hutchinson.  That  is  not  the  fault  of  the  system,  but  the  fault 
of  the  people  abusing  it.  You  people  did  that,  yourselves;  yon  say 
that,  and  you  lost  20  cents  a  bushel. 

Mr.  MiDDLETON.  Yes ;  and  we  were  helpless. 

Mr.  Hutchinson.  You  were  helpless? 


FUTURE  TRADING.  11 

Mr.  MmDusTOK.  Yes. 

Mr.  HuTci£iNS0N.  You  bought  the  corn  and  he  delivered  it  accord- 
inv  to  his  agreement. 

Mr.  MiDDLKTON.  Let  me  get  that  straight.  I  do  not  know  whether 
you  gentlemen  have  the  conditions  straight  or  not.  We  bought  this 
com  and  had  it  in  our  elevator.  Our  transportation  systems  abso- 
lutely refused  to  deliver  cars  so  that  we  could  deliver  the  corn  before 
our  hedge  expired.  That  corn  was  in  our  elevator,  and  we  were  com- 
pelled to  hold  it  in  our  elevator. 

The  Chairman.  What  date  was  that  ? 

Mr.  MiDDLETON.  I  can  not  give  you  the  exact  date.  I  can  furnish 
that  later. 

The  Chairman.  Approximately. 

Mr.  MiDDL£TOK.  I  think  it  was  along  in  the  latter  part  of  July. 
I  can  give  you  the  exact  dates,  because  we  have  them  at  home,  but  I 
can  not  give  them  here  now. 

The  Chairman.  Can  you  give  the  cash  price  at  that  time? 

Mr.  MiDDLETON.  No;  I  can  not. 

The  Chairman.  Can  you  give  the  price  offered  on  future  delivery? 

Mr.  MiDDLETON.  I  can  give  you  all  of  that  information  as  soon  as 
I  get  word  from  my  manager.  I  would  not  want  to  give  it  approxi- 
mately. I  would  rather  give  it  exactly,  and  I  will  submit  that  to  you 
in  a  further  statement. 

Mr.  McKiNLEY.  As  I  gather  it,  you  are  in  favor  of  hedging;  is 
that  a  fact? 

Mr.  MiDDLETON.  I  am  in  favor  of  providing  a  system  that  will 
make  it  unnecessary  to  hedge,  if  such  can  be  provided,  but  I  am  not 
in  sliape  to  even  suggest  how  that  can  be  done  at  the  present  time. 

Mr.  Hutchinson.  Mr.  Middleton,  go  on  and  explain  just  what  you 
did  with  this  com  that  you  had  in  the  elevator. 

Mr.  MiDDUSTON.  All  right. 

Mr.  Hutchinson.  What  did  you  do  with  it  after  that? 

Mr.  MiDDLETON.  We  had  the  corn  in  the  elevator.  We  bought  it 
of  the  farmer,  and  the  farmer  was  paid  for  it.  Our  manager,  took 
a  hedge  and  the  hedge 

Mr.  Hutchinson  (interposing).  In  what  way?  What  did  he  do, 
sell  or  buy  ? 

Mr.  Mtodleton.  He  sold  an  equal  amount  to  the  amount  he  had  in 
the  elevator. 

Mr.  Hutchinson.  That  is  all  right.    Now  go  on. 

Mr.  Tincher.  Wait  one  minute ;  since  you  have  gone  into  this  per- 
sonal transaction,  what  did  he  sell  ?     What  option  ? 

Mr.  MiDDLETON.  What  option? 

Mr.  Tincher.  Yes. 

Mr.  MiDDLETON.  You  mean  on  what  month  ? 

Mr.  Tincher.  He  had  corn  in  the  elevator ;  now  what  did  he  sell  ? 

Mr.  MroDLETON.  He  sold  corn  for  future  delivery. 

ilr.  Tincher.  How  many  months  off? 

Mr.  MiDDLETON.  I  think  it  was  30  days,  I  am  not  sure. 

Mr.  Tincher.  There  is  a  whole  lot  of  difference  between  hedging 
and  selling  futures. 

Mr.  Hutchinson.  Wliat  else  did  he  do  ? 

Mr.  MiDDLETON.  He  had  to  sell  for  a  little  less  than  he  paid  for 
the  corn.     He  had  a  loss  there.    At  the  end  of  that  time  tlie  spread 
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widened  between  cash  and  future.  He  could  not  renew  without  a 
decided  loss.  He  did  make  one  renewal,  I  believe,  but  I  am  not 
sure  as  to  that ;  and,  when  he  closed  out,  his  final  loss  was  27  cents  a 
bushel. 

Mr.  Hutchinson.  I  understood  you  to  say  a  while  ago  that  they 
delivered  corn. 

Mr.  MiDDLETON.  No;  they  had  the  corn.  I  stated  that  they  still 
had  the  corn  in  the  country  elevator.  They  could  not  deliver  it. 
We  were  not  able  to  deliver  that  com  because  of  the  lack  of  cars. 
We  could  not  get  cars,  and  that  corn  had  to  lay  there,  and  was  held 
there  until  we  got  relief  on  the  car  situation.  When  we  got  that 
relief  the  car  was  shipped  and  sold  on  the  cash  market. 

Mr.  Hutchinson.  And  you  could  not  renew  your  sale  ? 

Mr.  MiDDLETON.  We  could  not  renew  it  except  at  a  drop  each  time. 

Mr.  Jacoway.  How  did  you  come  out  of  that  transaction?  Did 
you  make  or  lose  money  ? 

Mr.  MiDDLETON.  We  lost  27  cents  a  bushel. 

Mr.  Jacoway.  Then  your  hedge  was  not  an  insurance  policy? 

Mr.  MroDLETON.  It  was  not.  There  are  a  number  of  companies — 
there  is  one  company  that  the  secretary  of  our  State  organization 
stated  to  me — I  am  just  simply  giving  his  statement  about  it— had  lost 
in  the  neighborhood  of  $40,000  on  a  similar  deal,  making  the  same 
kind  of  a  corn  deal. 

Mr.  PuRNELL.  Is  there  any  reason  why  you  can  not  sell  your  cash 
grain  for  future  shipment  ? 

Mr.  MroDLETON.  There  was  a  reason  there,  I  think. 

Mr.  McKiNLEY.  You  did  sell  it  for  a  future  shipment  ? 

Mr.  MiDDLETON.  Yes ;  but  we  could  not  deliver  it  because  we  could 
not  get  cars  at  that  time  to  make  delivery. 

Mr.  TiNCHER.  Let  us  get  straightened  out  on  this  proposition. 
You  have  1,000  bushels  of  corn  in  your  elevator.  Under  existing 
conditions  you  can  keep  your  corn  or  can  sell  the  cash  corn  for  im- 
mediate delivery  or  you  can  sell  the  cash  corn  for  future  delivery, 
or  you  can  gamble  on  the  future  grain  market  on  the  board  of  trade. 
Now,  you  took  the  option  of  gambling  on  the  future  market  on  the 
board  of  trade. 

Mr.  MiDDLETON.  We  tried  to  hedge. 

Mr.  TiNCHER.  And  selling  a  future  delivery.  Now,  talkingr  about 
hedging,  you  had  the  option  either  of  selling  your  corn  for  what  you 
could  get  for  it  then  or  selling  cash  corn  for  future  delivery.  Is 
not  that  considered  among  real  business  men  who  do  not  want  to 
gamble  on  the  board  of  trade  as  the  only  legitimate  hedge  ? 

Mr.  MiDDLETON.  The  trouble  is  that  so  often  our  exchanges  have 
not  that  open  market  for  future  delivery  on  cash  stuff. 

Mr.  TiNCHER.  Do  you  know  of  a  time  in  the  last  25  years  when  there 
has  not  been  a  market  in  Chicago  so  that  you  could  not  sell  corn  for 
future  delivery,  actual  com  or  actual  wheat?  I  am  not  talking  about 
the  board  of  trade  and  futures  now. 

Mr.  MiDDLETON.  I  could  not  answer  that  question. 

Mr.  TiNOHER.  You  know  there  is  all  the  difference  in  the  world  be- 
tween a  board  of  trade  that  deals  in  futures  and  the  grain  men  who 
actually  handle  grain  and  buy  and  sell  grain. 

Mr.  MiDDLETON.  I  realize  that. 
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Mr.  TiNCHER.  I  am  very  much  surprised  to  learn,  I  will  sav  to  you, 
that  any  line  of  elevators  operated  by  farmers  are  playing  the  board 
of  trade  and  dealing  in  options.  I  am  very  favorable  to  legislation 
to  do  away  with  trading  in  options,  but  not  for  the  purpose  of  pro- 
tecting line  elevators  who  are  gambling.  I  did  not  know  they  had 
^t  to  doing  that.  I  did  not  suppose  their  bankers  would  let  them 
do  it. 

Mr.  MiDDLETON.  Right  along  that  line,  I  would  like  to  make  this 
statement.  I  am  familiar  with  the  cooperative  elevators  of  Iowa, 
and  I  will  make  this  statement,  there  is  not  more  than  from  15  to  20 
per  cent  of  the  cooperative  elevators  of  Iowa  that  make  a  practice  of 
using:  the  hedge. 

Mr.  TiNCHER.  What  I  am  afraid  of  is  that  you  do  not  distinguish 
between  selling  cash  grain  for  future  delivery  and  an  option. 

Mr.  MiDDLETON.  I  know  the  difference. 

Mr.  TiKCHEB.  One  is  legitimate  and  the  other  has  always  been 
considered  by  our  bankers  and  neighbors  as  rather  shak>'. 

Mr.  IIxrrcHiXhON.  1  would  like  to  ask  you  another  question^  What 
are  your  laws  in  Iowa?  Does  your  charter  give  you  the  privilege 
of  buying  and  gambling  on  boards  of  trade  like  that! 

Mr.  JVliDDi^ETON.  I  could  not  give  you  an  answer  to  that,  I  know 
it  is  practised  by  some  managers,  and  these  same  managers  may  ruin 
their  companies  or  may  not. 

Mr.  Hutchinson.  I  know  that. 

Mr.  MiDDi^TON.  And  there  are  no  prosecutions. 

Mr.  Hutchinson.  You  know  what  your  charter  is,  do  you  not? 

Mr.  MiDDi.£TON.  Yes. 

Mr.  HuTC'HiNsoN.  Does  it  allow  that  ?  Have  you  got  the  right  to 
go  out  and  buy  grain  and  sell  it  and  sell  futures  and  all  such  things 
as  that,  under  your  charter,  in  the  State  of  Iowa  ? 

Mr.  Mtddueton.  Our  charter  does  not  embody  that.  In  our  char- 
ter we  specifically 

Mr.  Hutchinson  (interposing).  You  work  for  the  benefit  of  your 
cooperative  farmer,  do  you  not  ? 

Mr.  MmoLETON.  We  do. 

Mr.  Hutchinson   Do  they  know  that  you  go  out  and  do  that? 

Mr.  MiDDLrETON.  The  original  charter  we  had  provided  that  we 
would  not  deal  in  futures.  That  stood,  as  I  stated  formerly,  until  we 
changed  that  by  a  vote  of  our  stockholders,  granting  bur  board  of 
directors  the  right  to  use  it  under  restricted  conditions;  that  is,  under 
proper  supervision,  and  they  being  accountable  to  the  stockholders ; 
if  that  is  the  answer  vou  wish. 

Mr.  Hutchinson.  In  our  State,  New  Jersey,  we  have  certain  laws 
that  cooperative  societies  can  organize,  and  they  can  do  a  legitimate 
business  and  can  only  do  a  legitimate  business. 

Mr.  MiDDLETON.  Yes* 

Mr.  Hutchinson.  And  I  supposed  that  all  cooperative  societies 
were  doing  it  in  that  way. 

Mr.  MiDDLETON.  You  know  that  the  cooperative  laws  vary  in  the 
different  States.    We  have  a  cooperative  law  in  our  State. 

Mr.  Hutchinson.  That  was  my  object  in  asking  you  whether 
Iowa  had  a  State  law  allowing  you  to  do  that  kind  of  misiness. 

Mr.  MmoLETON.  Well,  it  is  practised  by  some  managers  and  there 
are  no  prosecutions. 
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The  Chairman.  Your  articles  of  incorporation  authorized  the 
buying  and  selling  of  gr&in? 

Mr.  MiDDLETON.  Yes,  sir. 

The  Chairman.  And  does  not  specify  exactly  how  that  shall  be 
done? 

Mr.  MiDDLETON.  That  is  true. 

The  Chairman;  There  is  no  violation  of  the  articles  of  incorpora- 
tion unless  you  are  specifically  prohibited? 

Mr.  MiDDLETON.  When  you  incorporate  you  can  incorporltte  a 
clause  that  will  prohibit  trading  in  futures,  and  then  if  you  incor- 
porate that,  your  manager  or  your  board  of  directors  will  be  held 
accountable. 

The  Chairman.  Did  your  charter  contain  such  a  clause? 

Mr.  MiDDLETON.  It  did  formerly,  but,  as  I  stated,  our  stockholders 
voted  at  an  annual  meeting  to  grant  the  board  that  privilege,  and,  of 
course,  it  was  taken  up  with  the  State  auditor  and  we  were  clear  on 
that  so  far  as  our  law  was  concerned. 

Mr.  Ijee.  What  are  you  doing  now?    Are  you  using  the  hedge? 

Mr.  MiDDLETON.  We  are  not. 

Mr.  Hutchinson.  As  I  understand,  Mr.  Middleton,  you  are  not 
opposed  to  the  hedging  power  and  to  the  legitimate  buying  and  sell- 
ing of  grain. 

Mr.  MiDDLETON.  Under  present  conditions ;  that  is,  under  the  pres- 
ent marketing  system. 

Mr.  VoiGT.  When  you  had  that  loss  of  20  cents  a  bushel,  why 
could  you  not  have  sold  that  grain  for  90  days  delivery  and  deliv- 
ered it  in  the  meantime  and  saved  yourself  that  loss. 

Mr.  MiDDLETON.  Well,  do  you  realize  that  that  future  delivery 
proposition  is  not  always  available?  There  are  times  when  you  can 
not  find  a  buyer  for  the  actual  cash  stuiF,  as  long  as  the  exchange 
is  varying  the  way  it  was  at  that  time.  At  that  time,  as  I  stated  to 
you,  the  spread  between  cash  and  future  was  varying.  It  was  going 
up  and  down  daily,  and  we  could  not  get  buyers  for  the  cash  grain 
without  taking  an  immediate  loss. 

Mr.  VoTOT.  When  you  sell  this  grain  on  a  hedge,  are  you  not 
obliged  to  deliver  the  actual  grain  in  settlement  of  that  hedge  when 
settlmg  time  comes? 

Mr.  MiDDLETON.  If  you  can;  but  if  your  grain  is  in  the  country 
and  your  elevator  is,  say,  500  miles  from  the  exchange  you  have 
dealt  through,  and  your  railroad  company  absolutely  refuses  to 
furnish  you  cars,  how  are  you  going  to  deliver  the  cash  grain? 

Mr.  VoiOT.  Suppose  you  sold  on  90  days  delivery;  could  you  not 
get  cars  in  that  time  ? 

Mn  MiDDLETON.  There  are  men  in  my  neighborhood  who  started 
last  April  trying  to  sell  their  corn  and  deliver  it  to  our  farmers' 
elevator — members  of  my  home  company.  Those  men  were  unable 
during  that  time  to  get  their  corn  in.  A  large  number  of  farmers 
did  get  their  corn  in,  but  there  were  a  large  number  who  were  abso- 
liitefy  unable  to  get  their  com  in  until  November,  1920,  after  the 
market  had  gone  below  the  $1-  mark.  Their  com  was  shelled  and 
taken  to  market  then. 

Mr.  VoiaT.  Do  you  mean  this,  that  they  could  not  get  railroad 
transportation,  or  what? 
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Mr.  MiiH>i.£TON.  Our  elevator  company  could  not  get  transporta- 
tion for  grain  to  ship  out  of  our  territory  sufficient  to  handle  the 
supply;  only  enough  to  move  a  few  cars  of  grain  a  week.  'The  ele- 
vators remained  full  practically  the  whole  summer. 

Mr.  VoioT.  Do  you  mean  to  say  that  there  would  be  a  period  of 
90  dajTS.  a  continuous  period,  when  you  cooild  not  ship  a  car  of  grain? 

Mr'  Mn>Di-ETON.  No.  We  might  ship  a  car,  now  and  then,  each 
week,  but  we  had  a  volume  of  grain  there  of  possibly  nearly  700,000 
or  800,000  bushes  to  ship  out.  We  would  ship  out,  maybe,  two  or 
three  cars  a  week,  and  then  there  were  periods  when  we  did  not  ship 
a  car  a  week.  There  was  one  period  or  10  days  when  th^re  was  an 
embargo  on  and  the  railroads  would  not  drop  a  car  off  to  a  farmer 
elevator  along  the  whole  system  of  the  railroads  that  we  are  located 
on.  Those  cars  were  all  taken  through  to  other  sections.  We  were 
not  able  to  move  a  car  during  a  period  of  10  days.  At  other  times 
we  would  get  a  car  now  and  then,  and  could  load  that  much  of  the 
supply,  but  that  did  not  amount  to  anything.  Say  there  would  be  a 
farm^  in  shape  to  shell  his  corn,  ana  he  would  bring  in  his  com, 
and  it  would  fill  up  our  space.  But  there  were  other  farmers  all 
around  who  wished  to  unload  and  they  could  not  do  it. 

Mr.  McKiNurr.  Isn't  the  only  way  to  prevent  gambling  in  grain 
simpiy  to  have,  a  farmer,  when  he  wants  to  sell,  to  come  in  to  you, 
as  agent,  and  for  you  to  tell  him,  yes,  you,  bring  in  your  corn,  and 
when  I  can  get  a  car  I  will  ship  it  on  to  the  broKer,  and  he  will  sell 
it  to  the  man  who  wants  to  use  it,  and  then  when  I  get  the  returns 
back  I  will  give  you  the  money? 

Mr.  MiDDLETON.  Well,  there  are  farmer  elevators  that  handle  it 
that  way. 

Mr.  ISicKiNiiET.  Isn't  that  really  the  only  way  you  can  prevent 
•gambling  in  grain? 

Mr.  MnMitiETON.  Well,  in  the  true  sense^  perhaps  that  is  true; 
that  it  takes  that  element  of  chance  out  of  it,  if  you  want  to  put  it 
that  way. 

Mr.  Hutchinson.  Are  you  buying  corn  now? 

Mr.  MrooLBTON.  Our  firm  is  buying  corn,  yes. 

Mr.  Hutchinson.  What  do  you  pay  for  it  now? 

Mr.  MiDDLETON.  The  last  I  had  word  from  our  manager  it  was  in 
^he  neighborhood  of  48  cents  a  bushel,  I  think. 

Mr.  Hutchinson.  Forty-eight  cents  a  bushel,  do  you  say? 

Mr.  Mn>DLETON.  Yes. 

Mr.  Hutchinson.  Do  you  know  what  the  freight  rate  is  from  your 
levator  to  Chicago? 

Mr.  MnjDi^BTON.  I  could  not  tell  you  right  now. 

Mr.  Hutchinson.  You  are  perfectly  safe  to  buy  com  at  48  cents 
^  bushel  and  sell  it  in  Chicago  at  77^  cents  for  next  year,  aren't 
jou  f 

Mr.  Middjleton;  If  this  com  would  grade  at  that  77J  cents  a 
bushel  grade  for  com,  yes.    But  you  know  .there  is  a  difference. 

Mr.  Hutchinson.  There  isntVery  much  difference  in  the  grade, 
possibly  2  or  3  cents  a  bushel  now  and  then.  For  instance,  you 
tre  buying  corn  in  Iowa  now  at  48  cents  a  bushel.*  Do  you  know 
that  the  carrying  charges  and  interest  find  everything  else  is  figured 
•  «te  option  ? 
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Mr.  MiDDiJETON.  Yes. 

Mr.  Hutchinson.  In  other  words,  there  is  about  t  or  8  cents  a 
bushel  bfetween  cash  corn  to-day  and  July  corn  ? 

Mr.  MiDDLETON.  What  is  that  ? 

Mr.  Hutchinson.  So  a  man  is  perfectly  safe  to  buy  July  corn  i  f 
he  expects  to  receive  com,  even  if  he  is  gambling  ? 

Mr.  MiDDLETON.  There  is  a  heavy  percentage  of  moisture  at  this 
time  of  year,  and  we  will  be  compelled  to  hold  that  corn  that  we  are 
buying  tor  some  time. 

Mr.  Hutchinson.  Do  you  have  a  drier  in  your  elevator  ? 

Mr.  Middleton.  We  have  not. 

Mr.  Hutchinson.  Don't  you  think  that  would  pay  ? 

Mr.  Middleton.  Our  laws  are  such  that  70  pounds  for  ear  corn 
is  a  standard  busel  in  Iowa.  The  corn  we  are  buying  to-day  is  mostly 
ear  corn.  We  have  to. put  that  in  a  crib  until  we  get  at  least  a  car- 
load. There  is  constant  evaporation  of  moisture,  it  you  have  a  good 
drying  crib,  which  we  have. 

Mr.  Hutchinson.  Do  you  put  it  in  cribs  now  ? 

Mr.  Middleton.  Yes,  sir. 

Mr.  Hutchinson.  Around  your  elevator  ? 

Mr.  MmDLBTON.  We  have  a  crib  that  is  a  scientific  drying  or 
ventilating  system,  or  that  has  that  system  in  it,  so  as  to  dry  the 
corn  as  quicldy  as  possible  through  natural  means. 

Mr.  Hutchinson.  You  take  this  corn  in  from  every  farmer  at  a 
certain  price? 

Mr.  Middleton.  Yes,  sir. 

Mr.  Hutchinson.  Your  price  is  fixed  at  which  you  buy  the  corn, 
and  when  you  sell  it  you  divide  up  among  the  farmers  from  whom 
you  received  it  the  dividend  or  whatever  it  is? 

Mr.  Middleton.  Yes;  we  have  a  cooperative  system  of  distribut- 
ing earnings.  We  give  so  much  to  capital  and  then  so  much  is 
fiven  to  the  individual  farmer.  We  take  a  good  safe  margin — and 
will  be  glad  to  explain  that  to  you  if  you  wish  me  to  do  so. 

Mr.  Tincher.  I  do  not  know  of  any  proposed  legislation  to  affect 
that. 

Mr.  Hutchinson.  Well,  I  wanted  to  show  the  situation,  that  it 
was  perfectly  safe  to  take  an  option. 

The  Chairman.  Mr.  Hutchinson,  if  the  future  price  is  77  cents, 
and  it  takes  about  30  cents  a  bushel  to  handle  corn  in  Iowa  now, 
there  isn't  very  much  margin  there. 

Mr.  VoiGT.  Freight  and  everything,  do  you  mean  ? 

The  Chairman.  Yes;  all  charges.  It  is  about  70  cents  a  bushel 
to  pay  everything,  adding  a  fair  profit  for  handling. 

Mr.  Middleton.  I  can  explain  our  profit  proposition  so  that  you 
can  all  understand  it,  if  you  wish.  We  pay  our  stockholders  the 
legal  rate  of  interest  on  their  stock,  on  the  money  that  they  have 
invested  in  our  company,  and  it  is  8  per  cent  in  Iowa. 

Mr.  Hutchison.  Well,  then,  it  is  not  a  cooperative  society  but 
a  stock  company. 

Mr.  Middleton.  We  have  a  cooperative  law  in  Iowa  which  pro- 
vides that  we  may  raise  our  capital  by  selling  stock.  We  allow  our 
stock  the  fixed  rate  of  interest,  the  legal  rate  in  Iowa,  8  per  cent. 
Then  whatever  is  earned  above  that  goes  back  to  the  men  that  fur- 
nish the  business  to  the  company. 
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Mr.  McKixLET.  How  do  you  take  care  of  the  20  cents  a  bushel 
I'-^s  that  was  referred  to  by  the  former  witness? 

Mr.  MiDDLETON.  That  is  charged  to  profit  and  loss.  We  have  had 
that  to  do  a  time  or  two. 

Now,  Mr.  Chairman,  if  there  is  anything  further  that  you  or  the 
♦•ther  members  of  the  committee  wish  to  ask  I  will  be  glad  to  do  the 
Ua  I  can  to  answer. 

The  Chairman.  The  committee  is  grateful  to  you,  Mr.  Middleton. 

Mr.  MmDUETON.  I  thank  you  for  the  opportunity  to  be  heard. 

(There  is  printed  as  follows  a  telegram  giving  the  information  re- 
^I'lested  of  Mr.  Middleton:) 

L  DlCKINSOX, 

Howte  of  Representatives,  Washington,  D,  C. 

Have  been  away.  Hedge  of  20,000  bushels  June  1st,  at  $1.75i,  closed  out 
June  16th  at  $1.48  and  $1,471. 

A.  L.  Middleton. 

Mr.  SiLAXR.  Now,  Mr.  Chairman,  we  would  next  like  to  have  heard 
Mr.  C.  H.  Hyde,  of  the  Farmers'  Union  of  Oklahoma. 
The  Chairman.  The  committee  will  be  glad  to  hear  Mr.  Hyde. 


STATQaSHT  OE  HK.  C.  H.  HYDE,  OF  THE  FABHEBS'  UNION  OF 

OKLAHOMA,  ALVA,  OELA. 

The  Chairmak.  Mr.  Hyde,  kindly  give  your  name,  state  whom  you 
represent,  and  your  residence. 

Mr.  Hyde.  I  am  a  member  of  the  Oklahoma  Farmers'  Union  and 
the  Xational  Wheat  Growers'  Association. 

Mr.  Chairman  and  gentlemen  of  the  committee,  the  farmers  in  the 
M>uthwest  are  opposed  to  future  trading  as  a  whole.  A  few  grain 
iealers  deal  in  that  way — that  is,  not  oealing  in  futures  but  in  so- 
called  hedging,  but  they  are  very  few.  A  very  small  percentage, 
Hi>ecially  of  cooperative  elevators,  or  farmer  elevators  in  the  South- 
^^'^^  follow  the  plan  of  hedging.  We  have  had  at  the  town  that  I 
live  in — and  I  have  been  connected  with  the  management  of  the  con- 
<*'ni  for  10  years — a  farmers'  elevator  for  upwards  of  22  years,  and 
we  have  never  hedged,  as  they  call  it,  on  a  bushel  of  grain  that  we 

l-'Unrht. 

Farmers  believe  that  speculative  sales  do  not  work  for  the  benefit 
"f  producers.    They  believe  that  there  has  been  a  movement,  by  con- 
frted  action  on  the  part  of  those  that  have  dealings  on  the  Doard  of 
trade,  to  force  the  market  down  early  after  the  harvest  season,  on 
•i'«^ount  of  the  credit  conditions  the  most  of  the  farmers,  growing 
''reals  as  well  as  cotton,  having  to  sell  their  crops  immediately. 
The  credit  conditions  are  such  that  they  must  sell  inunediately.    They 
>^lieve  that  at  times  a  concerted  action  is  made  by  speculators 
^.  ho  actually  want  the  grain,  but  by  selling  a  great  quantity  of  grain 
''ven  the  deal  may  be  made  among  themselves,  and  yet  it  has  a  ten- 
ancy to  force  the  price  down.    The  farmers  have  to  sell  because 
they' do  not  have  the  credit  to  carry  their  crop  over.    Speculators 
2et  the  crop  and  the  price  goes  up  after  it  has  left  the  hands  of  the 
^  roducer.     On  the  other  hand,  the  consumer  is  not  benefited  by  the 
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temporary  reduction  in  price,  and  the  speculator  has  made  his  money 
in  the  increased  price  that  the  grain  sells  for  after  it  has  left  the 
producer's  hands ;  and  the  same  is  true  as  to  cotton. 

We  have  in  Oklahoma  cooperative  elevators  as  well  as  other  eleva- 
tors. The  most  of  our  towns  have  a  farmers'  elevator.  As  Mr. 
Middleton  said,  our  dividend  is  principally  a  patronage  dividend. 
It  makes  no  diflEerence  to  a  cooperative  elevator  whether  grain  is 
bought  on  a  20-cent  margin  or  a  50-cent  margin  because  all  the  profit 
will  go  back  to  the  men  who  furnish  the  grain  regardless  of  what 
they  received  for  it  at  the  time  they  delivered  it.  The  additional 
profit,  representing  the  difference  between  the  cost  or  amount  paid 
to  them  at  the  time  the  grain  was  taken  and  the  amount  that  they 
receive  is  really  just  a  part  of  the  purchase  price,  though  they  do  not 
receive  that  latter  amount  until  after  the  close  of  the  year's  business. 
Hedging  may  be  necessary — not  future  trading  but  hedging  may 
be  necessary  as  an  insurance  under  the  present  system.  But  it  is 
hoped  by  our  farmers  that  the  marketing  system  may  be  so  revised 
that  it  will  be  unnecessary  to  carry  this  insurance.  The  rate  seems 
high,  and  it  is  believed  by  our  farmers  that  we  ought  not  to  have  a 
marketing  system  by  which  it  is  necessary  to  carry  the  insurance. 

In  speaking  for  the  Oklahoma  farmers,  I  want  to  say  that  we  have 
something  like  18,000  members  of  Farmers'  Union,  and  the  National 
Wheat  Growers'  Association  had,  at  their  last  meeting,  over  100,000 
members;  and  at  both  the  State  and  national  meetings  of  the  Farm- 
ers' Union  and  of  the  Wheat  Growers'  Association,  they  went  on 
record  as  opposed  to  future  speculative  trading.  That  is  the  feel- 
ing, I  think,  through  the  Southwest  generally  among  the  farmers. 

Mr.  TiNCHER.  Do  you  know  how  much  wheat  Mr.  Armour  is  re- 
puted to  have  sold  last  summer  at  the  time  they  broke  the  wheat 
market? 

Mr.  Hyde.  No;  I  do  not.  I  do  not  know  the  amount  of  trading 
that  is  done  on  any  of  the  exchanges.  I  am  a  member  of  a  com- 
mittee before  which  the  president  of  the  Chicago  Board  of  Trade 
appeared,  and  he  spoke  to  us  for  a  couple  of  hours.  We  asked  him 
the  direct  question :  How  many  bushels  are  actually  delivered  for  sale 
at  the  Chicago  Board  of  Trade?  His  reply  was  that  he  could  not 
answer.  He  expressed  a  willingness  to  help  us  all  that  he  could  and 
to  give  us  all  the  information  he  could.  I  asked  him  the  question 
direct  if  he  could  tell  us,  for  instance,  or  if  he  could  get  for  our  in- 
formation, the  number  of  bushels  of  wheat  that  were  sold  futures  and 
cash  on  the  Chicago  Board  of  Trade  the  preceding  day.  He  said^ 
"  I  could  not  do  that."  I  asked  him  if  they  did  not  have  a  record 
thereof.  He  said,  "  No ;  it  is  a  matter  between  the  individuals,  and 
there  is  no  record  made  of  those  dealings."  I  asked  the  question  a 
second  time,  "  Do  you  mean  to  say  that  you  do  not  know  the  actual 
number  of  bushels  of  wheat  futures  and  cash  that  are  sold  on  th€ 
Board  of  Trade  in  Chicago?"  And  he  replied,  "  We  do  not." 
Mr.  Htttchtnson.  When  was  this? 

Mr.  Hyde.  This  was  either  at  a  meeting  we  had  on  the  5th  or  6tll 
of  November  or  else  it  was  at  a  meeting  we  had  on  the  18th  of  T>e\ 
cember,  last  past. 
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Mr.  Hutchinson.  Do  you  know  that  the  Government  gets  a  quar- 
ter of  1  per  cent  for  every  bushel  that  is  sold  there  on  option? 

Mr.  Hyde.  Sir? 

Mr.  Hutchinson.  You  know  that  the  Government  gets  a  quarter 
of  1  per  cent  on  all  options  sold? 

Mr.  Hyde.  I  do  not. 

Mr.  Hutchinson.  Well,  it  does.  How  could  they  do  that  without 
a  record  of  sales? 

Mr.  Hyde.  What  was  your  question  ? 

Mr.  Hutchinson.  How  could  they  do  any  trading  on  the  Board  of 
Trade  without  that  record  ? 

Mr.  Hyde.  I  can  not  answer  the  question.  Mr.  Gates  said  they 
had  no  record  to  go  by,  and  that  they  could  not  have  one,  and  he 
said  that  the  Federal  Trade  Commission  had  been  trying  to  get  the 
record,  and  that  they  had  been  working  on  it  for  a  couple  of  years 
and  he  presumed  they  had  something,  out  that  the  Chicago  Board 
of  Trade  had  no  record  and  there  was  no  way  for  them  to  find  out 
about  the  sales. 

Mr.  Hutchinson.  You  say  your  farmers  are  opposed  to  future 
sales.  Would  you  close  up  the  boards  of  trade  ? 

Mr.  Hyde.  I  said  the  wheat  growers  and  the  farmers  of  Okla- 
homa and  Kansas  by  resolution  at  two  annual  meetings  had  gone 
on  record  as  being  against  future  speculative  trading. 

Mr.  Hutchinson.  What  do  you  mean  by  "  speculative  trading  "  ? 

Mr.  Hyde.  Speculative  trading  is  trading  in  which  the  seller  does 
not  own  the  commodity  he  is  selling. 

Mr.  Hxttchinson.  He  has  to  get  it  if  he  sells  if  he  is  any  kind  of 
reputable  man,  doesn't  he? 

Mr.  Hyde.  Well,  that  is  handled  this  way- 


Mr.  HEUI.ING8  (interposing).  He  can  pay  the  difference,  and  that 

is  what  they  do. 

Mr.  Hyde.  He  has  to  get  it  or  lose  10  per  cent,  the  purchase  price 
being  so  much  and  10  per  cent  of  it  is  put  up.  But  he  does  not  have 
to  fret  the  commodity  itself,  as  I  understand. 

Mr.  Hutchinson.  '  He  may  buy  May  corn  and  if  he  does  he  has  to 

deHver  it.  ^x    ,       .     i  i-        xi. 

Mr.  Hyde.  Xo  ;  he  does  not  have  to  do  that.  He  ha^  to  deliver  the 
wrn  to  you  or  else  lose  10  per  cent  of  the  purchase  price,  the  amount 
of  the  option  that  he  has  put  up.  But  he  does  not  have  to  deliver 
the  corn. 

Mr.  Hutchinson.  But  he  does  have  to  deliver  the  commodity  ? 

Mr.  Hyde.  No,  sir. 

Mr.  Heulings.  Aren't  you  making  a  mistake  between  puts  and 
(•alls  and  futures? 

Mr.  Hyde.  I  think  not. 

Mr.  Hutchinson.  The  man  may  get  out  of  it,  but  not  if  I  demand 
my  corn. 

Mr.  Hyde.  I  am  not  a  dealer  on  the  Board  of  Trade.  I  am  con- 
nected with  farmers'  ffrain  associations,  but  we  are  not  allowed  to 
sell  our  grain  on  the  Board  of  1  irade. 

Mr.  Hutchinson.  You  are  not  allowed  to  do  it  ? 
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Mr.  Hyde.  No,  sir.  Not  on  the  Chicago  Board  of  Trade.  If  the 
cooperative  elevators  should  buy  a  seat  on  that  Board  of  Trade  they 
v\ould  not  allow  us  on  the  Board  of  Trade. 

Mr.  Hutchinson.  Not  if  you  bought  a  seat  ? 

Mr.  Hyde.  No,  sir;  not  after  you  bought  it. 

Mr.  McLaughlin  of  Michigan.  Do  you  mean  that  the  Board  of 
Trade  would  not  allow  a  representative  of  a  strictly  cooperative  com- 
mission company  on  the  floor  of  the  Chicago  Excnange? 

Mr.  Hyde.  No,  sir. 

Mr.  Hutchinson.  You  are  not  a  cooperative  society.  You  sell 
stock,  the  same  as  any  other  corporation. 

Mr.  Hyde.  Oh,  no;  not  the  same  as  any  other  corporation.  As 
between  a  cooperative  corporation  and  an  ordinary  corporation  there 
is  this  distinctive  diiference,  that  the  cooperative  association  pays  its 
profits  by  way  of  a  patronage  dividend,  based  on  the  amount  of 
business  furnished  by  the  individual.  Different  States  have  different 
cooperative  laws,  but  usually  the  dividend  on  the  stock  is  limited  to 
the  legal  rate  of  interest  in  each  particular  State.  They  consider 
that  the  capital  stock  is  simply  a  loan  that  the  individual  member 
has  made  to  the  corporation,  so  that  it  will  have  the  machinery, 
elevators  and  so  on,  to  do  business  with.  And  the  cooperative  as- 
sociation simply  pays  the  individual  the  legal  rate  of  interest  thereon, 
but  all  profit  goes  to  the  men  who  furnish  the  business. 

Mr.  Hutchinson.  Do  they  all  take  an  equal  amount  of  stock? 

Mr.  Hyde.  Usually  it  is  that  way,  that  they  all  have  an  equal 
amount  of  stock.  But  in  most  States  regardless  of  the  amount  of 
stock  that  you  own  each  individual  votes  one  vote,  whether  he  has 
$100  or  $500  worth  of  stock.  In  other  words,  the  member  votes  and 
not  the  stock. 

Mr.  TiNCHER.  Assuming  that  you  have  a  perfect  right  to  carry  on 
your  business  the  way  you  are  doing  it  in  Oklahoma,  about  whi<!h  I 
think  there  is  no  douot  that  you  have 

Mr.  Hyde  (interposing).  We  certainly  mean  to  do  it  in  a  legal 

Sir.  TiNCHER  (continuing).  Can  you  explain  to  this  committee  the 
difference  between  trading  in  options  ana  selling  wheat  for  future 
delivery  ? 

Mr.  Hyde.  Yes. 

Mr.  TiNCHER.  Do  you  understand  the  difference? 

Mr.  Hyde.  I  think  I  do.  At  least  I  will  explain  it  the  way  I 
understand  it :  Selling  options  is  selling  a  conmiodity  which  I  do  not 
own.  In  other  words,  I  do  not  own  the  commodity  I  am  attempting 
to  sell.  I  do  not  have  it  in  my  possession.  In  selling  for  future  de- 
livery, hedging,  and  if  it  is  on  grain,  you  may  not  want  to  deliver  the 
commodity  now,  or  may  not  be  able  to  deliver  it  now 

Mr.  HuLiNos  (interposing).  You  may  not  have  it  yet? 

Mr.  Hyde.  That  is  not  true  in  the  case  of  hedging.  What  I  have 
said  is  selling  and  hedging.  An  option  is  where  I  do  not  have  the 
commodity  and  I  am  simply  making  a  gamble  whether  it  will,  go  up 

or  down. 

Mr.  TiNCHER.  Speaking  of  the  Kansas  and  Oklahoma  farmer,  as 
to  whether  he  is  in  favor  of  closing  up  the  grain  exchanges  and 


FUTURE   TRADING.  21 

chambers  of  commerce,  you  have  never  heard  any  of  them  advocate 
anvthingof  that  kind,  have  you  ? 

Mr.  Hyde.  No,  sir. 

Mr.  McKiNLEY.  I  want  to  see  if  I  have  this  clear  in  my  mind,  in 
regard  to  the  way  you  handle  matters  down  there  in  Oklahoma: 
You  said  if  a  man  sells  now  to  the  elevator,  at  a  price,  then  when  it 
comes  to  a  close-up,  after  that  grain  has  all  been  sold,  that  man  gets 
the  difference  in  the  way  of  profit. 

Mr.  Hyde.  Yes,  sir.    I  will  illustrate  it  in  this  way 

Mr.  MgKinley  (interposing).  Let  me  ask  you  another  question: 
To  make  this  real  simple,  suppose  there  are  10  men  in  this  organiza- 
tion of  yours,  and  that  9  of  them  come  in  and  sell  just  1,000  bushels 
of  wheat  each,  and  then  the  tenth  one  comes  in  and  sells  100,000 
bushels.  Now,  as  I  understand  you,  the  man  who  sells  100,000 
bushels,  if  there  was  9  cents  a  bushel  profit,  would  get  the  whole 
profit  on  the  100,000  bushels  that  comes  in  later  on  the  sale.  But 
who  pavs  the  loss  if  there  is  a  loss? 

Mr.  Hyde.  The  loss  that  has  been  suffered? 

Mr.  McKiNLEY.  Yes. 

Mr.  Hyde.  It  comes  in  the  depreciation.  You  must  borrow  on 
your  investment,  or  on  your  elevator,  from  the  cash  you  have  with 
which  you  have  to  do  business.  You  have  to  have  that  in  order  to  du 
business. 

Mr.  McKinley.  Do  those  other  nine  men  help  on  that  ? 

Mr.  Hyde.  Yes,  sir. 

Mr.  McKiNLEY.  But  they  do  not  get  any  of  the  profit  ? 

Mr.  Hyde.  Yes;  they  do. 

Mr.  McKiNLEY.  You  said  it  all  went  to  those  men.  That  is  the 
reason  I  thought  your  testimony  given  before  this  committee  was  not 
properly  presented. 

Mr.  Hyde.  We  pay  the  legal  rate  of  interest  on  the  loans  made  by 
the  stockholders,  which  is  in  the  shape  of  capital  stock. 

Mr.  McKiKLEY.  But  this  has  nothing  to  do  with  the  rate  of  in- 
terest. 

Mr.  Hyde.  All  the  other  profits  are  divided  in  proportion  to  the 
business  furnished.  If  there  is  a  profit  of  9  cents  a  bushel,  the  man 
who  sold  1,000  bushels  would  get  9  cents  times  1,000  bushels.  If 
a  man  furnished  100,000  bushels,  he  would  get  9  cents  times  100,000 
bushels. 

Mr.  McKiNLEY.  But  who  would  pay  the  loss,  if  there  were  a  loss 
suffered  ? 

Mr.  Hyde.  If  there  is  a  loss  it  falls  equally  among  all  the  stock- 
holders. 

Mr.  McKiNLEY.  Then  it  is  heads  I  win  and  tails  you  lose. 

Mr.  Hyde.  No,  sir. 

Mr.  McKiNLEY.  Let  me  ask  you  another  question,  because  we  are 
all  here  seeking  information:  For  instance,  in  my  district  at  De- 
catur, 111.,  there  is  a  starch  factory  which  uses  a  great  deal  of  com. 
We  wiU  say  that  in  June,  1921,  they  will  want  to  use  200,000  bush- 
els of  corn;  and  we  will  say  that  they  want  to  get  200,000  bushels 
from  your  county  or  maybe  from  your  elevator.  And  you  have 
pot  men  there  who  want  to  sell  those  200.000  bushels  of  com,  the  1st 
of  January;  and,  naturally,  they  want  their  money.     Who  is  going 
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to  carry  that  difference  represented  by  the  sales  price  of  the  corn 
now  and  the  price  at  whi(  h  it  is  sold  in  June  to  the  starch  factory 
in  Decatur  that  wants  it  then  ? 

Mr.  Hyde.  That  would  depend  upon  the  contract  they  would  make. 
But  it  seems  to  me  there  that  the  man  who  carries  the  stock 

Mr.  McKiNLEY  (interposing).  Who  is  going  to  take  care  of  the 
corn  all  that  time?  Your  elevators  are  not  big  enough  to  hold  your 
whole  crops  there,  are  they? 

Mr.  Hyde.  No,  sir. 

Mr.  McKinley.  Who  is  going  to  do  it? 

Mr.  Hyde.  It  depends  absolutely  on  how  they  make  the  contract. 
They  may  make  a  contract  by  which  your  starch  factory  is  going  to 
pay  now  the  price  paid  to  the  individuals. 

Mr.  McKiNLEY.  Oh,  no.  The  starch  factory  can  not  do  that. 
Thw  want  the  corn  on  the  1st  of  June,  you  understand. 

Mr.  Hyde.  Yes. 

Mr.  McKI^'LEY.  Wlio  is  going  to  own  this  corn  from  the  1st  of 
January,  when  your  farmers  want  to  sell  and  deliver  same,  and  get 
their  money,  and  the  1st  of  June  when  the  starch  factory  wants  to 
pav  and  take  possession  of  the  cprn  ? 

Mr.  Hyde.  When  the  bill  of  lading  is  issued  on  a  car  of  corn  tliat 
corn  would  certainly  belong  to  the  starch  factory,  but  until  that 
time 

Mr.  McKiNLEY  (interposing).  But  they  are  not  ready  to  buy  now. 
They  want  corn  delivered  on  the  1st  of  June. 

Mr.  Hyde.  Until  that  time  it  belongs  to  the  man  who  grew  it. 

Mr.  McKiNLEY.  But  he  wants  his  money  on  the  first  of  January. 

Mr.  Hyde.  You  are  putting  to  me  a  question — well,  it  lays  between 
the  buyer  and  the  seller  as  to  what  the  terms  of  the  contract  shall  be. 

Mr.  McKiNLEY.  But  somebody  has  got  to  own  that  corn  during 
those  five  months  that  must  elapse  between  the  time  when  the  grower 
wants  to  sell  it  and  get  his  money  and  the  time  when  the  starch 
factory  wants  to  buy  it  and  pay  for  it.  You  do  not  want  any  specu- 
lators," as  I  understand.  Therefore  who  is  going  to  own  that  corn 
for  this  period  of  five  months? 

Mr.  Hyde.  I  did  not  say  I  do  not  want  any  speculators.  But  as 
to  who  owns  the  corn,  if  the  starch  factory  pays  for  it  it  is  theirs. 

Mr.  McKiNLEY.  No;  but  they  do  not  want  it  now.  They  have, 
we  will  say,  a  supply  of  corn  to  last  them  during  the  period  of  five 
months  between  January  1  to  June  1.  But  they  want  to  buy  corn 
June  1.    Who  owns  the  corn  between  January  1  and  June  1? 

Mr.  Hyde.  It  belongs  to  the  grower. 

Mr.  McKiNLEY.  But  .he  wants  his  money  on  the  first  of  January. 

Mr.  HuLiNGS.  He  sells  it  to  a  warehouse,  of  course. 

Mr.  McKiNLEY.  No;  he  sells  it  to  a  speculator.  There  must  be 
some  machinery  between  your  man  who  must  have  his  money  on  the 
1st  of  January  and  the  man  who  wants  the  corn,  as  I  have  supposed 
the  case,  on  June  1.  We  will  suppose  that  the  starch  factory  has 
not  got  the  money  to  pay  for  the  corn  until  the  1st  of  June. 

Mr.  Hyde.  All  right. 

Mr.  McKiNLEY.  What  machinery  would  you  suggest  to  take  care 
of  that  matter  ? 
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Mr.  Hyde.  Well,  it  will  be  necessary  either  for  the  grower  of  che 

<?«>rn  to  be  financed  so  he  can  carry  his  crops,  or 

Mr.  McKiNLEY  (interposing).  jBut  he  can  not  carry  it,  as  I  under- 
stand. 

ilr.  Hyde  (continuing).  Wait  a  minute.  It  would  be  necessary 
for  a  grower  to  be  financed  so  that  he  can  keep  his  crop,  so  that  he 
may  market  it  during  a  period  of  12  months  rather  than  one  or  two 
months  after  the  harvest;  or  else  someone  must  buy  that  corn  and 
carry  it  for  him. 

ilr.  McKixLEY.  Would  your  idea  be  that  the  Government  better 
Inv  it  and  finance  it  from  the  1st  of  January? 
ilr.  Hyde.  That  is  foreign  to  this  bill,  isn't  it  ? 
ilr.  McKiNLEY.  We  are  here  seeking  information.    We  want  to 
stop  this  gambling. 

Mr.  Hyde.  Well,  I  suggest  this  method:  that  at  some  time  the 
Government  might,  in  view  of  the  conditions  that  now  confront 

farmers  all  over  he  country- 

Mr.  McKinley  (interposing).  Well,  we  are  all  voting  for  that. 
Mr.  Hyde  (continuing).  That  the  Government  might  at  sometime 
}X)ssibly  make  a  careful  estimate  of  the  cost  of  producing  wheat, 
riom,  and  cotton,  and  that  whenever  in  the  market  the  price  is  less 
than  SO  per  cent  of  the  cost  of  producing  85  per  cent  of  the  crop  the 
<Tovemment  might  buy  it,  and  whenever  it  goes  15  per  cent  above 
the  price  sell  it.  I  believe  that  such  a  law  would  be  a  benefit  to  the 
producer  as  well  as  to  the  consumer.  It  would  tend  to  stabilize  the 
]>rice  during  the  whole  year.  It  would  be  a  benefit  at  the  same 
time  to  the  miller,  because  there  would  be  a  stabilized  price  during 
the  whole  year.  It  would  be  a  benefit  to  the  banker  who  loans  money, 
because  the  crops  would  never  go  below  80  per  cent.  And  on  the 
•juestion  whether  it  would  ever  cost  the  Government  any  consider- 
able amount  of  money,  I  do  not  believe  it  would. 

Mr.  Hutchinson.  Suppose  the  Government  were  to  make  a  profit, 
under  your  suggested  plan,  would  it  get  that  profit  ?    , 

Mr.  Hyde.  Yes,  sir.  Furthermore,  consumers  do  not  pay  the  price 
that  might  be  considered  as  based  on  the  wholesale  price  of  agri- 
f-nltural  products  the  year  round,  but  usually  pay  a  price  that  reflects 
the  highest  price  during  the  year. 

If  you  gentlemen  care  for  a  little  report  that  I  made  after  an 
investigation  re(  ently,  I  will  give  it  to  you.  On  the  6th  and  7th  of 
December  we  called  the  mills  in  Oklahoma  City  and  asked  them  the 
price  they  would  pay  for  best  No.  2  wheat.  They  replied  $1.37  a 
hushel.  We  went  to  the  retailers  of  flour  in  Oklahoma,  flour  from 
those  mills,  and  they  were  selling  at  6  cents  a  pound.  A  50-bushel 
load  of  wheat  at  that  rate  would  sell  for  $68,50.  When  that  wheat 
was  made  into  flour,  and  counting  the  by-products,  shorts,  and  bran — 
tY>nsidering  shorts  as  mill  run  at  2  cents  a  pound,  and  some  was  $2.10 
and  $2.20  a  hundred  pounds — and  that  load  of  wheat,  without  any 
freight,  made  into  flour,  is  sold  in  Oklahoma  City  for  $144.  Taking 
the  (jovernment-s  estimate,  the  estimate  of  the  Department  of  Agri- 
<  ulture,  of  the  amount  of  flour  in  a  16-ounce  loaf  of  bread,  and  buy- 
ing bread  out  of  the  bakeshops,  and  that  load  of  wheat  when  made 
•nto  bread,  together  with  the  900  pounds  of  by-products,  that  is 
shorts  and  bran,  sold  for  $393  without  any  freight  on  it. 
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We  made  an  investigation  on  a  line  of  cotton  goods  and  woolei\ 
goods  and  also  on  beef.    These  we  have  up  now. 

Mr.  Hutchinson.  What  did  the  farmer  get  for  the  load  of  grain  ? 

Mr.  Hyde.  He  got  $68.50.  If  you  counted  out  one-third  of  the  crop 
as  rent,  and  counted  out  the  threshing  bill,  at  the  ordinary  price, 
and  the  twine  bill  at  what  we  paid  last  year,  then  out  of  each  dollar 
that  the  consumer  pays  for  bread  the  farmer  gets  4.26  cents  net,  and 
his  gross  price  out  of  each  dollar  that  the  consumer  paid  was  17.6 
cents. 

We  took  up  cotton,  and  if  you  want  it  I  will  give  you  that.  The 
cheapest  cotton  that  we  could  buy  by  the  pound  was  cotton  batting. 
Assuming  that  that  was  made  from  the  best  grade  of  cotton,  out  ot 
each  dollar  that  the  consumer  paid  for  cotton  batts  the  grower  got 
11  cents.  Out  of  cotton  flannel  ne  got  something  like  7.96  cents:  for 
muslin  a  little  less.  Coming  down  to  organdie  cloth,  and  assuming^ 
that  that  was  made  out  of  the  best  grade  of  cotton  we  have  in  Okla- 
homa and  that  it  sold  for  the  highest  price,  for  each  dollar  that  tlie 
consumer  paid  for  organdie  cloth  the  farmer  got  one-tenth  of  1  cent. 

Mr.  Hutchinson,  x  ou  do  not  intend  that  this  proposition  as  to 
this  load  of  wheat  should  go  into  the  record  on  that  basis,  do  you  ? 

Mr.  Hyde.  That  is  up  to  you  gentlemen,  whether  it  does  or  not  ? 

Mr.  TiNCHER.  WhVj  it  is  in  the  record. 

Mr.  Hutchinson.  Yes ;  but  you  spoke  of  10  barrels  of  flour  made 
out  of  a  load  of  wheat. 

Mr.  Hyde.  I  did  not  mention  barrels  at  all. 

Mr.  Hutchinson.  But  there  are  only  3,000  pounds  in  50  bushels 
of  wheat. 

Mr.  Hyde.  Yes ;  2,100  pounds  of  flour  in  it. 

Mr.  Hutchinson.  Yes. 

Mr.  Hyde.  And  900  pounds  of  by-products,  shorts,  and  bran. 

Mr.  Hutchinson.  We  will  say  tnat.  Now  you  say  that  that  flouir 
was  sold  for  6  cents  a  pound  ? 

Mr.  Hyde.  That  is  $126. 

Mr.  Hutchinson.  In  Oklahoma  now? 

Mr.  Hyde.  Yes,  sir.  It  was  that  way  on  the  6th  and  7th  of 
December,  retail  in  Oklahoma  City.  We  have  three  daily  papers, 
and  I  took  one  reporter  from  each  of  the  three  daily  papers,  with 
the  reporters  from  two  agricultural  papers  of  general  circulation, 
and  we  went  to  nine  different  stores  and  inquired  the  price  of  flour, 
and  to  11  or  12  bakeries,  and  to  9  different  meat  snops  and  in- 
quired as  to  meat. 

Mr.  Hutchinson.  You  say  that  wheat  is  selling  for  $1.37  a  bushel 
and  flour  at  $12  a  barrel  ? 

Mr.  Hyde.  No,  sir;  I  said  what  the  price  was  on  December  6  or  7. 

Mr.  Hutchinson.  When  was  the  wheat  sold? 

Mr.  Hyde.  December  6  or  7  is  the  date  we  took  the  price  of  wheat. 

Mr.  Hutchinson.  And  the  same  date  the  price  of  flour  was  $12  a 
barrel  ? 

Mr.  Hyde.  I  said  the  flour  was  6  cents  a  pound.  Yes ;  that  would 
be  at  the  rate  of  $12  a  barrel. 

Mr.  VoiGT.  Was  that  the  miller's  price? 

Mr.  Hyde.  That  was  what  the  consumer  was  paying.  We  did  not 
attempt  in  any  of  our  investigations  to  say  that  the  miller  was  get- 
ting so  much,  and  the  wholesaler  so  much,  and  the  jobber  so  much. 
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We  did  intend  to  show  only  what  the  producer  got  and  what  the 
•  onsumer  paid.  As  to  the  machinery,  wnether  the  route  that  it  now 
travels  over  is  the  shortest  or  not,  we  did  not  attempt  to  say.  We 
did  not  attempt  to  say  whether  that  was  the  best  route ;  we  wanted  to 
^how  that  the  small  amount  that  the  producer  go  out  of  what  the 
consumer  paid,  represented  the  existing  situation.  Arid  it  is  up  to 
the  consumer  and  to  the  distributors  to  show  who  is  getting  the  dif- 
ference.    We  showed  what  we  producers  got. 

Mr.  HrTCHiNSON.  This  price  of  6  cents  a  pound  for  flour  was  the 
price  at- retail  stores,  I  take  it? 

Mr.  Hyde,  Yes,  sir. 

Mr.  Hutchinson.  In  lots  of  two  or  three  pounds  or  in  barrel  lots? 

Mr.  Htde.  In  50-pound  sacks.  I  should  say  that  in  25-pound 
«»acks  the  price  was  the  same  at  one  store.  The  smaller  sacks  oi  flour 
were  all  above  6  cents  a  pound. 

Mr,  Hutchinson.  I  want  to  say  to  you  that  in  the  east  we  are 
paying  $1.90  per  bu^el  for  wheat  and  selling  flour  for  $9  a  barrel. 

Mr.  TiNCHER.  Do  you  know  what  it  is  retailing  at  ? 

Mr.  Hutchinson.  Yes. 

Mr.  Htde.  I  am  not  a  miller. 

Mr.  Hutchinson.  You  are  making  a  statement  that  in  Oklahoma 
the  millers  are  paying  $68.50  for  a  load  of  wheat  and  getting  it  down 
to  the  final  consumer  in  the  shape  of  bread  at  $300  or  ^400.  It  seems 
to  me  you  are  going  upon  a  wrong  assumption.  Take  middlings 
and  bran  taken  from  Minnesota  wheat,  and  it  is  sold  at  $25  a  ton  m 
sacks  to  cover  all.  It  seem  to  me  your  farmers  are  paying  too 
much  for  bran  if  you  are  now  doing  what  you  said  there,  and  that 
you  ou^ht  to  get  down  and  start  a  mill. 

Mr.  Hyde.  If  we  had  the  money  we  would. 

Mr.  WrLsoN.  You  evidently  have  some  excessive  profiteers  down 
there  in  Oklahoma,  it  seems  to  me. 

Mr.  Hyde.  Is  that  all  you  want  to  ask  me,  gentlemen  ? 

Mr.  TiNCHER.  You  need  not  be  alarmed  at  some  of  these  questions. 

Mr.  Hyde.  I  am  not  scared  at  all. 

Mr.  Hutchinson.  Did  you  find  out  at  what  price  the  millers  were 
selling  flour  at  wholesale? 

Mr.  Hyde.  No,  sir. 

Mr.  Hutchinson.  Why  not  ? 

Mr.  Hyde.  It  was  not  up  to  us  to  do  it. 

Mr.  Hutchinson.  You  were  certainly  interested  in  your  country, 
weren't  you  ? 

Mr.  IIyde.  We  were  in  this  case  only  interested  in  what  the  pro- 
ducer gets.  We  wanted  to  show  the  consumer  that  it  made  very  little 
difference  to  him  whether  wheat  was  $1.50  a  bushel  or  $2.50  a  bushel; 
that  the  producer  gets  a  very  small  per  cent  out  of  the  dollar  he 
pays.  We  were  trying  to  impress  on  the  consumer  that  it  was  more 
important  to  him  "that  the  producer  should  get  a  living  price,  that 
he  might  continue  producing  and  so  that  the  people  in  the  cities 
would  have  employment,  rather  than  attempt  to  show  what  each 
man  between  the  producer  and  the  consumer  got  out  of  it. 

Mr.  HirrcHiNSON,  Are  there  any  mills  for  sale  out  in  Oklahoma  ? 

Mr.  Hydb.  I  do  not  know.    I  am  not  an  advertising  agency. 

Mr.  MoKiNiiEY.  Was  that  Oklahoma  flour  ? 

Mr,  Hyde.  Yes,  sir. 
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Mr.  TiNCHER.  It  is  selling  at  10  cents  a  pound  to-day  in  the  Dis- 
trict of  Columbia,  I  think. 

Mr.  McLaughlin  of  Michigan.  I  may  be  very  dull  but  I  do  not 
see  any  relation  between  what  you  have  said  to  the  committee  and 
the  matter  of  stock  exchanges. 

Mr.  Hyde.  There  is  not,  and  I  apologize,  but  one  member  of  the 
committee  asked  me  to  give  the  figures. 

Mr.  McLaughlin  of  Michigan.  I  am  not  blaming  you  at  all-  I 
really  want  information  in  regard  to  stock  exchanges.  If  there  are 
some  evils  that  produce  bad  results  such  as  you  speak  of,  will  you 
point  them  out  ? 

Mr.  Dickinson  (author  of  H.  R.  14654).  I  want  to  ask  Mr.  Hyde 
a  question,  if  I  may  ? 

The  Chairman.  Certainly,  Mr.  Dickinson. 

Mr.  Dickinson.  Mr.  Hyde,  do  you  think  it  necessary  to  carry  cor-i* 
for  Mr.  McKinley's  starch  factory  during  a  period  of  five  months  in 
order  to  maintain  a  board  of  trade  dealing  in  futures? 

Mr.  Hyde.  I  do  not  think  it  is. 

Mr.  McKiNLEY.  Please  explain  to  the  committee  how  you  woula 
do  it. 

Mr.  Hyde.  I  will  answer  you  by  stating  that  as  one  of  the  membera 
of  the  Farmers'  Marketing  Committee  of  seventeen,  we  have  been  in 
session  almost  continuously  for  three  months,  and  while  the  Farmers' 
Marketing  Committee  is  not  appearing  before  you  as  a  committee^  we 
are  working  on  a  plan  by  which  we  hope  it  will  not  be  necessary  to 
have  future  sales.  One  of  our  men,  who  has  charge  of  that,  will  ap- 
pear before  y©u.  We  are  making  a  careful  investigation,  and  when 
we  do  build  a  structure  we  want  that  structure  to  be  built  upon  a  firm 
foundation,  so  that  there  may  be  no  question  as  to  its  functioning 
under  all  conditions.  We  have  been  almost  continuously  in  session 
during  the  last  three  months. 

Mr.  McKiNLEY.  You  have  read  Mr.  Dickinson's  bill,  have  you ! 

Mr.  Hyde.  No,  sir;  I  have  not.  I  was  asked  to  state  how  the 
farmers  of  the  Southwest  stood  on  future  trading,  and  I  want  to  say 
that  they  are  against  it,  generally. 

Mr.  McKiNLEY.  I  was  wondering  whether  you  thought  these  bills 
before  us  would  cover  the  situation. 

Mr.  Hyde.  I  do  not  know.    I  have  not  read  them. 

Mr.  PuRNELL.  I  believe  you  were  interrupted  and  did  not  answer 
Mr.  McLaughlin's  question.    Will  you  address  yourself  to  that? 

Mr.  Hyde.  I  do  not  remember  now  what  his  question  was. 

Mr.  PuRNELL.  Let  the  reporter  read  it  to  you. 

(The  reporter  read  as  follows:) 

If  there  are  some  evils  that  produce  the  bad  results  you  speak  of,  wiU  you  point 
them  out  to  the  committee? 

Mr.  McLaughlin  of  Michigan.  Will  you  tell  us  about  the  produce 
exchanges? 

Mr.  Hyde.  It  is  my  idea  that  it  is  possible  with  future  trading  as 
is  now  done  for  two  or  three  of  us  to  sell — for  instance,  if  we  have  the 
money  to  carry  a  big  lot  of  wheat  over,  and  if  we  may  know  of  a  mill 
that  wants  to  buy,  or  of  a  country  that  wants  to  buy,  in  the  near 
future  a  considerable  amount  of  wheat,  a  few  of  us  could  sell  the 
wheat  down  and  our  own  men  could  buy  it.    The  price  of  wheat  is 


FUTURE  TRADING.  27 

reflected  as  ^oing  down  a  little  each  day.  The  loss  we  are  absorbing 
«  irselves,  as  we  are  selling  to  ourselves.  I  believe  such  a  condition 
>liould  be  brought  about  whereby  the  farmer,  with  the  present  condi- 
tinn  of  credit — ^and  if  he  has  the  wheat  he  can  not  get  any  credit,  and 
t!iey  are  forcing  him  to  sell  his  wheat — we  could  acquire  this  wheat 
n  the  price  he  has  to  sell  it,  and  then  raise  the  price  after  we  get  it. 
Do  I  answ^er  you  ? 

Mr.  McLattghltn  of  Michigan.  I  heard  what  you  said,  but  I  do 
not  know  that  I  fully  understand  it  all.  1  am  very  glad  to  have 
yuiir  opinion. 

Mr.  McKiNLEY.  What  you  really  mean  is  that  some  agency  of  the 
<T(>veminent  must  step  in  and  do  that.    Isn't  that  your  idea? 

Mr.  Hyde.  There  must  be  some  protection  provided. 

Mr.  PuRXELL,  You  are  not  seriously  advocating  that  the  Govern- 
ment shoidd  step  in  and  assume  the  loss,  if  there  is  any,  do  you  ? 

Mr.  Htdb.  No;  but  if  the  market  is  to  be  a  true  indicator  of  the" 

•  iii^h  price  for  wheat,  then  information  as  to  who  is  buying  and  who 
is  selling  should  be  published.  As  it  is  now  the  public  does  not  know 
^^  hither  I  am  buying  or  whether  I  am  selling  if  I  am  dealing  on  the 
J'onnl  of  trade.  From  all  the  information  I  have,  and  I  do  not  qual- 
ify as  a  board  of  trade  man,  but  from  all  the  information  I  can  get 
tile  public  does  not  know  whether  certain  interests  are  buying  or 
whether  they  are  selling. 

Mr.  VoiGT.  What  you  are  really  interested  in  is  to  have  some  law 
♦-nacted  to  make  it  impossible  for  a  man  to  sell  a  commodity  unless 
he  actually  has  it  for  sale.  And  it  would  be  well,  perhaps,  to  provide 
•L  such  a  law  that  the  location  and  the  quantity  should  be  specified 
"in  the  sale,  so  that  there  could  not  be  any  bogus  sales. 

Mr.  Hyde.  It  seems  to  me  it  would  be  well  to  do  that. 

Mr.  VoiGT.  Getting  back  to  Mr.  McKinley's  question  to  you,  you 
io  not  object  to  men  dealing  in  grain,  do  you? 

Mr.  Hyde.  No. 

Mr.  VoTGT.  For  instance,  if  I  were  a  grain  dealer  in  Chicago  you 
wouldn't  object  to  my  buying  your  grain  in  Oklahoma  at  this  time 
.iri'l  holding  it  and  selling  it  to  this  starch  company  in  June  that  Mr. 
MoKinley  referred  to  ? 

Mr.  Hyde.  No  ;  and  I  want  to  say  that  if  you  were  dealing  in  cot- 
t'>n  tlie  South  would  welcome  you  with  open  arms  if  you  would  just 
Tiy  their  cotton.  We  want  some  one  to  buy  it.  That  is  what  we 
nre  raising  it  for. 

Mr.  PrRNEix.  Do  you  want  a  man  to  have  actual  physical  posses- 
sion of  it  before  he  can  sell  it,  or  merely  the  right  to  call  for  it? 

Mr.  Hyde.  I  want  the  man  that  buys  my  grain  to  want  that  grain. 
^Tiat  he  does  with  it  afterwards  is  up  to  him ;  I  have  sold  it  then. 

ilr.  VoiGT.  You  want  that  man  to  have  the  legal  title  to  that  grain, 
i<»  own  it,  whether  it  is  in  his  possession  or  not. 

Mr.  Hyde.  If  I  sell  him  my  grain  I  want  him  to  have  possession 

•  f  it  generally,  whether  he  sells  it  to  the  starch  company  or  not. 

Mr.  WrLSON.  You  don't  care  whether  he  has  possession  of  it  if  you 
'M  vour  money,  do  you  ? 

if r.  Hyde,  No. 

Mr.  WixsoN.  You  don't  care  whether  he  has  the  legal  title  or  pos- 
session or  anything  else,  do  you? 
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Mr.  Htde.  He  would  have  the  legal  title  if  he  paid  for  it. 

Mr.  Wilson.  You  are  not  interested  in  that  feature  of  it. 

Mr.  Hyde.  No,  sir. 

Mr.  Wilson.  All  you  are  interested  in  is  getting  the  money  for 
your  grain? 

Mr.  Hyde.  Yes,  sir. 

Mr.  McKiNLEY.  Well,  Mr.  Hyde,  does  not  the  trouble  come  right 
in  there  ?  For  instance,  your  man  in  Oklahoma — and  I  know  about 
the  West — he  has  to  have  his  money,  because  he  may  be,  like  the 
most  of  them,  poor. 

Mr.  Hyde,  x  es,  sir. 

Mr.  McKiNLEY.  And  not  only  that  man,  but  every  other  man  prac- 
tically that  is  raising  a  crop  there  has  to  have  his  money.  You  are 
willing  that  there  should  be  middle  men  to  hold  this  grain  between 
the  time  of  purchase  and  of  sale  ? 

Mr.  Hyde.  Sure. 

Mr.  McKiNLEY.  That  middle  man  does  not  know  what  he  is  going 
to  get  from  the  Staley  Starch  Co.  on  the  1st  of  June.  He  is  a  specu- 
lator, and  if  there  is  a  great  amount  of  grain  offered  him  on  the  1st 
of  January  he  is  going  to  fix  that  price  to  suit  himself  to  an  extent. 
You  want  to  protect  against  that,  and  we  all  do.  How  are  we  going 
to  do  it? 

Mr.  Hyde.  On  the  question  whether  it  would  be  advisable  under 
any  condition  to  say  that  I  could  not  buy  the  actual  grain  if  I  wanted 
the  grain,  if  I  wanted  to  pay  you  for  your  product? 

Mr.  McKiNLEY.  Well,  but  a  hedge  is  Duying  the  actual  grain, 
isn't  it? 

Mr.  Hyde.  No  ;  a  hedge  is  selling  the  actual  grain. 

Mr.  McKiNLEY.  Well,  but  somebody  else  has  to  buy. 

Mr.  Hyde.  Yes,  sir. 

Mr.  McKiNLEY.  And  if  they  are  good  for  it  you  take  it,  don't  yon  ? 
,Mr.  Hyde.  Yes,  sir.  I  didn't  say  I  was  against  hedging,  but 
against  speculative  selling. 

Mr.  McKiNLEY.  Anything  is  speculative.  If  you  do  not  know  what 
you  are  going  to  get  for  a  thing,  aren't  you  speculating  if  you  buy 
now? 

Mr.  Hyde.  I  am  not  defending  hedging,  because  we  do  not  work  it, 
but  I  am  not  speculating  if  I  have  a  thousand  bushels  of  wheat 
and  I  sell  for  future  delivery  that  one  thousand  bushels  of  wheat  to 
somebody  else.    I  have  the  actual  commodity  that  I  can  deliver. 

Mr.  McKiNLEY.  Yes ;  but  isn't  the  man  speculating  who  buvs  that 
grain  from  you  on  the  1st  of  January,  or  n'om  a  farmer,  ana  hopes 
to  sell  it  to  the  Staley  Starch  Co.  on  the  1st  of  June? 

Mr.  Hyde.  Yes,  sir. 

Mr.  McKiNLEY.  Still,  he  has  got  the  product. 

Mr.  Hyde.  Yes;  and  it  may  be,  and  probably  would,  that  your 
starch  company,  the  one  that  you  refer  to,  if  speculative  dealings 
were  cut  out,  would  be  glad  to  buy  directly  from  the  man  who  has 
the  com. 

Mr.  McKiNLEY.  But  they  have  not  got  the  money  to  buy  now. 

Mr.  Hyde.  They  could  buy  for  future  delivery  the  same  as  the 
speculator  does. 

Mr.  McKiNLEY.  But  somebody  has  got  to  pay  for  it. 
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Mr.  Htde.  You  put  the  case  this  way,  that  the  speculator  bought 
the  corn  on  January  1  and  paid  for  it,  but  that  he  does  not  expect 
to  sell  it  to  your  starch  company  until  the  1st  of  June? 
Mr.  McKrxLEY.  Yes. 
Mr.  Hyde.  And  then  he  had  paid  for  it  ? 
Mr.  McKrKLEY.  Yes. 

Mr.  Hyde.  It  would  take  no  more  money  for  the  starch  company 
to  buy  then  than  for  the  speculator  to  buy. 

Mr.  McKixLEY.  But  they  had  not  got  the  money  to  pay  for  it  at 
that  time. 
Mr.  Hyde.  They  only  have  to  pay  one-tenth  of  it. 
Mr.  McKiNLEY.  But  somebody  has  to  pay  it  all.     Your  farmer 
needs  it  all. 
Mr.  Hyde.  Yes,  rir. 

Mr.  McIjaughlin  of  Michigan.  Take  the  case  that  the  former 
witness  referred  to,  where  the  manager  of  their  elevators  found  that 
they  had  a  large  quantity  of  corn  on  hand,  and  in  order  to  protect 
the  company  he  sold  an  equal  amount  of  corn— that  was  hedering — 
for  the  company's  protection.    Do  you  think  that  was  proper? 

Mr.  Hyde.  That  lies  with  that  man.  The  company  that  I  have 
stock  in  would  not  do  that. 

Mr.  McLaughlin  of  Michigan.  His  company  had  the  actual  grain 
on  hand  and  he  sold  for  future  delivery.    Was  there  speculation  in 
tlat? 
Mr.  Hyde.  I  think  not. 

Mr.  McLat^ghlin"  of  Michigan.  He  had  no  intention  whatever  of 
<lelivering  that  grain,  actually  delivering  it,  did  he? 

Mr.  Hyde.  I  do  not  know,  but  from  the  testimony  I  heard  he  was 
anxious  to  deliver  it.    He  had  it  and  was  anxious  to  deliver  it. 

Mr.  McLaughlin  of  Michigan.  Didn't  he  go  into  that  hedging 
proposition  solely  for  protection  and  not  with  the  idea  of  selling 
the  actual  grain  that  the  company  had? 

Mr.  Hyde.  Well,  I  can  not  answer  as  to  what  his  intentions  were. 
I  presume  you  are  correct,  but  I  do  not  know. 

Mr  McLArGHi.iN  of  Michigan.  When  this  company  that  had  the 
actual  grain  indulged  in  this  hedging  you  say  that  is  not  specula- 
tion. Are  you  right  in  that  ?  Wasn't  it  speculation,  and  wasn't  it 
ffone  into  solely  for  protection  and  not  with  the  idea  at  all  of  deliv- 
eriiur  the  actual  grain? 

Mr.  Hyde.  I  presume  that  transaction  was  what  you  say,  but  tak- 
incr  the  two  transactions  together  they  were  not  a  speculation. 

Mr.  McLafghltn  of  Michigan.  Suppose  this  manager  had  the  in- 
tention of  delivering  the  actual  grain. 
Mr.  Hyde.  All  right. 

Mr.  McLAroHLrw  of  Michigan.  Somebody  had  to  be  at  the  other 
end  of  that  transaction  and  buy? 
Mr.  Hyde.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  The  manager  sold  and  somebody 
had  to  buy? 
Mr.  Hyde.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  How  would  there  be  anybody  to 
\my  except  some  one  who  was  in  the  jp'ain  business  and  intended  to 
receive  the  actual  grain  ?    Is  that  the  idea  ? 
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Mr.  Hyde.  You  are  misquoting  me.  I  did  not  say  I  would  iioi 
allow  that.  I  said  that  the  farmers  of  the  Southwest  are  protesting 
against  future  speculative  dealings.  I  did  not  say  I  was.  I  say  tli^ 
farmers  of  the  Southwest  are  against  it.  At  the  State  meeting  oi 
the  wheat  growers  and  of  the  Farmers'  Union  they  have  gone  on 
record  as  against  future  speculative  sales. 

Mr.  McLaughlin  of  Michigan.  Somebody  had  to  buy  when  thi^ 
manager  of  this  elevator  wished  to  sell,  to  hcSdge. 

Mr.  Hyde.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Somebody  has  to  buy  in  order  tha^ 
there  might  be  a  sale  ? 

Mr.  Hyde.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  In  all  probability  it  is  somebod\J 
who  is  speculating,  the  same  as  that  manager  was.  Is  it  material  tc 
you  who  buys,  or  is  it  material  to  the  manager  who  buys  if  he  find;6 
somebody  to  buy  when  he  wants  to  sell  ? 

Mr.  Hyde.  It  would  not  be  if  I  was  in  that  position. 

Mr.  McLaughlin  of  Michigan.  There  was  some  unfortunate  con- 
dition existing  at  the  time  that  the  transaction  the  former  witness 
spoke  of;  there  was  inability  to  get  cars  to  make  the  shipments  o| 
corn.  I  do  not  know  that  that  could  have  been  provided  against,  or 
that  any  law  could  be  passed  that  would  improve  that  condition  ot 
that  would  prevent  its  recurrence.  But  the  witness  evidently  thought 
there  was  some  improper  transaction  going  on  somewhere  that  caused 
the  loss.  Have  you  any  idea  what  those  improper  conditions  or  im-J 
proper  transactions  were? 

Mr.  Hyde.  I  have  not.  I  could  not  pass  on  a  transaction  that  I 
knew  nothing  about;  nor  could  I  read  the  man's  thoughts.  He  is 
here  and  he  can  tell  you  what  he  thought  was  wrong. 

Mr.  McLaughlin  of  Michigan.  We  asked  him  and  he  said  he  dicj 
not  know. 

Mr.  Hyde.  Well,  I  cap  not  tell  you. 

Mr.  McLaughlin  of  Michigan.  It  has  been  insinuated  that  there 
was  some,  improper  transaction  ffoing  on  in  the  board  of  trade  that 
produced  that  bad  condition.  Will  there  be  somebody  here  to  tell 
us  what  that  was? 

Mr.  Hyde.  I  am  sure  I  do  not  know. 

Mr.  McLaughlin  of  Michigan.  And  to  suggest  how  that  might  be 
eliminated  by  law  ? 

Mr.  Hyde.  I  am  sure  I  do  not  know. 

Mr.  McLaughlin  of  Michigan.  Before  we  can  do  anything  we 
must  know  what  is  wrong. 

Mr.  Hyde.  You  should. 

Mr.  Hutchinson.  Suppose  the  manager  of  this  elevator  company 
were  to  sell  an  option,  then  he  would  have  lost  money  on  the  actual 
corn,  wouldn't  he  ? 

Mr.  Hyde.  Well,  there  is  the  report  that  he  lost  money  on  the 
option  and  lost  money  on  the  corn,  too. 

Mr.  Hutchinson.  He  sold  out  his  option  and  did  not  hold  it, 

Mr.  Hyde.  From  the  circumstances  the  witness  gave  it  was  a 
double  loss. 

Mr.  Hutchinson.  Because  he  did  not  sell  both  together.  That  is 
very  evident. 

Mr.  Hyde.  Well,  I  thank  you  gentlemen. 
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The  Chairman.  The  committee  is  grateful  to  you. 

I  have  a  request  from  Mr.  Hoch,  who  desires  Mr.  L.  E.  Moss,  of 
Kansas  City,  to  appear  here  on  January  5.  If  there  is  no  objection 
a  part  of  that  day  will  be  set  aside  for  Mr.  Moss. 

I  also  have  a  request  from  the  Secretary  of  the  Chicago  Board 
of  Trade,  who  desires  to  be  heard  after  those  who  favor  the  proposed 
legislation  have  been  heard. 

Mr.  McLaughlin  of  Michigan.  I  suggest  that  the  Chairman  get 
from  the  gentlemen  who  appear  in  favor  of  these  bills  the  number  of 
witnesses  and  the  time  they  will  likely  want,  so  that  we  may  Iniow 
as  soon  as  possible  the  amount  of  time  that  will  be  needed,  and  then 
notify  the  other  people  who  wish  to  be  heard  when  they  may  appear. 

The  Chairman.  If  it  will  be  affreeable  to  the  committee  I  will 
wire  the  secretary  of  the  Chicago  Board  of  Trade  that  he  may  be 
heard  after  the  proponents  of  the  bill  have  been  heard.  Without 
objection  that  will  be  done. 

3lr.  VoiGT.  I  suggest  that  when  you  wire  the  Board  of  Trade  of 
Chicago  that  you  reauest  him  to  brmg  with  him  figures  to  show  the 
amount  of  business  done  on  that  Board  of  Trade  for  1920,  showing 
the  amount  of  actual  sales  and  sales  of  futures.  That  is  speculative 
sales. 

The  Chairman.  Without  objection  it  will  be  so  ordered.  The  com- 
mittee wiU  now  recess  until  to-morrow  morning  at  10  o'clock. 

(Tliereupon,  at  12  o'clock  noon,  the  committee  recessed  until  10 
(rclock  to-morrow,  Wednesday,  January  5,  1921.) 
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Committee  on  Agriculture, 

House  of  Representatives, 
Wednesday^  January  5, 1921, 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  N.  Haugen 
(chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order,  we  will  hear 
from  Mr.  Reynolds  first  this  morning. 

STATEMENT  OF  MB.  A.  E.  BEYNOLSS,  CHAIBMAN  OF  THE  LEaiS- 
LATIVE  COlOaTTEE  OF  THE  OBAIN  SEALEKS'  NATIONAL  ASSO- 
CIATION, CRAWFOEDSVILLE,  IND. 

The  Chairman.  Mr.  Reynolds,  you  will  please  state  your  name, 
place  of  residence,  and  business. 

Mr.  Reynolds.  My  name  is  A.  E.  Reynolds,  and  mj  residence  is 
Crawfordsville,  Ind.  I  am  chairman  of  the  legislative  committee 
of  the  Grain  Dealers'  National  Association — and  oy  legislative  com- 
mittee I  mean  simply  that  legislative  matters  are  referred  to  my  com- 
mittee— and  I  am  a  country  grain  dealer,  buying  direct  from  the 
farmers. 

I  promised  my  friend,  Mr.  Purnell,  that  I  would  be  very  brief, 
and  1  made  a  few  notes  on  yesterday  of  what  I  wanted  to  say. 
I  can  say  that  as  far  as  I  am  concerned  our  elevators  do  not  need 
directly  the  hedging  privilege.  We  rarely  ever  hedge.  We,  however, 
do  require  in  the  country  a  very  stable  market,  or  nearly  a  stable 
market,  so  that  we  may  determine  each  day,  primarily^,  how  much 
we  shall  pay  for  grain.  Now,  how  do  we  arrive  at  that?  I  would 
like  to  say  that  there  is  no  mystery  about  the  grain  business  if  one 
will  just  dig  in  a  little  and  find  out  about  it. 

It  has  been  charged  that  certain  people  make  the  market.  I  am 
not  ready  to  either  confirm  or  deny  that  statement.  But  I  can  tell 
vou  know  I  determine,  or  how  we  in  our  business  determine  how  to 
tid  each  day.  We  have  coming  on  our  desk  each  morning  lists  from 
probably  50  different  firms,  from  all  over  the  United  States,  for 
all  kinds  of  grain  and  all  OTades  of  grain — wheat,  corn,  rye,  oats, 
and  so  forth;  and  for  all  kinds  of  delivery — ^for  immediate  ship- 
ment, for  prompt  shipment,  for  10  days'  shipment,  and  30  days' 
shipment,  and  for  future  months,  sometimes  three  or  four  months 
ahead. 

We  take  these  bids  and  compare  them  with  the  kinds  of  grain 
that  we  have  to  offer.  One  day  we  may  be  able  to  sell  to  a  mill  in 
32 
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Louisville,  Ky.,  wheat  to  greater  advantage  than  we  can  ship  it 
anywhere  else.  That  has  a  large  influence  on  what  we  pay  for  grain 
that  day.  I  will  go  over  the  bids  received  from  brokers,  and  after 
looking  them  over  carefully  and  compiling  them,  we  determine  what 
^  the  best  thing  to  do  with  the  grain  we  want  to  sell  that  day ;  and 
that  largely  determines  the  price  that  we  will  bid  that  day. 

Now,  I  am  coming  to  the  question  of  the  hedging  privilege.  We 
indirectly  get  the  benefit  every  dav  of  hedging,  l^cause  the  man  who 
makes  ns  a  bid,  in  order  to  be  sate,  must  nnd  a  buyer.  He  must  do 
that  or  he  would  not  make  a  bid  to  us.  He  must  feel  safe  himself  or 
be  would  not  be  able  to  make  us  a  bid.  Therefore,  I  take  it,  that 
hedging  is  not  so  important  to  the  primary  market,  the  country 
buyer,  as  it  is  to  the  man  higher  up,  who  continually  furnishes  to  us 
the  prices  that  aid  us  in  determinmg  what  we  can  pay,  and  which 
gives  us,  as  nearly  as  possible,  a  stable  market  upon  which  we  can 
relv  from  day  to  day,  and  as  to  which  we  must  know. 

to  illustrate,  if  Brown  brings  me  a  lot  of  grain  in  the  morning  I 
most  have  a  price  to  pay.  It  is  optional  wnether  I  will  take  nis 
grain  or  not,  but  it  is  not  optional  as  far  as  our  trade  is  concerned. 
If  a  man  we  trade  with  offers  his  grain  to  us  and  we  do  not  buy  it, 
of  course,  he  goes  somewhere  else,  and,  of  course,  you  know  what 
thit  may  mean.  Farmers  come  to  us  sometimes  and  say:  I  want 
to  sdH  grain  for  30  days  ahead.  Sometimes  they  want  to  sell  us 
grain  even  before  it  is  harvested.  Sometimes  they  want  to  draw 
money  on  such  contracts,  and  we  buy  stuff  sometimes  without  the 
price  being  fixed  because  we  are  to  pay  the  market  price  at  time 
of  delivery.  But,  ordinarily,  grain  comes  to  us  every  day  for  sale 
that  day  on  a  market  that  we  must  fix. 

Xow*  gentlemen  of  the  committee^  ther^  is  nothing  mysterious 
about  how  we  fix  that.  I  have  explamed  to  you  that  we  must  pay 
a  fair  price  or  we  will  be  out  of  business  with  our  farmer  friends 
who  are  competitors,  and  that  we  have  on  all  sides.  Therefore  com- 
petition forces  us  to  pay  a  fair  price,  which  fair  price  we  must 
determine  by  bids  or  conditions  presented  to  ns  each  morning.  It  is 
for  that  reason  I  say  that  I  personally  do  not  need  to  hedge  and  I 
rarely  ever  do  hedge.  But  I  do  think  that  in  every  sale  I  make  I 
get  the  benefit  of  somebody  else's  hedging.  I  think  I  am  getting 
the  l)enefit  of  future  trading  to  the  extent  that  I  have  positively  put 
•efore  me  each  morning  the  prices  that  I  can  sell  grain  for  for  cash 
"hipment  and  for  future  shipment.  In  that  way  nedging  comes  to 
my  rescue  daily. 

You  have  heard  of  future  trading  and  option  trading.  As  I  take 
it.  after  being  up  against  it  for  a  good  manj  years,  there  is  really  no 
difference  between  future  trading  and  option  trading.  Any  future 
rrade  may  become  an  option  trade.  Liet  us  suppose  that  I  have 
10.000  bushels  of  wheat  m  my  elevator  to-day.  And  let  us  suppose 
T  hedge  it,  so-called.  I  sell  to  the  hominy  mill  mentioned  by  Mr. 
McKinley  10,000  bushels  of  com  for  May  delivery.  At  the  time 
I  sell  that  corn  I  have  it  in  my  elevator  or  in  sight.  I  in  good  faith 
'rfl  it  with  the  intent  of  carrying  it  until  May  1  and  then  dipping  it 
*o  the  hominy  mill  in  accordance  with  my  contract.  So  far  it  is 
ourely  and  simply  a  future  sale.    It  may,  however,  become  an  option 
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sale  at  any  time  should  I  go  to  the  hominy  mill  and  say :  I  wan^ 
out  of  that  contract.  How  much?  If  the  market  is  up  they  will  le< 
me  out.  The  price  may  be  more  than  I  paid,  and  they  may  pay  mc 
back  some  money.  On  the  other  hand,  tne  market  may  be  less  than 
at  which  I  sold,  and  then  I  pay  them  back  the  difference.  There 
comes  in  the  option  and  margin  business. 

I  may  go  to  Chicago  and  buy  that  com  from  a  dealer  to  be  shipped 
to  the  hominy  mill  in  May.  1  have  transferred  the  trade  then  to  th^ 
other  men.  Suppose  to-morrow,  after  I  have  sold  to  Mr.  McKinley'§ 
hominy  mill  10,000  bushels  of  corn  for  May,  a  near-by  neighbor  finds 
he  can  pay  me  70  cents  a  bushel  for  that  corn  now,  and  therefore  ] 
do  not  have  to  carry  that  com  until  May.  All  right.  I  do  not  wan< 
the  com ;  I  want  the  money.  I  sell  iL  and  then  I  simply  go  some^ 
where  else  and  buy  com  for  Mr.  McKinley's  hominy  mill,  or  go  tc 
Mr.  McKinley's  hominy  mUl  direct  and  buy  in  my  May  trade. 

Therefore  the  sharp  distinction  between  future  trading  and  optioii 
trading  lies  in  the  mental  intent.  You  ask,  is  the  intent  to  delivei 
actually  present  in  every  transaction?  In  the  case  of  the  countrj 
shipper  I  should  say  it  usually  is.  On  the  Chicago  Board  of  Trade 
I  would  say  they  have  no  mental  process  as  to  wnether  they  do  ini 
tend  to  deliver  or  not.  But  the  rules  of  the  Chicago  Board  of  Trade 
and  of  every  other  market  so  far  as  I  know^  are  to  the  effect  that  i^ 
the  buyer  persists  in  wanting  delivery  until  the  time  for  delivery 
comes  then  the  delivery  mustl)e  made. 

But  let  us  get  away  from  grain  and  say  I  buy  a  farm  in  the  same 
way,  possession  thereof  or  delivery  thereof  to  be  made  next  March 
I  have  bought  it  and  paid  so  much.  Let  us  assume  that  in  the  mean^ 
time  I  find  I  can  sell  that  farm  to  Mr.  A.  for  $10  an  acre  more  thai! 
I  paid  for  it.  The  farm  has  never  been  transferred  to  me  at  all.  ] 
have  always  had  an  option  of  having  it  delivered  to  somebody  else 
and  have  that  somebody  else  complete  my  contract.  The  difference 
between  the  price  I  agree  to  pay  and  what  the  other  fellow  pays  U 
my  margin.    If  it  should  be  less  i  would  have  to  pay  the  difference. 

1  hope  you  gentlemen  will  pardon  me  when  I  speak  to  you  in  thii 
way,  but  possibly  I  am  speaking,  to  some  extent  at  least,  to  laymer 
who  are  not  acquainted  with  this  matter  and  who  are  not  all  in  the 
grain  business.  That  is  the  difference  between  future  trading  and 
option  trading ;  but  it  may  become  intermingled  by  voluntary  actior 
between  buyer  and  seller. 

Mr.  McLaughlin  of  Michigan.  Do  you  wish  to  complete  youi 
statement  or  will  you  submit  to  questions  now  ? 

Mr.  RETNOI4DS.  1  did  not  catch  your  question? 

Mr.  McLaughlin  of  Michigan.  I  merely  wish  to  know  whethei 
you  desire  first  to  complete  your  statement  or  whether  you  will  no\i 
submit  to  questions? 

Mr.  Retnolds.  I  would  like  to  complete  my  statement,  if  yon 
please.    It  is  very  brief.  I  will  say. 

Mr.  McLaughlin  of  Michigan.  All  right. 

Mr.  Reynolds.  Now,  the  next  question  comes  in,  gentlemen — an<i 
I  am  not  speaking  to  any  bill,  but,  as  I  understand,  to  the  particulai 
question  of  control  of  exchanges  and  therefore  control  of  future 
trading.  I  have  not  given  very  close  thought  to  any  of  these  bills 
but  let  us  suppose  the  proposition  is  up  that  no  man  can  sell  foi 
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future  delivery  except  a  cash  holder  of  grain,  a  commodity  that  he 
has  on  hand.  I  think  that  a  most  dangerous  proposition;  perhaps 
the  most  dangerous  proposition  that  could  be  introduced  into  the 
grain  business.  Why?  For  the  reason  that  it  is  quite  easy  to  con- 
ceive that  one  man  even,  or  a  very  few  men,  could  buy  up  and  hold 
md  have  possession  of  all  the  visible  supply  of  grain  at  some  times. 
We  quite  often,  toward  the  end  of  the  grain  season,  have  as  our 
visible  supply  of  grain — that  is,  grain  that  is  out  of  the  farmer's 
hands  and  which  has  not  yet  reached  the  consumers'  hands — less  than 
•^0,000,000  bushels,  either  of  corn,  wheat,  or  oats. 

It  would  be  possible  for  a  man  or  a  syndicate  to  buy  those  30,000,- 
*W  bushels  of  whatever  cereal  it  might  be,  wheat,  corn,  rye,  or  oats, 
and  control  the  situation.  We  can  easily  conceive  such  a  situation. 
Such  a  man  or  syndicate  does  not  have  to  buy  it  all,  only  to  buy  any 
considerable  part  of  it,  and  then  he  or  it  has  control  absolutely.  If 
it  be  wheat,  he  or  they  can  control  the  movement  of  that  wheat.  If 
all  side  issues  are  cut  out,  so  that  he  or  they  do  not  have  to  do  any- 
thing but  buy  wheat  and  put  it  in  his  or  their  elevator  and  pay  for 
it,  he  or  they  can  do  iust  as  they  please.  I  can  very  easily  conceive 
a  situation  where  such  a  man  would  say :  I  will  not  sell  any  of  this 
wheat  for  30  or  60  days ;  and  he  would  therefore  stop  the  bread  sup- 
ply or  the  food  supply  at  once.  I  can  very  easily  see  a  condition  in 
yfinch  he  would  say :  I  will  sell  20,000,000  bushels  of  this  wheat  at 
rock-bottom  price  and  smash  the  market  all  to  pieces,  and  then  all 
the  back  supply  I  will  get  at  my  own  price. 

Mr.  McLauohi-tn  of  Michigan.  Do  you  tell  us  that  in  calculating 
the  visible  supplies  you  do  not  take  into  account  the  grain  still  in  the 
Lands  of  the  farmers? 

Mr.  Reynolds.  I  was  speaking  of  the  visible  supply  as  the  amount 
that  is  out  of  the  hands  of  the  farmers  and  between  the  farmer  and 
the  cosnumer — ^the  visible  supply,  in  that  sense,  I  mean,  is  that  wheat 
in  the  markets  throughout  the  country.  I  mean  the  stuff  that  is  in 
commercial  motion.  Of  course,  visible  supply,  as  the  Government 
views  the  situation,  is  all  that  is  in  the  country ;  but  for  trading  pur- 
poses we  always  say  "  visible  supply ^^'  and  when  you  see  in  the  com- 
mercial reports  visible  supply  of  wheat,  visible  supply  of  corn,  it 
means  commercially  that  which  has  left,  the  farmers'  hands  and  not 
yet  reached  the  consumer. 

Mr.  McLaughlin  of  Michigan.  Is  it  proper  to  speak  of  that  visible 
supply  as  you  use  the  term  when  you  speak  of  cornering  the  market? 

Mr.  Retnolds.  That  is  the  principal  element  that  enters  into  what 
i«^  called  a  corner.  We  have  usually  between  producer  and  consumer 
f'0.000,000  bushels  of  wheat,  in  motion;  that  is,  between  the  farmer 
:ind  the  consumer.  But  that  is  reduced  quite  often  toward  the  end 
<»f  the  season  to  much  less  than  60,000,000  bushels;  as  I  have  said, 
'mder  30,000,000  bushels.  In  1918  we  had,  on  the  first  day  of  June, 
less  than  15,000,000  bushels  of  visible  wheat.  That  was  the  time  of 
the  great  shortage,  or  when  the  great  shortage  was  imminent,  and 
Trhen  we  aU  went  on  the  bread  ration. 

Xow,  then,  as  we  are  dealing  with  the  question  of  exchanges,  let 
me  say  that  they  are  the  go-between  in  large  measure  between  pro- 
•lii^r  and  consumer.  If  we  can  conceive  a  state  of  affairs  where 
the  producer  will  receive  all  that  he  thinks  l^e  ought  to  receive  for 
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grain  and  other  food  supplies,  and  when  the  consumer  can  always 
buy  as  cheaply  as  he  thinfa  he  ought  to  buy,  that  would  be  the  ideal 
situation.  But  therein  comes  the  eternal  conflict.  It  is  human  nature 
that  the  producer  wishes  to  sell  his  product  at  as  high  a  price  as 
possible,  and  certainly  above  cost  of  production,  and  the  consumer 
wishes  to  buy  as  cheaply  as  possible.  Human  desire  is  always  the 
same,  and  with  that  situation  existing,  so  far  as  I  can  see,  the  eternal 
conflict  I  have  referred  to  will  always  continue. 

Pardon  me  for  disgressing  a  few  words,  but  if  you  were  to  ask 
the  question :  Is  the  price  of  grain  high  enough  ?  I  would  ans^wer 
I  do  not  know.  I  have  given  37  years"  study  to  this  question,  and  I 
do  not  know  whether  it  is  high  enough  or  not.  But  if  it  is  high 
enough,  then  the  question  would  be :  Are  grain  foods  cheap  enough  ? 
That  is  the  other  side  of  the  question,  ^d  I  do  not  know,  gentle- 
men of  the  committee,  whether  they  are  cheap  enough  or  not.  But 
if  grain  is  high  enough,  or  if  foodstuffs  are  too  high,  then  somewhere 
between  the  producer  of  grain  and  the  consumer  of  grain  products 
lies  the  difficulty  that  you  gentlemen  and  all  of  us  are  looking  for. 

That  difficulty  lies  somewhere  between  the  two  prices — ^that  paid 
to  the  producer  and  that  paid  by  the  consumer.  That  question  I 
can  not  answer,  although  I  have  tried  for  many  years  to  give  careful, 
honest  consideration  to  the  question.  I  can  not  tell  you  whether 
grain  is  high  enough  or  not ;  and  I  do  not  believe  anybody  else  can 
tell  you,  because  I  do  not  believe  anybody  knows.  I  do  not  know 
whether  foodstuffs  are  high  enough  or  low  enough,  and  I  do  not 
believe  any  living  man  knows.  I  believe  that  to  be  the  eternal  con- 
flict between  producer  and  consumer,  and  a  question  that  can  never 
be  settled  as  long  as  the  human  tendencies  are  as  they  are. 

Gentlemen  of  the  committee,  I  do  not  know  to  what  extent,  if  any, 
the  exchanges  ought  to  be  regulated.  I  do  know,  however,  the  great 
danger  which  threatens  from  bringing  forth  something  of  which 
we  know  little  and  doing  away  with  something  which  we  have  oper- 
ated for  a  long  time.  To  substitute  something  new,  of  which  we 
know  nothing,  or  with  which  we  have  not  had  experience,  presents 
a  danger  that  might  be  more  or  less  serious. 

As  a  country  jobber  I  know  that  T  can  not  go  out  intelligently 
and  buy  grain  from  the  farmer  and  pay  as  much  for  it  as  I  pay 
now  if  I  do  not  know  what  I  can  do  with  it  after  I  buy  it.  I  could. 
not  possibly  go  out  and  buy  from  the  farmer  and  pay  as  large  a 
price  for  grain  if  put  in  a  position  that  I  can  not  tell  what  I  ivill 
get  for  it  as  I  pay  now,  when  I  know  what  I  can  do  with  the  grain. 
after  I  buy  it. 

Gentlemen  of  the  committee,  if  you  remove  from  me  the  possi* 
bility  of  determining  what  I  can  get  for  grain,  determine  that  ques- 

on  before  I  buy  it,  you  must  at  the  same  time  give  me  the  privilege 
of  talring  the  chance  on  my  side  of  buying  at  a  small  enough  prices 
to  be  able  to  let  me  out,  else  you  wreck  me  on  the  shoal  ot  uncer- 
tainty by  putting  me  up  against  rocks  where  I  can  not  extricate 
myself. 

If  the  option  gives  to  me  knowledge  and  the  source  from  which 
to  gain  my  knowledge  as  to  what  I  can  pay,  then  do  not  take  that 
away  from  me.  If  you  can  substitute  something  else  that  will  giv^ 
me  just  as  certain  a  knowledge  of  what  I  can  sell  the  grain  for,  so 
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that  I  may  honestly  and  earnestly  so  to  my  constituency  and  make 
a  price  this  morning,  which  I  can  do  now,  all  right.  As  the  condi- 
tions are  now  I  can  not  escape  that  responsibility.  Competition  is 
keen  and  I  must  meet  competition.  My  competitors  know  just  as 
much  about  the  market  as  I  do,  and  if  I  do  not  pay  the  proper  price 
they  will ;  and  in  that  case  they  will  get  the  business,  and  I  will  be 
without  business.  If  in  changing  the  situation  you  can  give  me  * 
^iomething  else  which  will  enable  me  to  determine  the  market  with 
as  great  a  certainty  as  the  means  now  at  hand  I  am  ready  to  give 
it  a  triaL 

I  want  to  add  that  I  do  not  own  a  dollar  in  any  exchange  any- 
where. I  do  not  own  any  interest,  either  directly  or  indirectly,  in  any 
exchange.  My  interest  lies  in  being  able  to  conduct  my  country 
grain  business  in  a  proper  and  legitimate  way  and  make  a  living  in 
the  face  of  this  wave  of  competition  that  is  growing  up  through 
farmers'  cooperative  associations.  I  do  not  want  something  done 
that  will  deprive  me  of  my  business,  and  which  at  the  same  time 
might  demoralize  the  whole  situation.  I  must  and  do  work  against 
that  sharp  competition.  In  order  to  do  it  I  must  treat  my  consti- 
tuency fairly,  and  in  order  to  do  that  I  must  be  able  to  tell  the 
farmers  each  day  how  much  I  can  honestly  pay  them  for  their 
<rrain.  In  order  to  do  that  I  must  have  somewhere  to  shift  the  bur- 
den, from  day  to  day,  or  else  I  could  not  long  continue  in  my  business. 

Furthermore,  gentlemen  of  the  committee,  as  far  as  I  am  able  to 
^ee  the  business  of  handling  grain,  between  producer  and  consumer, 
has  been  reduced  to  as  near  a  science  as  it  has  been  possible  to  so 
reduce  it.  I  am  not  here  to  argue  that  there  are  not  times  when  the 
speculator  may  take  advantage  of  conditions  and  force  prices  ab- 
normally low  or  abnormally  high.  I  think  it  would  be  folly  to  say 
•<herwise.  I  do  not  want  to  go  into  that  part  of  the  argument,  but 
do  want  to  stick  most  religiously  to  the  question  which  affects  me 
personally,  and  that  is,  to  be  able  to  conduct  my  business  on  as  sure 
and  certain  a  plan  as  possible,  so  that  I  may  continue  in  my  line  of 
business. 

Now,  gentlemen  of  the  committee,  I  will  be  very  glad  to  answer 
any  questions  I  can.  and  I  will  ask  you  gentlemen  at  tne  farther  end 
of  the  table  to  speaK  rather  loudly,  as,  unfortunately,  I  am  not  quite 
as  keen  of  hearing  as  I  was  at  one  time. 

Well,  before  I  close,  let  me  say  that  Mr.  Charles  Quinn,  secretary 
of  the  Grain  Dealers'  National  Association,  calls  my  attention  to  a 
letter,  and  a  para^aph  thereof  I  wish  to  read  you.  After  all,  gentle- 
men of  the  committee,  when  you  shear  this  of  all  its  side  lights,  turn 
off  all  the  glamor  there  is  in  it,  you  want  to  pay  the  farmer  all  you 
can  for  his  grain  and  yet  furnish  to  the  consumer  foodstuffs  as 
cheaply  as  px^ble.    I  want  to  read  this  letter  to  you,  or  at  least  a 

Sirtion  of  it,  it  being  from  Mr.  George  P.  BisseU,  secretary  of  T.  B. 
ord  Grain  Co.,  Central  City,  Nebr. : 

One  Important  factor  in  the  lowered  price  of  grain  to  the  farmer  seems  to 
^  overlooked  and  not  commented  upon  in  any  articles  I  have  seen.  A  referred 
to  the  tronendous  advance  in  freight  charges  since  prewar  time.  For  example, 
•Jl)e  old  freight  rate  to  Omaha  from  Grand  Island,  Nebr.,  before  the  war  was 
11  i>  cents  per  hundredweight,  equal  to  6f  cents  per  bushel,  whereas  now  the 
freight  and  war  tax  amounts  to  22.5  cents  per  hundredweight,  equal  to  ll.d8 
feota  per  bushel,  an  advance  of  51  cents  per  bushel,  or  80  per  cent  increase 
^siKe  prewar  time. 
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Mr.  WnflON.  I  do  not  quite  get  your  statement  there,  Mr.  Rey- 
nolds.   You  say 

Mr.  Reynolds  (interposing).  In  order  that  you  may  get  that 
clearly  just  let  me  read  it  over  again,  in  fact  all  of  the  letter  frona 
there  down : 

One  important  factor  In  the  lowered  price  of  grain  to  the  farmer  seems  to  be 
overlooked  and  not  commented  upon  In  any  articles  I  have  seen.  I  referred 
to  the  tremendous  advance  in  freight  charges  since  prewar  time.  For 
example,  the  old  freight  rate  to  Omaha  from  Grand  Island,  Nebr.,  before  tne 
time.  On  com  to  Chicago  the  old  rate  from  Grand  Island  was  22.9  cents  per 
war  was  11.9  cents  per  hundredweight,  equal  to  6f  cents  per  bushel,  whereas  now 
the  freight  and  war  tax  amounts  to  22.5  cents  per  hundredweight,  equal  to  11.98 
cents  per  bushel,  an  advance  of  5i  cents  per  bushel,  or  80  per  cent  increase  since 
prewar  time.  On  corn  to  Chicago  the  old  rate  from  Grand  Island  was  22.9 
cents  per  hundredweight,  or  12.88  cents  per  bushel.  The  through  rate  is  42.5 
cents  per  hundredweight,  which  with  the  war  tax  amount  to  24.53  cents  per 
bushel  to  Chicago,  an  increase  of  over  90  per  cent. 

Now,  if  this  11.65  cents  per  bushel  were  added  to  the  present  paying  price  for 
com,  the  farmer  would  think  he  had  a  quite  satisfactory  return  on  his  money 
for  we  gave  a  big  crop,  and  at  present  are  paying  49  cents  here  for  good 
yellow  corn. 

This  should  make  the  paying  price  60  cents  for  the  same  corn  if 
were  paying  prewar  transportation  charges.  I  only  introduce  that 
because  the  question  was  touched  on  yesterday,  and  this  is  a  general 
idea  of  the  situation;  and  those  figures  will  be  about  carried  out 
throughout  the  country  as  to  transportation  charges  on  grain,  which, 
you  will  see,  amount  to  nearly  double  what  they  were,  or  80  per  cent 
increase  in  one  case  and  90  per  cent  in  another  case. 

Mr.-  McKiNLEY.  Of  course,  of  that  90  per  cent  advance  15  per  cent 
of  it  goes  to  the  Government  in  the  shape  of  war  tax. 

Mr.  Reynolds.  Well,  I  do  not  know  just  how  much  of  that  does 
go  to  the  Government,  Mr.  McKinley. 

Mr.  McKinley.  It  is  an  8  per  cent  war  tax. 

Mr.  Reynolds.  All  right. 

The  Chairman.  According  to  your  statement  the  freight  is  about 
36  cents  a  bushel  from  Grand  Island,  Nebr.,  to  Chicago? 

Mr.  Reynolds.  It  is  24.53  cents  per  bushel. 

The  Chairman.  I  thought  you  said  it  was  11.9  cents  per  bushel 
from  Grand  Island  to  Omaha. 

Mr.  Reynolds.  No;  the  old  rate,  before  the  war,  was  11.9  cents 
per  hundredweight,  equal  to  6S  cents  per  bushel  from  Grand  Island 
to  Omaha. 

The  Chairman.  Was  that  to  Omaha  or  to  Chicago  ? 

Mr.  Reynolds.  That  was  from  Grand  Island  to  Omaha. 

The  Chairman.  And  from  Grand  Island  to  Chicago  the  rate  now 
is,  what  ? 

Mr.  Reynolds.  It  is  24.53  cents  per  bushel. 

Mr.  Wilson.  What  is  the  entire  rate  on  corn  from  Grand  Island 
to  Chicago? 

Mr.  Reynolds.  It  is  24.53  cents  per  bushel. 

The  Chairman.  Is  that  from  Grand  Island  to  Omaha  or  from 
Grand  Island  to  Chicago. 

Mr.  Reynolds.  The  present  rate  from  Grand  Island  to  Omaha, 
war  tax  included,  is  11.98  cents  per  bushel,  and  the  rate  from  Grand 
Island  to  Chicago,  with  war  tax  added,  amounts  to  24.63  cents  per 
bushel. 
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Kow,  gentlemen  of  the  committee,  if  there  are  no  further  questions 

I  want  to  say  in  conclusion 

Mr.  TicEcxBB  (interposing).  I  would  like  to  ask  some  questions. 
The  Chairman.  If  Mr.  Keynolds  is  ready  to  answer  questions  we 
will  start  with  Mr.  McLaugmin  of  Michigan.    Mr.  McLaughlin,  do 
you  wish  to  ask  any  questions? 
Mr.  McLiAUGHiiiN  of  Michigan.  Not  at  the  present. 
The  Chairman.  Mr.  Wilson,  do  you  wish  to  ask  any  questions? 
Mr.  Wilson.  Not  right  now. 

The  Chair3ian.  Mr.  McKinley,  do  you  wish  to  ask  any  questions? 
Mr.  McKiNiiET.  No  more  at  this  time. 

The  Chairbian.  Mr.  McLaughlin  of  Nebraska,  do  you  wish  to  ask 
any  questions  ? 

Sir.  McLauohl.in  of  Nebraska.  I  would  like  to  ask  one  or  two 
questions.     Mr.  Reynolds,  I  take  it  from  your  testimony  that  you 
ire  opposed  to  the  attempted  legislation  at  this  time  on  this  subject? 
Mr.  Ketnoij>8.  I  would  not  like  to  put  it  so  broad  as  that ;  but,  at 
the  same  time,  gentlemen  of  the  committee,  I  must  say  that  I  think 
the  large  element  in  this  whole  question  to-day  is  the  essence  for 
'xmsideration,  time.    That  will  solve  a  lot  of  these  problems.    We 
are  in  such  a  chaotic  condition,  and  everybody  is  in  such  doubt  as 
to  what  a  thing  is  worth,  that  I  think  we  will  be  safer  to  tread 
?n)und  we  know  something  about  rather  than  <^o  beyond  and  enact 
i^-crislation  for  a  need  that  may  be  passed  before  it  gets  into  operation. 
Mr.  McLaughlin  of  Nebraska.  Are  you  satisfied  with  the  present 
^ippin^  system  ? 
Mr.  Keynolds.  Do  you  mean  the  present  distribution  system  ? 
Mr.  McLaughlin  of  Nebraska.  Yes;  the  present  distribution  sys- 
tem for  grain.    Are  vou  satisfied  with  it  ? 

Mr.  Retnolds.  I  think  it  has  worked  unusually  well.  I,  of  course, 
^i»uld  be  glad  if  some  of  the  minor  usages  might  be  changed.  But, 
as  a  matter  of  fact,  thej^^  probably  aflfect  me  personally,  but  any 
-"liiinire  might  make  conditions  worse  rather  than  better.  I  think  to 
tamper  with  it  at  this  time  is  a  dangerous  proposition,  and  I  think 
it  would  affect  me  as  a  country  buyer;  that  any  le^slation  will  af- 
ied.  me  adversely  as  a  country  buyer,  at  least  until  I  have  a  long 
r>eriod  of  trying  it  out.    I  am  afraid  or  it. 

ilr.  Purnell.  Would  it  be  possible  to  eliminate  any  of  the  objec- 
'innable  speculative  features  and  yet  retain  the  good  features  that 
jm  or  others  may  have  suggested? 

Mr.  Beynolds.  Mr.  Purnell,  I  do  not  know.  I  want  to  say  here 
tA  the  committee,  briefly,  what  I  said  to  Mr.  McKinley  in  conversa- 
tion just  before  the  committee  went  into  session.  About  10  years 
ago  there  were  about  a  dozen  of  us  who  decided  that  the  exchanges — 
and.  I  beg  your  pardon  for  the  reference,  but  we  thought  we  were 
prominent  enough  or  at  least  able  to  bring  about  some  advantageous 
fhange — ^and  we  tried  to  get  together  and  work  something  out.  We 
onducted  a  long  correspondence,  and  tried  to  get  together  on  a 
plan  by  which  we  would  have  future  trading  robbed  of  the  baneful 
result  of  wild  speculation — ^have  that  eliminated.  We  have  given 
the  subject  the  best  thought  that  was  within  us,  and  I  confess  that 
^e  have  not  been  able  to  arrive  at  any  conclusion  that  we  felt  safe 
in  presenting  to  you  people.    You  know  that  I  am  before  this  com- 
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mittee  half  a  dozen  times  a  year,  and  have  been  for  10  years  past, 
and  I  have  studied  this  question  very  carefully  and  earnestly ;  but. 
gentlemen,  I  do  not  know  any  safe  remedy ;  I  only  wish  I  did. 

I  will  say  this  about  it :  Ira  certain  charge  now  current  is  true,  it 
is  wrong.  It  is  charged  openly  that  exporters  of  wheat  within  the 
last  few  months,  having  at  their  conmiand  large  demands  from 
abroad,  have  sold  at  high  prices  wheat  to  go  to  Europe.  It  is  charged 
that  they  immediately  went  out  and  worked  the  market  down  so  as 
to  fill  the  orders  they  had  at  as  low  a  cost  to  themselves  as  possible. 
And,  right  there,  gentlemen  of  the  committee,  there  never  will  come  a 
time  when  the  condition  will  not  be  that  the  man  who  has  money ; 
there  never  will  be  a  time  when  the  far-sighted  man,  who  is  willing  to 
risk  all  on  the  turn  of  a  card,  may  not  sometimes  come  out  ahead. 
But  I  say  to  you  if  that  is  true,  the  charge  that  is  being  made,  that 
those  men  have  done  that — and  I  am  not  committing  myself  either 
way — it  ought  not  to  be,  and  if  something  can  be  done  to  prevent  it 
it  ought  to  be  done.  On  the  other  hand,  whether  we  can  afford  to 
break  in  at  this  time  with  something  brand  new,  when  commerce  is 
in  the  shape  it  is  in  to-day,  and  do  away  with  existing  conditions, 
without  creating  a  condition  that  is  probably  more  dangerous,  is  an 
open  question  that  I  am  afraid  of.  x  es,  gentlemen  of  the  committee. 
I  am  afraid  of  it. 

I  wish  that  could  be  done,  Mr.  Purnell,  but  I  do  not  see  how  it  can 
be  done.  I  do  not  see  how  a  tax  is  going  to  reach  that  question, 
because  it  will  have  to  reach  the  other  man.  I  do  not  see  how^  you 
can  say  that  only  the  man  who  has  grain  in  his  possession  can  sell  it. 
What  about  the  man  who  buys  it?  He  is  a  speculator.  He  buys  it 
for  next  September,  and  he  can  trade  it  a  dozen  times  between  now 
and  then,  because,  tentatively  at  least,  he  owns  the  grain.  We  can 
not  ever  arrive  at  a  state  where  it  does  not  take  two  people  to  close  a 
transaction — ^buyer  and  seller.  And  one  or  the  other  of  them  is  a 
speculator  between  the  time  of  sale  and  the  delivery.    And  without 

?lenty  of  buyers  we  never  can  sell  our  grain.  I  do  not  know,  Mr. 
^umell,  how  it  can  be  done  otherwise.  Doubtless  that  somethinu 
should  be  done  in  some  respect  is  a  highly  desirable  thing,  but  how 
are  you  going  to  do  it  ? 

As  to  the  man  who  goes  and  sits  down  before  a  blackboard  and 
looks  at  what  he  sees  there  and  is  willing  to  gamble  to  the  extent  of 
bidding  for  what  he  sees,  or  buying  or  selling  on  the  basis  of  what  he 
sees,  that  is  a  dangerous  factor,  especially  when  he  has  nothing:  but 
the  money  that  he  thumbs  out  to  pay  losses  or  to  receive  profits.  But 
I  believe  I  am  fairly  well  acquainted  with  every  exchange  in  this 
country,  and  I  can  not  see,  after  all  these  years  of  careful  study,  how 
you  are  going  to  eliminate  the  one  without  eliminating  the  other,  or, 
m  making  good  the  old  story  of  killing  the  goose  that  lays  the  golden 
egg.  I  wi^  it  might  be  done,  because  we  in  the  country  do  not  need 
that  part  of  it.  The  country  does  not  need  it,  the  farmer  does  not 
need  it,  and  the^  consumer  does  not  need  it.  But  we  are  most  vitally 
concerned  in  being  able,  in  the  country,  to  give  these  people  a  stable 
market,  and  in  order  to  do  it  we  must  have  somebody  wno  will  bid 
to-day  lor  our  grain. 

Mr.  PuHNELL.  But  you  do  think  that  you  and  the  farmer  profit 
by  it? 

Mr.  Beykolds.  Yes,  sir. 
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Mr.  McL#AUOHLiN  of  Nebraska.  Are  you  yourself  a  producer  or 
grower  of  grain? 

Mr.  Reynolds.  No,  sir;-  I  am  a  buyer  or  purchaser  first  hand. 
Our  business  is  to  take  the  grain  that  comes  in  in  single  wagon  lots 
or  truck  lots  to  our  elevator  and  handle  it. 

Mr.  McLaughlin  of  Nebraska.  You  are  not  a  member  of  any  of 
the  farmers'  organizations? 

Mr.  Rbtnolds.  No,  sir;  they  are  our  competitors. 

Mr.  PuRNELL.  And  you  might  add  that  you  are  in  the  best  district 
in  the  United  States. 

Mr.  McLaughlin  of  Nebraska.  No ;  the  second  best,  perhaps. 

Mr.  TiNCHER.  Oh,  no;  what  is  the  matter  with  Kansas? 

Mr.  Reynolds.  Well,  I  want  to  say  that  we  certainly  are  not 
ashamed  of  our  congressional  district,  and  neither  are  we  of  our 
representatives,  gentlemen  of  the  committee. 

Mr.  Purnell.  I  thank  you. 

Mr.  TiNCHER,  I  want  to  say  to  the  witness  at  the  beginning  of  my 
examination  that  I  agree  with  him  fully  as  to  the  quality  of  his 
representative,  although  I  do  not  know  anything  about  his  district. 

Now,  Mr.  Reynolds,  I  want  to  ask  you  some  questions  that  are 
rather  fundamental  about  this  business.     You  are  a  grain  dealer? 

Mr.  Retnolds.  Yes,  sir. 

Mr.  TiNCHER.  You  buj  and  sell  grain? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  When  you  go  to  your  office  in  the  morning  you 
have  bids  on  your  desk  from  certain  people  for  grain. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  On  certain  grades  of  grain? 

Mr.  Reynolds.  Yes. 

Mr.  TiNCHER.  And  based  upon  those  bids  you  buy  grain  that  day 
and  perhaps  sell  some  grain  on  some  of  those  bids. 

Mr.  Reynolds.  Yes. 

Mr.  TiNCHER.  Who  are  those  bids  from? 

Mr.  Reynolds.  Well,  from  all  classes  of  people.  I  will  say  that 
usually  our  wheat  is  sold  to  millers. 

Mr.  TiNCHER.  Let  us  see  who  they  are  from.  You,  perhaps,  have 
a  regular  line  of  bids;  do  you  or  not? 

m.  Reynolds.  We  have  16  stations 

Mr.  TiNCHER  (interposing).  I  am  not  talking  about  your  stations 
or  elevators,  but  about  now  many  bids  do  you  have  on  your  desk  when 
you  go  to  your  place  of  business  in  the  morning,  for  wheat? 

Mr.  Reynolds.  Let  us  put  it  very  conservatively  and  I  will  say 
15  bids,  usually. 

Mr.  TiNCHER.  And  those  16  bids  are  from  whom? 

Mr.  Reynolds.  Well,  always  we  have  bids  from  New  York 

Mr.  TiNCHER  (interposing).  Well,  from  New  York,  who  bids  on 
your  wheat  ? 

Mr.  Reynolds.  Do  you  mean  as  to  any  individual  firm  ? 

Mr.  TiNCHER.  Yes. 

Mr.  Reynolds.  Well,  Forble  &  Co. 

Mr.  McKiNLEY  (interposing).  That  does  not  mean  anything  to 
the  committee. 

Mr.  TiNCHER.  It  does  mean  something  to  me,  and  I  want  to  ex- 
amine the  witness  in  my  own  way. 
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Mr.  McKiNLEY.  Well,  I  only  meant  that  that  did  not  particularly 
give  us  any  information. 

Mr.  Wilson.  It  may  be  embarrassing  to  the  witness  to  tell  you 
the  details  of  his  business. 

Mr.  TiNOHER.  Oh,  if  I  ask  Mr.  Reynolds  any  embarrassing  ques- 
tions he  may  say  so.  I  know  enough  about  the  grain  business  not  to 
ask  him  any  embarrassing  questions,  and  I  feel  sure  he  wants  to 
answer  our  questions. 

Mr.  Eeynolds.  Of  course. 

The  Chairman.  The  witness  will  take  care  of  himself,  I  am  sure. 

Mr.  TiNCHER.  There  is  no  doubt  about  that.  He  can  answer  for 
himself. 

Mr.  McKiNLEY.  Certainly ;  but  I  only  wanted 

Mr.  Ttncher  (interposing).  Well,  just  let  me  go  on  with  my  ex- 
amination. 

Mr.  Reynolds.  Forble  &  Co.,  of  New  York,  are  commission  men, 
or  brokers. 

Mr.  Tincher.  Who  are  the  others? 

Mr.  Reynolds.  Would  you  like  to  have  more  than  one  in  New 
York? 

Mr.  Tincher.  Yes;  the  others  who  bid  for  your  grain  from  New 
York. 

Mr.  Reynolds.  The  Grain  Export  Co.,  of  New  York. 

Mr.  Tincher.  You  have  two  bids  generally  from  New  York? 

Mr.  Reynolds.  Yes. 

Mr.  Tincher.  Where  are  the  other  bids  from  ? 

Mr.  Reynolds.  Rosenbaum  Bros.,  of  Chicago;  National  Milling 
Co.,  Toledo;  Pratt  Grain  Co.,  Buffalo;  B.  A.  Boyd,  Indianapolis; 
Ballard  Milling  Co.,  Louisville,  Ky.  As  I  do  not  do  much  of  the 
selling  I  can  not  remember  all  of  them,  and  there  are  a  lot  more. 
Will  that  answer  ? 

Mr.  Tincher.  Yes.    Now,  who  do  you  sell  to  ? 

Mr.  Reynolds.  Let  us  assume  that  this  morning  all  I  have  to  offer 
is  10  cars  of  wheat,  and  thai  I  sell  to  the  Ballard  Milling  Co.,  Louis- 
ville, Kv. 

Mr.  Tincher.  They  are  millere  in  Louisville,  Ky.? 

Mr.  Reynolds.  Yes. 

Mr.  Tincher.  Who  pays  for  the  wheat? 

Mr.  Reynolds.  The  Ballard  Milling  Co. 

Mr.  Tincher.  To-morrow  morning  who  will  you  supply  wheat  to  ? 

Mr.  Reynolds.  Let  us  say  that  to-morrow  the  bids  from  New 
York  are  the  best,  and  we  will  sell  to  Forble  &  Co.  10  cars  of  wheat 
that  we  happen  to  have,  if  we  have  it. 

Mr.  Tincher.  Who  pays  for  that  wheat? 

Mr.  Reynolds.  We  always  draw  a  draft  on  the  buyer,  no  matter 
whether  he  is  a  broker  or  not. 

Mr.  Tincher.  I  understand  that,  but  I  wanted  to  get  it  into  the 
record. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Tincher.  I  want  you  to  be  practical  in  this  matter.  You 
understand  I  do  not  want  anything  theoretical,  but  want  to  know 
who  you  really  sell  to.    Who  else  would  you  sell  to  ? 
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Mr.  KEYy(>ij>s.  We  would  sell  it  all  to  the  best  bidder;  we  might 
sell  in  this  way 

Mr.  TijJCHER  (interposing).  Well,  I  want  to  know  who  you  really 
do  sell  to. 

Mr.  Rexnoij)s.  Well,  recently  90  per  cent  of  the  country  stuff  we 
have  sold  to  Ballard  of  Louisville. 

Mr.  TiNCHER.  You  ship  them  the  wheat? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TixcHER.  You  know  what  they  do  with  it,  don't  you  ? 

Mr.  Reynolds.  Yes,  sir;  they  are  millers  and  they  grind  it. 

Mr.  TixcHER.  As  a  matter  of  fact  the  miller  always  pays  for  the 
wheat,  doesn't  he?  No  board  of  trade  ever  pays  for  any  wheat, 
does  it? 

Mr.  Reynoij>s.  Well,  if  it  were  Forble  &  Co.  that  we  were  selling 
to,  they  are  not  millers 

Mr.  TiNCHER  (interposing).  They  are  exporters. 

Mr.  Reynolds.  They  have  probably  sold  that  wheat  or  bought  it 
for  export. 

Mr.  Tincher.  And  the  exporter  pays  for  it? 

Mr.  Reynolds.  Yes,  sir ;  the  exporter  pays  for  it  if  it  goes  abroad. 

Mr.  McLaughlin  of  Michigan.  The  exporter  does  not  pay  you? 

Mr.  TiNCHER.  He  pays  Forble  &  Co. 

Mr.  Reynolds.  If  1  sell  to  Mr.  Forble,  who  is  the  agent  for  the 
exporter,  I  draw  a  draft  on  him  and  he  attends  to  all  of  the  details 
and  collects  for  the  stuff  on  arrival. 

Mr.  TiNCHKR.  What  I  have  in  mind,  and  I  believe  you  will  agree 
with  me,  is  that  the  board  of  trade  man  trading  in  options  pays 
for  no  wheat. 

Mr.  Reynolds.  Well  now,  let  us  take  Rosenbaum  Bros. 

Mr.  TiNCHER  (interposing).    Rosenbaum  Bros,  are  in  Buffalo? 

Mr.  Reynolds.  No,  sir ;  in  Chicago.  Suppose  I  have  sold  five  car- 
loads of  wheat  to  Rosenbaum  Bros. 

Mr.  Tincheh  (interposing).  Are  they  commission  men? 

Mr.  Reynolds.  I  will  try  to  cover  the  scope  of  Rosenbaum  Bros. 
They  act  as  conmiission  men.  They  own  and  operate  large  eleva- 
tors^^ 

Mr.  TiNCHER  (interposing).  Let  me  ask  you  a  question  right 
there :  Do  you  know  whether  they  actually  deal  in  options  at  all  or 
not? 

Mr.  Reynolds.  Yes,  sir;  I  know  that  they  do.  I  am  coming  to 
that.  They  will  take  an  order  or  execute  an  option  all  at  the  same 
time.    A  great  many  more  firms  do  the  same  thing. 

Mr.  TiNCHER.  You  know  that  this  outfit  in  Chicago  deals  in 
options? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  Do  you  know  whether  the  Ballard  Milling  Co.  in 
Louisville  deals  in  options  or  not? 

Mr.  Reynolds.  Let  us  understand  what  we  mean  by  options. 

Mr.  TiNCHER.  Whether  they  buy  or  sell  options. 

Mr.  Reynolds.  I  know  as  a  matter  of  fact  that  Ballard  does  sell 
against  his  wheat  all  that  he  buys  from  me.  They  are  persistent 
hedsers.    They  own  it  sometimes  and 

Mr.  TiNCHER  (interposing).  Do  you  know  whether  they  sell 
options  or  sell  for  export? 
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Mr.  REYNOiiDS.  No;  but  they  sell  options.  At  this  time  of  year 
they  would  buy  wheat  from  me  and  sell  in  May  against  it. 

Mr.  TiNOHER.  Let  us  see  what  they  do  with  that  wheat.  They 
grind  it? 

Mr.  Reynolds.  Yes. 

Mr.  TiNOHER.  They  know  that  they  are  going  to  grind  it  and  sell 
the  flour? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNOHER.  And  in  addition  to  doing  that  in  the  transaction  of 
their  business  they  also  go  and  sell  next  may's  wheat. 

Mr.  Reynolds.  Yes,  sir.  Maybe  I  can  make  that  a  little  plainer. 
When  they  buy  wheat  they  sell  May.  That  fixes  the  price ;  they  mill 
wheat  on  the  basis  of  their  May  sale,  so  as  to  get  the  profit.  Suppose 
they  buy  10,000  bushels  of  wheat  to-day,  a  week  from  to-day  they 
sell  flour  from  it,  supposedly  made  from  that  wheat,  and  then  next 
week  they  take  in  their  hedge.  I  know  definitely  how  millers  do 
that. 

Mr.  TiNCHER.  Do  you  know  whether  they  also  sell  flour  in  ad- 
vance? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Tincher.  Then  they  have  a  double  hedge. 

Mr.  Reynolds.  No  ;  the  same  hedge  acts.  Suppose  they  buy  wheat 
from  me  to-day  at  $1.60  a  bushel,  and  sell  it  for  May  delivery  at 
$1.72,  as  it  was  yesterday,  I  think,  or  whatever  it  was.  Now,  then, 
suppose  that  to-day,  while  they  are  buying  wheat,  they  have  sold 
no  flour  at  all,  but  that  they  have  bought  1,000  bushels  of  wheat 
from  customers.  A  week  from  to-day  they  may  have  orders  for 
flour  representing  100,000  bushels  of  wheat.  That  flour  may  be 
sold  for  February  delivery.  They  immediately,  or  this  is  the  general 
custom,  buy  in  so  much  of  their  May  option,  oecause  the  transaction 
would  be  completed  and  their  profit  is  assured. 

Mr.  Tincher.  Do  you  know  whether  this  milling  company  that 
you  are  selling  wheat  to  in  Louisville  has  an  attitude  and  what 
their  attitude  is  as  to  doing  away  with  trading  in  options? 

Mr.  Reynolds.  I  have  not  talked  with  them  recently.  I  know 
they  have  always  claimed  it  would  be  impossible  for  them  to  carry 
on  their  business  without  hedging.    That  is  just  offhand  statement. 

Mr.  Tincher.  Do  you  know  how  many  bushels  of  wheat  were  sold 
in  Chicago  this  year  before  a  bushel  of  it  was  harvested? 

Mr.  Reynolds.  No,  sir ;  I  have  no  idea. 

Mr.  Tincher.  Well,  that  is  information  very  easy  to  obtain. 

Mr.  Reynolds.  No,  sir;  I  do  not  know. 

Mr.  Tincher.  It  is  said  that  every  bushel  of  wheat,  before  being 
threshed,  exchanged  hands  14  times  this  year. 

Mr.  Reynolds.  I  think  that  would  be  low. 

Mr.  McKiNLEY.  I  heard  it  was  40  times. 

Mr.  Tincher.  No  ;  this  was  before  it  was  ever  threshed.  Nobody 
had  bought  any  of  that  wheat  from  any  farmer,  or  paid  for  it,  and 
it  was  before  it  was  ever  threshed. 

Mr.  Reynolds.  No^  sir ;  certainly  they  had  not  paid  for  it,  and  they 
do  not  pay  for  it  until  they  get  it. 

Mr.  Tincher.  Do  you  think  that  buying  and  selling  every  bushel 
of  wheat  that  the  farmer  raises  14  times  before  it  is  threshed,  and 
not  paying  the  farmers  for  it,  would  do  the  farmers  any  good? 
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Mr.  Reynolds.  I  do  not  know. 

Mr.  TiNCHER.  That  is  the  object  of  the  inquiry. 

Mr.  Betnoids.  I  wish  someliody  would  tell  me. 

Mr.  Ttncher.  We  will  give  you  definite  information  on  that  line 
when  we  get  through  with  these  hearings. 

Mr.  Beynolds.  All  right. 

Mr.  TiNCHER.  Now,  the  next  propositio.n  I  want  to  talk  to  you 
about  is  this :  You  have  suggested  the  possibility  that  if  it  were  not 
for  the  Board  of  Trade  or  the  trading  m  options,  a  certain  clique  of 
men  might  get  together  and  buy  the  visible  supply  of  wheat  and 
comer  wheat,  perhaps  bujdng  30,000,000  bushels. 

Mr.  BsTNoiiDS.  I  suggest  that  that  is  possible. 

Mr.  TiNCHER.  Tell  this  committee  how  in  the  world  the  grain 
gamblers  would  prevent  that  in  any  way,  or  affect  it  in  any  way, 
if  anyone  wanted  to  do  that. 

Mr.  Betnoij>8.  Well,  let  us  just  suppose  for  a  moment  that  nobody 
could  trade  in  grain  except  as  a  cash  transaction,  that  they  had  the 
grain.  Now,  just  let  us  take  that  as  the  basis  from  which  to  start 
our  argument.  That  would  cut  out  any  possibility,  or  all  possi- 
bility, of  all  other  dealing^ ;  I  mean  all  option  trading,  or  future  sell- 
ing, because  people  who  did  not  have  the  grain  could  not  sell  it.  It  is 
possible  to  conceive  a  situation  by  which  the  Armour  Grain  Co., 
who  are  big  enough  to  do  it,  could  buy  30,000,000  bushels  of  wheat, 
and  get  the  wheat,  and  hold  it.    They  could  begin  in  July 

5fr.  TStncher  (interposing).  They  may  have  bought  that  much 
this  morning  and  have  not  paid  for  it. 

Mr.  Beynolds.  Well,  they  could  buy  that  much. 

Mr.  TiNCHER.  They  may  have  done  that  this  very  morning. 

Mr.  Bkynou>8.  Well,  I  would  suggest  that  as  rather  a  high  figure, 
for  Armour  to  have  bought  30,000,000  to-day.  But  it  can  be  con- 
ceived that  they  could  begin  in  July  to  put  away  cash  wheat,  and 
that  by  the  1st  of  June  might  own  30,000,000.  They  could  buy 
that  much  and  put  it  in  their  elevators  and  they  could  own  30,000,000 
bushels  of  grain,  and  then  on  the  1st  of  June  the  country  would  wake 
up  and  find  that  that  condition  existed. 

Now,  Mr.  McLaughlin  I  believe  referred  to  the  visible  grain  sup- 
oly,  the  grain  out  of  the  farmers'  hands  and  not  yet  consumed. 
You  must  admit  that  that  would  be  a  condition  that  is  hardly  con- 
ceivable if  everybody  is  trading;  it  would  be  liable  to  swamp 
Armour. 

Mr.  TiNCHER.  If  trading  was  going  on  how  would  it  swamp 
Armour? 

Mr.  Beynow>s.  Suppose  there  are  200,000,000  bushels  of  wheat 
that  have  been  traded  in  to  be  delivered,  and  in  order  to  hold  the 
price  up  Mr.  Armour  has  sold  a  lot  of  options 

Jtfr.  TiNCHER  (interposing).  He  will  not  do  that  if  he  is  paying 
'•ash,  buying  cash  OTain,  and  putting  it  into  his  elevators. 

Mr.  EeyxoliDs.  He  can  do  that,  too.  At  this  point  will  you  allow 
me  to  refer  back  to  the  Joe  Leiter  grain  deal,  of  fame?  He  con- 
cluded to  comer  the  market,  and  he  went  in  with  unlimited  funds, 
and  he  would  have  cornered  the  market  if  they  had  given  him  a 
square  Chicago  deal;  that  is,  if  they  had  not  delivered  off-grade 
stuff. 
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Mr.  TiNCHER.  You  do  not  believe  any  man  will  get  a  square  deal 
in  Chicago,  do  you? 

Mr.  Reynolds.  Well,  Mr.  Leiter  went  along  and  took  deliveries, 
and  he  borrowed  money  from  the  banks  and  from  his  dad.  and  from 
everybody,  and  he  kept  taking  this  wheat.  Here,  on  the  other  hand, 
were  people  who  had  wheat  sold  and  were  millions  of  bushels  be- 
hind, and  they  bestirred  themselves  to  give  Mr.  Leiter  wheat,  and 
more  wheat  and  still  more  wheat;  more  than  Mr.  Leiter  could  pay 
for,  and  broke  the  market.  They  did  that  rather  than  deliver  wheat 
to  Leiter  on  his  high  prices.  They  even  sent  wheat  to  Leiter  by 
express  and  in  every  way  until  the  market  was  smashed,  and  then 
wheat  went  down.  I  am  not  indorsing  that,  of  course,  but  merely 
explaining  the  situation.  Now,  if  nobody  could  have  sold  Mr.  Leiter 
wheat  except  those  who  actually  had  it,  and  they  had  not  be- 
stirred themselves  to  get  more  to  deliver  to  Mr.  Leiter,  he  would 
have  cornered  the  market,  and  then  he  would  have  put  the  price 
up  to  the  consumer,  to,  perhaps,  $4  a  bushel,  because  it  would  have 
been  absolutely  impossible  for  the  few  who  owned  wheat  to  deliver 
to  him  too  much.  JBut  when  everybody  could  sell  Mr.  Leiter  wheat 
and  was  bound  to  do  it  in  self -protection,  he  could  not  take  it  all. 

Mr.  TiNCHER.  Could  sell  him  wheat  that  they  did  not  have?  Your 
idea  is  that  wheat  is  one  product ;  for  instance,  that  in  order  to  have 
a  stable  market  people  must  have  permission  to  sell  when  they  have 
not  got  it,  and  to  buy  it  when  they  do  not  expect  to  receive  it  or  pay 
for  It? 

Mr.  Reynolds.  I  do  not  know  about  that.  I  say  we  can  work  that 
in  fairly  safe  fashion  in  the  country  now;  and  1  am  not  speaking 
as  to  whether  the  Chicago  Board  of  Trade  can  sit  very  much  longer 
or  not,  though  they  have  managed  to  get  along  pretty  well  so  far; 
but  I  say  in  the  country,  where  1  must  make  a  market  for  my  farmer 
friends,  the  present  plan  is  safer  to  me  than  one  I  know  not  of.  I 
am  afraid  of  some  new  plan. 

Mr.  TiNCHER.  I  think  it  is  a  subject  concerning  which  there  is  a 
lot  of  misinformation.  For  instance,  in  my  State,  in  Wichita,  in  the 
Sedgewick  Building,  there  are  a  lot  of  people;  it  is  almost  filled  with 
people  who  deal  in  grain,  and  only  a  small  proportion  of  them  deal 
in  lutures.  It  does  not  mean  that  speculating  in  grain,  actually 
buying  and  selling  grain,  as  you  call  it,  if  you  stop  this  gambling  by 
way  0?  selling  it  14  times  before  a  bushel  is  thrashed,  is  not  a  different 
proposition. 

Mr.  Reynolds.  No,  sir ;  I  do  not  think  so. 

Mr.  TiNCHER.  Have  you  ever  examined  the  bill  that  I  introduced 
and  which  is  before  this  committee  at  this  time  ? 

Mr.  Reynolds.  I  have  read  all  of  them,  and  at  sight  I  might  be 
able  to  recall  the  principal  featui:es  of  each  bill. 

Mr.  TiNCHER.  There  is  no  bill,  I  think,  pending  before  the  com- 
mittee that  the  author  thought  would  affect  your  business  at  all  the 
way  you  have  described  it. 

Mr.  Reynolds.  If  it  were  possible  to  arrange  a  tax  that  could 
apply  to  the  purely  speculative  part  of  it  it  might  meet  the  situation. 

Mr.  TiNCHER,  Haven't  we  got  to  start  with  this  promise,  that  we 
all  know  and  agree  that  it  is  absolutely  wrong,  to  buy  and  sell  the 
farmers'  product  14  times  before  they  harvest  it:  ana  don't  we  all 
agree  to  this,  that  when  the  consumer  and  producer  of  wheat  arc 
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supporting  more  people  than  are  engaged  in  the  production  of 
wheat,  and  in  an  entirely  different  style  and  way,  that  there  is  some- 
thing wrong  with  the  system? 

Mr.  Setkoij>s.  If  I  may  be  pardoned  for  the  expression  of  a  per- 
gonal opinion  about  the  matter  I  will  say  that  I  think  the  great 
danger  to-day  is  that  we  are  likely  to  run  lopsided  in  considering  the 
interest  of  the  producer,  representing  30,000,000  of  the  people,  as 
against  the  interest  of  the  consumer,  representing  75,000,000  or 
80,000^)00  of  pet^ple  who  have  to  buy  and  eat  the  product.  I  am 
also  taking  those  people  into  consideration. 

Mr.  TiNCHBR.  Do  you  think  it  to  the  interest  of  75,000,000  or 
^(l.i)(X),000  of  i>eople  who  eat,  and  to  the  30,000,000  of  people  who 
produce  the  product,  to  pick  out  2,000,000  people  who  liye  like  lords, 
and  ride  in  high-powered  automobiles,  and  liye  in  great  residences? 

Mr.  Retnou>s.  I  do  not  think  anything  that  giyes  one  class  an 
influence  oyer  another  is  proper.    But  I  think  there  is  possibly  a . 
grave  error  in  trying  to  get  rid  of  one  fault  by  introducing  another 

liUlt 

Mr.  TiNCHBR.  Well,  people  engaged  in  making  laws  have  that 
trouble,  don't  they,  every  time  it  is  proposed  to  enact  a  biw  i  There 
is  always  that  clamor — for  heaven's  sake  don't  do  that  or  you  will 
disturb  conditions.  And  a  good  many  times  existing  conditions 
have  been  disturbed  to  the  benefit  of  the  people. 

Mr.  RsTNOLDS.  Yes,  sir. 

Mr.  TiNCHER.  Somebody  has  written  me  a  letter  that  the  farmer 
has  to  pay  an  additional  freight  rate  of  5  cents  a  bushel  over  what  was 
the  situation  in  prewar  times.  On  the  oilier  hand,  the  change  in  the 
price  of  the  farmers'  wheat  has  been  as  much  as  10  cents  a  day  on 
the  Chicago  market. 

Mr.  RirrNoiiDS.  Yes,  sir. 

Mr.  TiKCHER.  They  did  that  last  summer. 

Mr.  Hetkolds.  Yes,  sir. 

Mr.  TiNCHER.  As  much  as  that  per  day  t 

Mr.  Retkolds.  Yes,  sir. 

Mr.  TtNCHER.  Really  the  difference  in  the  present  price  of  wheat 
as  affected  by  the  raise  in  the  wages  of  railroad  men,  and  which 
necessitated  a  raise  in  freight  rates,  is  a  small  item  when  compared 
with  the  fluctuations  in  the  price  of  the  farmers'  product  on  the 
Chicago  exchange. 

Mr.  Retkolds.  We  have  just  passed  through  a  period  in  which 
the  Government  had  control  of  wheat  and  when  all  the  laws  of  supply 
and  demand  were  temporarily  suspended,  and  all  of  the  regulations 
ander  which  we  had  ever  operated  were  suspended. 

Mr.  TiNCHER.  Do  you  mean  tha;t  the  Government  Grain  Corpora- 
tion absolutely  suspended  the  law  of  supply  and  demand? 

Mr.  Reynolds.  Absolutely,  so  far  as  the  normal  channels  were 
<^ncemed. 

Mr.  TiNCHER.  Did  not  the  law  of  supply  and  demand  affect  the 
price  of  wheat  during  the  existence  of  the  grain  corporation? 

Mr.  Retnolds.  Yes;  it  did,  to  the  extent  that  wheat  advanced 
iievond  the  fixed  price. 

Mr.  TiKCHER.  And  the  board  of  trade,  or  I  will  not  say  the  board 
of  trade,  but  to  distinguish  between  boards  of  trade  and  chambers 
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of  commerce  and  the  grain  exchange,  on  which  men  are  buying  and 
selling — the  boards  of  trade  continued  functioning. 

Mr.  Eeynglds.  Yes,  sir. 

Mr.  TiNCHER.  And  while  they  were  not  dealing  in  futures  at  all 
on  the  exchange  you  could  still  sell  your  grain. 

Mr.  Reynolds.  Yes,  sir ;  but  you  must  remember  that  we  had  the 
strong  arm  of  the  Government  to  set  up  a  point  below  which  you 
could  not  go  in  buying  wheat. 

Mr.  TiNCHER.  Besides  that  you  had  your  16  bids  in  your  office 
when  you  went  there  each  morning. 

Mr.  Betnolds.  No  ;  there  was  a  long  time  when  we  did  not  have 
any  bids  at  all.  During  the  first  year  of  ^ain  control  we  had  no 
bias  at  all  because  the  Government  controlled  all  wheat  and  would 
simply  telegraph  us  to  ship  wheat  so  and  so. 

Mr.  TiNCHER.  But  you  had  a  market  for  your  wheat,  and  the  rea- 
son you  did  not  have  any  bids  was  because  of  the  condition  that 
existed. 

Mr.  Reynolds.  We  had  to  ship  under  the  orders  of.  the  Govern- 
ment. 

Mr.  TiNCHER.  During  the  first  year  of  grain  control. 

Mr.  Reynolds.  Yes ;  during  the  first  year  of  the  grain  control. 

Mr.  TiNCHER.  Isn't  it  true  that  during  the  first  year  of  grain  con- 
trol the  reason  you  did  not  have  bids  from  miUers  was  that  they  had 
to  place  orders  with  the  Grain  Corporation? 

Mr.  Reynolds.  They  had  to  ship  wherever  the  Government  said 
ship. 

Mr.  TiNCHER.  And  the  market  was  better  than  ever? 

Mr.  Reynolds.  All  had  to  go  to  the  Government. 

Mr.  TiNCHER.  And  the  millers  had  to  close  down  early  in  the  year 
because  of  shorta^  of  wheat? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  As  I  understand  you,  you  think  this  committee, 
after  hearing  all  the  witnesses,  if  it  can  devise  a  scheme  to  get  rid  of 
the  vicious  gambling  and  yet  not  destroy  legitimate  speculation  in 
grain  you  are  for  that  proposition? 

Mr.  Keynolds.  You  will  all  wear  jewels  if  you  can  ever  do  that. 

Mr.  TiNCHER.  Will  we  ever  do  it  if  we  do  not  try? 

Mr.  Reynolds.  Oh,  I  agree  with  you  on  that.  I  have  wondered 
sometimes  whether  control  of  the  whole  proposition,  wiping  out 
everything  that  we  have  for  otie  year,  could  produce  better  results. 
I  do  not  know  what  it  would  do. 

Mr.  TiNCHER.  Wouldn't  it  be  better  to  try  it  this  way :  Not  wipe 
out  everything,  but  try  to  stop  gambling.  While  you  do  not.  produce 
grain  and  you  are  purely  a  speculator,  yet  you  are  a  legitimate 
speculator,  so  let  you  go  on  and  do  business. 

Mr.  Reynolds.  No;  I  am  not  a  speculator  in  any  way.  First  of 
all,  we  are  simply  merchandising  in  grain.  We  take  the  grain  in  our 
houses  in  wagon  lots,  and  make  up  carload  lots  and  sell  to  the  market. 

Mr.  TiNCHER.  I  understand  that  the  only  possible  argument  that 
could  be  deduced  from  your  whole  testimony  in  favor  ot  a  continua- 
tion of  trading  in  options  would  be  that  those  traders,  as  philan- 
thropists, might  prevent  some  men  from  buying  up  the  visible  supply 
of  wheat  and  having  a  corner  on  it. 
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Mr.  Retnolds.  No- 


Mr.  TixcHER  (interposing).  But  I  do  not  understand  yet  how  you 
ninceive  that  they  could  do  that. 

Mr.  Reyxolds.  If  you  owned  all  the  visible  supply  of  wheat  to-day 
your  human  nature  is  such  that  you  will  want  to  get  all  you  can  out 
of  it.  If  you  had  all  of  it  at  this  time — or  I  will  not  say  you,  but 
the  average  man,  would  be  in  the  position  to  say,  and  would  naturally 
say,  that  the  starving  community  would  have  to  pay  your  price. 

Mr.  TiNCHER.  But  if  I  had  the  money  to  buy  all  of  it  I  would  not 
have  to  go  on  the  Chicago  exchange  in  order  to  buy  cash  wheat. 

Mr.  Reynolds.  No,  sir. 

Mr.  TiNCHER.  How  they  would  prevent  me  from  doing  it,  or  how 
tbev  would  aflfect  me  in  the  transaction,  or  what  influence  they  could 
Hring  to  bear  on  me  to  affect  the  transaction,  is  not  clear  to  me  at  all. 

Mr.  Betynoids.  If  there  is  any  point  that  I  can  make  clearer  as 
I  see  it  I  will  be  glad  to  attempt  to  do  so.  I  think  there  is  great 
danger  in  anyone  owning  all  the  food  supplies  of  the  people  at  any 
time;  very  grave  danger  indeed.  I  only  want  to  make  two  points: 
I  do  not  want  to  go  beyond  my  own  experience  in  business,  but  first 
of  all  I  feel  that  I  must  have  a  stable  market  all  the  time  on  which 
to  buy  grain.  I  have  this  advice  every  day  in  the  y.ear.  I  do  not 
believe  I  would  get  it  unless  I  would  get  bids.  The  next  thing  is,  as 
I  conceive  it,  I  think  it  would  be  dangerous  to  have  men  who  were 
able  to  pay  cash,  or  only  men  who  are  able  to  pay  cash,  and  who 
would  pay  for  it,  to  be  allowed  to  buy  grain  and  sell  it  for  future 
'lelivery. 

Mr.  McLatjghl.in  of  Michigan.  Will  you  make  a  little  clearer  one 
of  your  answers  to  Mr.  Tincher :  During  the  time  the  Grain  Corpora- 
tion was  functioning  were  you  carrying  on  that  kind  of  business  that 
you  have  described;  were  you  receiving  and  answering  those  15  let- 
ters a  day  ? 

Mr.  Reynolds.  First  I  will  say,  in  order  that  I  will  not  be  mis- 
understood, because  somebody  may  know  and  fling  it  at  me,  I  was  one 
of  the  advisory  board  of  the  Grain  Corporation,  and  of  course  knew 
what  was  being  done  all  the  time.  But  the  first  year  of  grain  control 
the  Grain  Corporation  controlled  absolutely  the  sale  of  all  wheat. 
We  could  not  ship  a  car  of  wheat  any  place  except  we  were  ordered 
so  to  do  or  received  permission  from  the  Grain  Corporation  to  do  it. 

Mr.  McLaughmn  of  Michigan.  And  the  price  was  fixed  ? 

Mr.  Reynolds.  They  fixed  the  price.  But  let  me  qualify  that  a 
little;  I  say  they  fixed  the  price — if  we  found  any  one  who  would 
buy  grain  above  the  fixed  price,  and  we  notified  the  Grain  Corpora- 
tion, and  they  allowed  it  to  be  sold,  but  probably  they  would  not  do  it, 
that  sale  might  be  made.  They  tried  to  fix  an  ironclad  price  the 
first  year.  The  second  year  the  Government  went  oul  of  the  price- 
fixing  business  themselves,  except  to  maintain  a  minimum  price,  and 
allowed  everybody  to  bid  for  grain  as  they  wanted  to  Did — cash 
Train.  We  were  able  that  year  to  sell  grain  as  high  as  40  cents  a 
bushel  above  the  price  fixed  by  the  Government. 

Mr.  TiNCHEB.  jOuring  the  second  year  of  the  existence  of  the 
Grain  Corporation  you  had  bids? 
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Mr.  Reynolds.  Yes,  sir;  we  had  bids  the  second  year,  and  might 
sell  at  any  place  we  wanted  to,  but  had  to  report  to  the  Government, 
who  bought  it  and  at  what  price. 

Mr.  PuRNELL.  There  is  one  thought  I  would  like  to  pursue:  You 
fixed  the  price  to  the  producer  primarily  upon  what  you  could  sell 
to  those  14  people  that  day ! 

Mr.  Reynolds.  Yes,  sir. 

Mr.  PuRNELL.  That,  of  course,  would  hold  good  to  the  small  ele- 
vator man  out  in  my  county. 

Mr.  Reynolds,   x  es,  sir. 

Mr.  PuRNELL.  Suppose  you  take  away  from  that  small  elevator 
man  the  right  to  go  to  the  telephone  or  to  telegraph  and  sell  in  Chi- 
cago just  what  he  buys  that  day,  and  do  away  with  hedging,  do 
awav  with  future  trading,  what  would  be  the  effect  on  the  producer  ? 

Mr.  Reynolds.  Well,  now,  gentlemen,  to  start  with 

Mr.  PuRNELL  (interposing).  Maybe  I  do  not  make  myself  clear. 
The  thought  I  have  in  mind  is,  would  not  that  back  up  grain  on  the 
farmer,  or  would  it  ?  - 

Mr.  Reynolds.  I  do  not  believe  it  would  have  any  effect  along  that 
line,  miless  it  would  be  from  lack  of  information.  The  farmed 
might  conclu<Je  it  would  be  a  good  thing  to  carry  grain.  I  do  not 
know. 

Mr.  PuRNELL.  My  idea  is  that  maybe  any  elevator  man  might  take 
grain  until  he  actually  had  a  carload  and  ship  it  in  and  the  ultimate 
result  might  be  to  back  up  com,  wheat,  or  oats  on  the  farm  until  there 
was  an  actual  demand  for  it. 

Mr.  Reynolds.  That  might  happen.  It  would  «rary  as  much,  I 
think,  as  human  nature  would  vary  in  the  person  of  the  elevator  man 
in  the  country.  The  psychological  effect,  I  think,  would  be  this; 
If  I  do  not  know  what  1  can  sell  grain  for  I  naturally  want  to  buj 
at  as  low  a  price  as  I  can  in  order  to  protect  myself.  I  do  not  wani 
ou  to  get  the  idea  that  because  we  fi^  the  price  we  always  fix  it  aS 
ow  as  we  want  to.  The  competition  of  the  cooperative  organizations 
might  rout  us  out  of  business  at  any  time  if  we  tried  to  do  that.  M^ 
competitor  a  few  miles  away  could  show  me  up  in  a  bad  light  if  h€ 
should  pay  3  or  4  cents  a  bushel  more  than  I  do.  Competition  con^ 
trols  that.  But  if  we  do  not  have  these  bids  isn't  it  fair  to  assume 
that  we  will  buy  as  low.  as  we  can?  We  might  pay  a  higher  pria 
sometimes,  but  we  wouldn't  do  it  very  often. 

Mr.  TiNCHER.  The  small  elevator  man  in  Mr.  Pumell's  hom^ 
county  does  not  sell  any  options,  does  he  ? 

Mr.  Reynolds.  He  is  a  hard  proposition.  He  digs  aU  the  way  u| 
to  the  top. 

Mr.  TiNCHER.  He  does  not  sell  options,  does  he  ? 

Mr.  Reynolds.  I  think  you  have  one  who  does  pretty  strongly. 

Mr.  TiNCHER.  In  Mr.  Pumell's  home  county  there  is  not  a  man  to 
day  buying  and  selling  wheat  who  is  in  the  elevator  business,  that 
sells  options  in  Chicago,  is  there?  Does  not  the  man  in  his  count] 
who  sells  any  wheat  get  paid  for  it,  that  goes  to  millers? 

Mr.  Reynolds.  Mr.  Pumell's  home  town  has  a  strong  competitoi 
of  ours.  We  have  an  elevator  6  miles  from  him,  and  he  is  one  of  thi 
hardest  competitors  I  know  of.  I  do  not  know  how  he  fixes  thi 
price,  whether  Mr.  Pumell  helps  him  or  not,  but  he  pays  pretty 
strong  prices  at  times. 
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(lentlemen  of  tlie  committee,  I  have  drawD  this  out  longer  than  I 
Lad  expected,  though  it  is  because  a  good  many  questions  have  been 
asked.    Is  there  anything  else? 

The  CsAiKAi^iq^.  Mr.  HulingSj  do  you  wish  to  ask  any  questions? 

Mr.  HxTLJiYOS.  Do  you  know  it  is  a  fact  that  in  almost  every  town 
in  the  whole  cormtry  you  will  find  a  place  where  there  is  a  bunch 
of  fellows  like  those  you  referred  to,  sitting  around  and  watching 
a  blackboard,  in  a  bucket  shop.  I  want  to  ask  you  whether  you  be- 
lieve that  those  people  who  are  sitting  there  simply  gambling  on  the 
prices  of  these  :f ood  products  perform  any  valuable  f uhction  in  the 
trade. 

Mr.  Rexi^tol^ds.  I  would  like  just  to  complete  my  testimony  as 
chairman  of  the  legislative  committed  rifirht  on  that  point,  and*  will 
quote  from  a  personal  experience.  I  have  never  believed  that  the 
ticker  and  the  blackboard  in  the  small  coimtry  towns,  were  a  desirable 
proposition. 

\Jr.  TrKCHsai-  ^Why  deprive  the  small  country  town  of  it  and  give 
it  to  the  larger  town  ? 

ilr.  Reyntou^s.  Oh,  well,  in  the  large  towns,  where  you  have  col- 
lected the  other  brigands  and  thugs  maybe  it  is  a  different  thing. 
But  in  our  perfectly  respectable  vQlages  and  towns  in  my  country 
I  have  doubted  very  seriously  the  need  of  the  function  that  they 

perform. 

lir.  HxiDiNGS.  Well,  do  you  think  that  they  really  perform  any 
valuable  function  in  the  trade  at  all? 

Mr,  Re-t^olds.   It  has  never  been  apparent  to  me. 

Mr.  HuLiNGS.  If  that  is  true,  and  1  thi^k  it  will  be  generally 
admitted  that  these  bucket  shops  are  a  nuisance  and  a  great  injury 
to  the  country,  isn't  there  any  way  by  which  that  kind  of  thing  can 
be  stopped,  and  isn't  that  what  the  farmers  are  kicking  about  more 
than  anything  else  ? 

Ifr.  KEYNorj>s.  I  have  never  been  able  to  see  any  reason  why  the 
speculator  who  wants  quick  action,  wants  to  get  action  upon  the 
Wackboard,  should  have  the  direct  wire  to  carry  his  desires  to  the 
<"entral  point  to  get  them  executed;  why  he  should  have  that  ad- 
vantage over  me  when  I  want  to  sell  a  thousand  bushels  of  cash 
jrrain.  I  am  si>eaking  from  my  own  personal  observation.  I  have 
never  been  able  to  see  why  that  through  service,  instanter,  Johnny- 
on-the-spot,  w^e-have-sold-at-69-get-quick-action  business  should  go 
on,  while  Reynolds  has  to  send  his  over  the  commercial  wire,  and 
during  the  past  few  years  be  anywhere  from  a  few  minutes  to  six 
days  to  get  a  response,  and  all  the  while  the  other  fellw,  the  specu- 
lator who  has  a  direct  wire,  is  enabled  to  get  quick  action. 

The  Chairman.  Can  not  Reynolds  use  the  same  wire  the  other 

fellow  doesf 

Mr.  Retnouds-  Well,  if  I  am  selling  cash  grain  I  do  not  go  to 
the  village  blackboard  to  sell  my  cash  grain.  I  go  to  the  W^tem 
Tnion  or  the  Postal  Telegraph  office  and  file  my  message  to  be  sent 
to  the  broker.  Five  weeks  ago  one  morning  we  undertook  to  accept 
on  15  cars  of  com,  and  on  account  of  slow  telegraph  service  our 
message  did  not  get  through  until  20  minutes  past  the  opening,  and 
then  com  was  down  5  cents  a  bushel,  and  it  did  not  go  back  any 
more,  and  we  lost  5  cents  a  bushel  on  the  corn.  Therefore  I  sa^  I 
have 'for  a  long  time  doubted  the  real  wisdom  of  a  few  direct  wires 
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to  headquarters  and  the  seller  of  cash  stuff  haying  to  send  his 
over  the  commercial  line. 

Mr.  McLaughlin  of  Nebraska.  We  agree  with  you,  Mr.  Reynolds^ 
and  it  is  the  other  fellow  that  we  are  after. 

Mr.  TiNCHER.  There  is  no  use  of  giving  the  big  outfit  at  Chicago 
any  license. 

Mr.  Reynolds.  I  am  here  trying  to  give  this  committee  any  seirvice 
I  can. 

Mr.  McLaughlin  of  Michigan.  You  spoke  of  those  elevator  xnen 
who  find  it  necessary  to  wire  or  telephone  somebody  to  see  if  that 
somebody  will  buy  or  sell. 

Mr.  Reynolds.  Yes,  sir.  If  I  am  taking  advantage  of  my  card 
bidrf  I  must  do  it  by  telegrapB.  If  I  want  to  go  around  the  comet 
to  a  bucket  shop  and  simply  say:  Sell  for  future,  and  hedge  it  in 
that  way,  all  right.  But  where  I  am  selling  cash  grain  I  make  out 
my  telegram  and  send  it  in  the  regular  commercial  way. 

Mr.  McLaughlin  of  Michigan.  You  have  to  find  somebody  wlio  is 
willingto  take  the  other  end  of  the  transaction  ? 

Mr.  Keynolds.  Yes,  sir. 

Mr.  HuLiNGs.  You  never  sell  options  and  you  never  sell  puts  oi 
calls.     You  sell  futures? 

Mr.  Reynolds.  Well,  in  ninety-nine  cases  out  of  one  hundred  I  sol] 
actual  grain  on  hand  for  shipment. 

Mr.  HuLiNGS.  But  if  vou  make  a  hedge — and  you  say  you  have  <iorn^ 
that? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  HuLiNGS.  If  you.do  make  a  hedge,  you  do  not  buy  a  put  but  yoii 
sell  a  future. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  HuLiNGS.  And  it  implies  an  actual  delivery  of  the  grain  ? 

Mr.  Reynolds.  Yes,  sir.  Do  you  know  there  is  quite  a  diflferexici 
between  an  option  and  a  put  or  call?  I  can  go  in  and  for  a  stipulated 
amount  of  money  ask  Mr.  Haugen  how  much  he  will  charge  me  tc 
furnish  10,000  bushels  of  wheat  to  carry.  He  will  say  $10.  All  rigfb ti 
I  have  paid  my  $10,  and  if  the  market  goes  up  and  I  want  the  w^liea^ 
he  must  furnish  it.  That  is  a  call.  On  the  other  hand,  if  I  say,  '*  IMCri 
Haugen,  how  much  will  you  charge  me  to  put  500  bushels  of  vv-heal 
to-morrow?  "  He  may  say  $500.  And  if  to-morrow  the  market  i^ 
lower  I  put  the  wheat  over  to  Mr.  Haugen  and  he  has  the  $500. 

Mr.  TiNCHER.  According  to  the  laws  of  the  State  of  Indiana  tli^ 
bucket  shop  is  outlawed,  isn't  it? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  The  Chicago  Board  of  Trade  operates  bucket  shopj 
on  the  ground  that  they  are  doing  an  interstate  business  and  not  con 
jflicting  with  the  business  of  the  State  of  Indiana  ? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  TiNCHER.  Are  you  in  favor  of  that  law,  the  one  that  you  no\^ 
have  in  the  State  of  Indiana  ? 

Mr.  Reynolds.  We  are  not  even  conscious  of  its  operation. 

Mr.  TiNCHER.  It  can  not  be  effective,  because  the  Chicago  Roa.r^ 
of  Trade  operates  interstate. 

Mr.  Reynolds.  What  the  Indiana  law  contemplates  is  to  prexreni 
the  bucket  shop.  There  is  quite  a  difference  between  the  bucket  shot 
and  selling  options.  ' 
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Mr.  TiNCHER-  Well,  the  biggest  bucket  shop  in  the  world  is  in 
Chicago. 

^Ir.  Rex^ouds.  Eeally,  what  the  Indiana  law  does  is  to  prevent 

>ucket  shops.     I  look  at  a  blackboard  and  see  wheat  is  59  and  I  say 

sell  10,000  Dushels  and  it  is  sold.    Under  the  law  if  J  go  in  and  say, 

hJI  for  me  10,000  bushels  of  wheat  at  59 j>,  they  wire  Chicago,  and  if 

they  find  a  taker  it  is  sold,  otherwise  not.    That  is  the  difference. 

^r.  TiiYCMKR.  Every  bushel  of  wheat  was  sold  14  times  before  it 
was  thrashed  this  year.  That  was  sold  in  Chicago  instead  of  down 
in  your  little  town  in  Indiana ;  and  that  is  the  bucket  shop  I  am  after. 

Sir.  Rbt^oli>s.  I  condemn  unnecessary  selling  as  much  as  you  do. 

Mr.  Ti^cHBR.  All  right.    We  are  agreed. 

Mr.  Kex^olj>6.  Anyuiing  more  i 

The  Chairman.  Mr.  Voigt,  have  you  any  questions? 

Mr.  VoiGT.  Do  you  get  bids  every  business  day  in  the  year? 

Mr.  Rfi'TNOLDB.  Yes,  sir. 

Mr.  Voicrr.  How  long  are  those  bids  open  for  acceptance? 

Mr.  Keyuoujs.  You  know  our  day  closes  now  at  1  o'clock  in  the 
afternoon  or  2  o'clock,  and  by  that  time  we  get  in  our  telegraphic 
reports.  Let  us  say  that  we  are  getting  ready  to  bid  to-morrow. 
First  of  all,  we  are  likely  to  get  some  telegraphic  bids  this  afternoon — 
not  for  the  opening  of  the  market  at  Chicago  at  9.30  o'clock  and  down 
east  it  is  10.30,  because  the  Chicago  market  controls. 

Now,  maybe  I  wiU  get  half  a  dozen  telegraphic  bids  for  wheat 
or  com,  not  until  9.30  to-morrow  morning,  acceptance  to  be  at  desti- 
nation. Then  the  mail  will  bring  me  in  bids  that  have  been  put  in 
at  Indianapolis  possibly.  I  get  New  York  bids  by  wire  instead  of  by 
<:ard,  as  I  told  you.  I  have  my  bids  all  in,  and  I  must  get  my  bids  in 
Jiefore  the  opening  of  the  market,  presuming  that  if  I  sell  10,000 
bushels  of  wheat  I  will  have  the  bids  in  complete  before  the  market 
opens. 

Mr.  VoiGT.  Is  it  your  custom  to  accept  one  of  those  bids  you  get 
■>efore  the  opening  of  the  market?  *■ 

ilr.  KcrrNoiJ>8.  Not  always.  It  quite  often  happens  when  I  get 
telegraphic  bids  in  the  afternoon  that  I  feel  I  ought  to  sell  on  the 
«n»unt€r  at  a  higher  price.    It  is  always  open  barter. 

Mr.  VoiGT.  I  am  asking  you  these  questions  to  determine  why  it  is 
necessary  for  you  to  hedge  if  you  have  the  market  every  day. 

Mr.  Retxoldb.  I  do  not  hedge.  I  sell  cash  stuff.  But  I  say  that 
people  ^vho  make  bids  to  me  claim  they  can  not  make  those  bids  unless 
they  can  hedge. 

Sir.  VoiOT.  You  think  that  hedging  ought  to  be  permitted  to  the 
•»ther  fellow? 

Mr.  Rbynolds.  I  get  the  benefit  of  the  hedging  because  the  other 
if-Uow  says  he  can  not  bid  unless  he  does  hedge. 

Mr.  HxTTCHiNsoN.  Are  you  a  member  of  any  exchange? 

Mr.  REYNOLDS.  No,  sir.  We  have  the  privilege  on  the  Buffalo 
<  V>m  Exchange,  which  means  that  we  can  ship  com  to  Buffalo  and 
n?ship  it  out  of  Buffalo  before  it  arrives  there  to  one  of  the  customers. 
But  we  have  no  membership. 

ilr.  Htttchinson.  Do  you  know  anything  about  the  rules  and  regu- 
i^itions  of  the  exchanges? 

Mr.  Retnom)8.  I  think  I  do.    I  think  I  know  all  of  them. 
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Mr,  Hutchinson.  Do  you  ever  sell,  yourself,  for  delivery  in  future 
months  ? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Hutchinson.  For  instance,  if  I  wanted  five  cars  a  week  for 
10  months,  would  you  sell  that  way  ? 

Mr.  Eeynolds.  Yes;  we  often  do  that. 

Mr.  Hutchinson.  How  do  you  protect  yourself? 

Mr.  Reynolds.  Ordinarily  that  is  wheat  that  we  have  on  hand  or 
near  by.  If  wheat  is  moving  rapidly  we  may  get  in  50,000  bushels 
of  wheat  a  day  in  our  elevators.  If  we  get  50,000  bushels  to-day  it 
is  fairly  to  be  assumed  we  will  get  at  least  30,000  bushels  to-morrow. 
If  I  have  an  order  for  40,000  bushels  of  wheat  I  will  sell,  and  it  is 
fairly  to  be  assumed  I  will  get  it  in  to-morrow.  The  reason  I  may 
have  sold  wheat  for  May  is  this,  that  I  can  get  all  it  cost  me  to  carry 
it  and  a  little  more.  The  cost  of  carrying  this,  interest  and  storage, 
is  about  3  cents  a  bushel.  I  might  have  an  empty  elevator  out  here, 
and,  as  it  is  worth  3  cents  a  bushel  to  carry  it  until  May,  if  I  do  not 
carry  the  grain  I  get  nothing  out  of  the  use  of  the  elevator.  If  t 
carnr  the  grain  I  do  get  that. 

Mr.  Hutchinson.  Most  people  in  the  business  do  that  by  hedging, 
don't  they  ? 

Mr.  Reynolds.  Yes,  sir;  by  hedging.  We  have  hedged.  There 
have  been  times  we  have  hedged,  just  as  the  gentleman  said  on 
yesterday,  because  cash  conditions  were  not  such  that  we  could  sell^ 
and  because  we  could  sell  an  option  at  a  higher  price  than  we  could 
sell  for  cash  delivery.  That  happens,  but  it  is  very  rare  that  we 
hedge.    I  have  not  had  but  one  hedging  deal  for  over  a  year. 

l£r.  Hutchinson.  It  is  frequent  that  hedging  charges  are  put  on 
the  option? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Hutchinson.  For  instance.  May  com  is  five  cents  a  bushel 
higher  than  cash  com. 

Mr.  ReynoAs.  Yes,  sir'.  •  Often  corn  for  the  middle  of  the  montl? 
is  five  or  six  cents  higher  than  for  cash.  That  shows  that  somebod^i 
expects  a  pinch  in  com  at  the  end  of  the  month  and  the  price  wil) 
be  higher. 

Mr.  Hutchinson.  The  board  of  trade  does  not  do  any  buying 
or  selling  at  all,  does  it? 

Mr.  Reynolds.  A  board  of  trade  is  only  an  aggregation  of  mem^ 
bers,  and  each  member  acts  on  his  own  volition  within  the  rules  prei 
scribed  by  the  board. 

Mr.  Hutchinson.  Suppose  I  have  10,000  bushels  of  May  com,  oi 
that  I  buy  that  number  of  bushels  from  a  member  of  an  exchange 
Does  he  have  to  deliver  that  corn  to. me  sometime  in  May? 

Mr.  Reynolds.  You  are  buying? 

Mr.  Hutchinson.  Yes. 

Mr.  Reynolds.  You  have  to  be  prepared  to  accept  that  com  and  t< 
pay^  cash  for  it  on  the  last  day  of  the  month  in  which  the  sale  ii 
made. 

Mr.  Hutchinson.  You  can  demand  it  every  time. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Hutchinson.  Getting  back  to  bucket  shops,  a  great  many  o\ 
these  bucket  shops  are  not  responsible  at  all. 
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Mr.  Reynolds.  No,  sir.  Bucket  shop  is  not  exactly  the  right  name 
to  apply.  There  are  very  few  bucket  shops  now.  These  are  com- 
mission men,  and  if  the  trade  is  based  on  a  legitimate  deal,  according 
to  the  rules,  the  buyer  at  the  other  end  is  responsible,  and  the  mere 
operator  is  responsiole  for  the  margin  you  may  put  up  with  him.  He 
will  demand  a  margin  from  you.  If  you  sell  10,000  bushels  of  wheat, 
he  will  probably  demand  a  margin  of  $1,000,  and  if  he  is  dishonest 
he  pockets  your  $1,000  and,  like  tne  farmer-manager  spoken  of  yester- 
day-, decamps  with  your  money.  But  if  he  passes  the  order  in  to  the 
board  of  trade  you  are  protected  to  the  extent  of  the  buyer  being  able 
to  pay,  plus  the  deposit  he  has  made  in  the  shape  of  his  membership, 
which  represents,  in  Chicago,  about  $10,000.  I  think  that  is  what 
they  are  worth  now. 

Mr.  HiTTCHiNsoN.  When  a  man  joins  an  exchange  like  that  he  is 
supposed  to  be  reliable. 

Mr.  Setko]j>8.  Yes,  sir. 

Mr.  HtrrcHTNsoN.  And  must  live  up  to  his  contracts. 

Mr.  Setkolds.  Yes,  sir;  usually  tney  do.  There  have  been  very 
few  failures  to  pay  within  the  last  number  of  years. 

Mr.  HuTCHLiNsoii.  And  if  they  do  not  they  are  expelled  from  the 
exchange. 

Mr.  Kktkolds.  Yes,  sir. 

Mr.  HrrrcBiNsoN.  The  exchange  is  not  at  fault  for  any  of  these 
gambling  transactions? 

Mr.  Retkoids.  No,  sir ;  the  exchange  itself  is  not.  It  is  }ust  an 
assemblage  of  men. 

Mr.  HxjTCHiNSOK.  Well,  we  are  trying  to  pass  legislation  to  regu- 
late that.    That  is  all  I  wish  to  add. 

Mr.  PcBNixii.  The  smaU  elevator  man  buys  frequently  from  the 
producer,  who  needs  money  before  even  his  crop  is  raised? 

Mr.  Retnolds.  Oh,  yes. 

Mr.  PtrnxBix.  How  does  the  average  country  elevator  man  protect 
himself  against  that  purchase? 

Mr.  Rkykou>s.  We  quite  often  have  $150,000  or  $200,000  out  to 
fanners,  particularly  on  their  summer  crop  of  wheat,  which  is  the 
short  time  for  money,  being  in  May  and  June.  They  may  come  in 
and  sell  us  their  ^am. 

Mr.  PuKNELii.  Do  they  sell  it  to  you  at  a  fixed  price? 

Mr.  Reynou>8.  There  are  two  ways;  ordinarily  we  buy  it  at  the 
price  at  time  of  delivery  and  advance  them  money.  It  is  a  contract 
that  we  enter  into  and  we  advance  them  money,  and  they  pay  us 
interest  on  the  money  advanced,  and  at  the  time  of  sale  they  get 
the  contract  price.  There  are  a  large  number  of  farmers  who  are 
speculators  and  want  to  sell  at  a  fixed  price.  We  enter  into  a  con- 
tract with  them  at  a  fixed  price,  and  then  we  sell. 

Mr.  HxrroHiNsoN.  In  reference  to  bucket  shops;  Armour  has  a 
branch  office  down  here  at  Washington.  That  is  just  as  good  as 
a  matter  of  trading  as  though  you  were  at  the  Chicago  Board  of 
Trade? 

Mr.  Reynoids.  Yes,  sir. 

Mr.  Hutchinson.  But  the  fellow  who  starts  a  bucket  shop  is  not 

resjponsible  at  all. 

Mr.  Retnoids.  No;  but  a  man  who  is  able  to  buy  a  membership 
»n  the  Chicago  Board  of  Trade,  and  to  lease  a  wire  from  a  telegrapti 
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company,  can  go  out  in  a  city  where  it  is  not  prohibited  and  open  a 
so-called  bucket  shop,  into  which  you  can  walk,  say  in  at  this  door 
here,  and  find  on  a  blackboard  the  price  and  say :  Book  me  so  much. 
That  man  must  have  something.  JBut  in  case  of  another  man,  he 
may  have  no  communication  with  Chicago.  That  is  a  bucket  shop 
pure  and  simple  and  ought  not  to  exist  anywhere  in  the  world. 

Mr.  HuLiNGS.  That  is  where  an  operator  simply  buckets  an  order. 
He  takes  an  order  and  buckets  it  and  the  other  fellow  pays  it. 

Mr.  Reynolds.  Yes,  sir.  I  may  come  in  to-day  and  buy  and  to- 
morrow they  close  out,  and  that  is  all  there  is  to  it. 

The  Chairman.  Is  he  a  member  of  a  board  of  trade? 

Mr.  Reynolds.  Well,  we  can  conceive  of  a  condition  where  he  is 
not  a  member.  But  as  a  means  of  protection  he  usually  has  been  a 
member,  and  as  soon  as  the  transaction  is  closed  he  hed^  in  Chi- 
cago.   He  is  a  man  who  has  dealt  and  he  wants  to  hedge  it. 

The  Chairman.,  As  a  general  thing  are  they  operators  on  a  board 
of  trade  ? 

Mr.  Reynolds.  Oh,  yes,  sir.  I  do  not  know  to-day  of  any  right 
out  plain  bucket  shops  anywhere.  We  spoke  of  them  as  buciet 
shops  in  the  80's  and  90's,  where  they  did  not  have  any  connections 
at  all.  I  have  known  a  bucket  shop  with  wires  in  the  room  where 
the  blackboard  was,  but  that  only  led  into  the  next  room  and  never 
did  go  out  anywhere.    I  know  of  nothing  like  that  now. 

Mr.  Hutchinson.  Suppose  I  buy  com  to  be  delivered  at  my  place, 
and  if  I  buy  from  Chicago  it  must  be  delivered  on  my  demand? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  HxTTCHiNsoN.  That  is  the  value  of  the  exchange. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Hutchinson.  Suppose  I  buy  from  somebody  who  is  not  a 
member  of  an  exchange,  I  may  not  get  my  corn. 

Mr.  Reynolds.  You  would  not  have  anything  but  that  man^s 
promise  about  it.  In  the  other  way,  if  a  man  does  not  live  up  to 
his  contract  he  is  expelled  from  the  exchange.  Exchanges  have  a 
good  many  elements  of  honesty  and  protection  about  them  that  are 
overlooked.  I  do  not  see  how  we  could  carry  on  this  great  complex 
grain  business  without  them.  * 

Mr.  Hutchinson.  Do  you  suppose  that  a  mill  grinding  250,000 
bushels  of  wheat  a  day  could  run  for  any  length  of  time  without  ex- 
changes? 

Mr.  Reynolds.  WelL  I  do  not  know  of  any  miller  but  what  hedges. 

Mr.  Hutchinson.  What  is  that? 

Mr.  Reynolds.  I  do  not  know  of  any  millers  who  do  not  hedge. 
They  always  do  that. 

Mr.  Hutchinson.  They  could  not  run  very  long  without  doing 
that. 

Mr.  Reynolds.*  No,  sir. 

The  Chairman.  You  have  given  this  matter  a  good  deal  of 
thought.  In  your  opinion  is  it  possible  to  draft  a  bul  that  might 
legalize  hedging — and  I  understood  that  you  were  for  hedging — and 
yet  prohibit  gambling  or  speculation? 

JVlr.  Reynolds.  If  any  waj  could  possibly  be  arrived  at  to  eliminate 
wild-cat  speculation,  if  it  is  possible  to  ao  that,  it  certainly  is  de- 
sirable. And  the  man  who  would  advocate  otherwise  it  seems  to  me 
would  be  a  knave,  because  it  is  a  useless  function,  and  I  can  not  see 
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where  it  serves  anybody  any  more  than  a  mere  game  of  poker  played 
tt^ross  the  table. 

Mr.  McKiNi^T.  I  do  not  think  you  answered  the  Chairman's  ques- 
tion-   He  asked  you  if  you  could  draft  a  bill  that  would  stop  it. 

The  Chaikman.  You  have  given  this  matter  much  thought.  Do 
you  believe  it  possible  to  draft  a  bill  that  will  permit  hedjsing  to  con- 
tinue, to  sift  out  the  good  things  and  prevent  the  others? 

Mr.  Ketnou)8.  I  do  not  believe  it  is.  There  were  two  dozen  of  us 
handed  together  10  or  12  years  ago,  and  we  made  up  our  minds  if 
possible  to  spring  on.  the  public  a  surprise  in  the  shape  of  a  bill  that 
would  meet  the  situation,  and  that  we  would  get  the  benefit  of  it. 
We  very  carefully  considered  the  matter,  but  we  have  finally  given 
up  any  discussion  of  aPf Ian,  frankly  admitting  that  we  do  not  see 
what  *can  safely  be  done.  To  determine  that  a  man  will  be  assessed 
10  per  cent  would  call  for  policing  that  would  cost  too  much  for  the 
<Tovemment  to  undertake  it. 

ilr.  McLaughlin  of  Michigan..  Is  there  any  rule  that  would  re- 
quire delivery  at  the  end  of  the  transaction  if  delivery  were  de- 
manded ? 

Mr.  Retnolds.  Do  you  mean  that  I  must  carry  out  every  contract 
1  make,  r^ardless  of  what  may  happen  ? 

Mr.  McCaughlin  of  Michigan.    Yes. 

Mr.  Rbtxolds.  Well,  in  attempting  to  answer  let  us  take  a  con- 
crete case.  L<et  us  suppose  that  I  sell  10,000  bushels  of  wheat  for 
May  delivery,  and  that  I  either  have  the  wheat  or  have  it  in  hand, 
but' in  the  meantime  my  elevator  bums  down;  what  am  I  to  do? 

Mr.  McLiAnoHijiN  of  Michigan.  You  could  get  the  wheat  some- 
where else. 

Mr,  Retnolds.  Then  I  must  attempt  to  go  somewhere  and  buy 
that  wheat 

Mr.  Hutchinson.  You  sell  on  grade,  don't  vou  ? 

Mr.  Reynolds.  Yes,  sir;  on  grade  or  sample.  If  we  have  wheat 
on  hand  and  it  has  any  inherent  defects,  or  if  it  is  of  good  quality, 
we  sell  it  on  sample  and  ^et  the  benefit  of  it. 

Mr.  McLaughlin  of  Michigan.  Is  delivery  permitted  of  a  dif- 
ferent grade  than  that  contracted  for? 

Mr.  Reynolds.  Yes,  sir. 

The  C^L^iKMAN.  Can  you  give  the  committee  the  number  of  grades 
deliverable  on  contract? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Reynoij>8.  Confine  yourself  t^  the  Chicago  market  and  tell 

OS. 

Mr.  Reynolds.  On  the  Chicago  market  if  you  sell  on  option  you 
can  deliver  five  different  grades,  which  fixes  the  market  difference. 

The  Chaibman.  Do  you  state  that  that  is  the  limit  of  the  number 
of  crrades  deliverable  on  the  contract? 

Mr.  Reynolds.  Well,  it  is  limited  to  five,  I  think. 

The  Chairman.  I  want  to  know.  There  is  a  great  deal  of  conten- 
tion about  that.  Some  of  use  have  heard  it  said  that  there  are  34 
mdes,  and  some  ssLy  24  grades,  and  some  say  5  grades,  and  some  say 
•J  orrades.  I  would  like  this  committee  to  know.  My  understanding 
is  that  you  can  deliver  any  grade;  that  is,  I  mean  two  or  three  grades 
np  or  ciown.    There  are  three  classes  and  nine  grades  in  each  class^  as 
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I  understand  it,  and  you  can  deliver  any  of  them  on  a  contract,  as  I 
understand  it, 

Mr.  BxsYNOLDS.  I  would  like  Mr.  Quinn  to  explain  that. 

Mr.  QmKK.  I  think  there  are  about  20  grades  deliverable  on  a 
contract.    Mr.  Gates  is  here  and  he  can  tell  you  exactly. 

The  Chairman.  I  want  the  committee  to  know  exactly. 

Mr.  Quinn.  I  think  the  purpose  of  that  rule  was  to  prevent 
corners. 

The  Chairman.  I  am  not  talking  now  about  corners  but  the 
number  of  grades  deliverable  on  a  contract,  whether  5^  or  50.  We 
ought  to  know,  and  there  ought  to  be  some  limit  somewhere.  As 
you  will  recall,  when  we  had  our  hearings  before,  the  complaints 
of  millers  and  spinners  were  that  instead  of  ^tting  the  grade,  con- 
tracted for  something  else  was  delivered.  The  spinner  wants  to 
get  the  grade  of  cotton  he  contracted  for,  and  the  miller  wants  to 
^t  the  grade  of  wheat  he  contracted  for.  I  think  the  most  of 
me  complaints  come  from  that  sort  of  thing. 

Mr.  QtTiNN.  Of  course,  the  lower  grades  are  deliverable  only  at  a 
discount. 

The  Chairman.  I  am  thinking  also  of  the  discount.  That  was 
brought  out  in  our  hearings.  We  know  something  about  manipula- 
tion of  grades.    Can  you  state  the  difference? 

Mr.  Ketnoids.  No,  sir;  I  can  not  state  that.  The  grain  grades 
act,  in  whichj  you  had  a  large  hand  yourself,  has  proven  of  great 
benefit,  and  yet  it  does  not  Silly  control  on  account  of  war  condi- 
tions, or  has  not  done  so,  although  I  am  inclined  to  believe  that  tlie 
grain  grades  act  has  already  improved  the  situation  to  the  farmer 
and  to  everybody. 

The  Chairman.  As  I  understand  it  the  standardization  act  has 
very  materially  reduced  the  manipulation  of  grades. 

Mr.  Reynolds.  Yes,  .sir.  I  have  no  apprehension  of  trouble  with 
grades  any  more  like  I  used  to  have,  it  used  to  be  a-  big  problem, 
but  I  do  not  have  those  problems  any  more. 

The  Chairman.  Contracts  are  made  now  subject  to  Federal  in- 
spection? 

Mr.  Reynolds.  Yes,  sir.  Sometimes  there  is  a  little  crookedness, 
but  such  cases  are  very  rare. 

The  Chairman.  I  understood  you  to  say  if  exchanges  were  wiped 
out  it  would  practically  wipe  out  the  grain  man  or  cripple  him  very 
much  at  least. 

Mr.  Reynolds.  I  can  not  cMiceive  how  we  could  carry^  on  the 
business  if  you  wipe  them  out.  Of  course,  there  would  likely  be 
some  way  devised  tor  this  stujff  to  be  moved,  though  I  do  not  know 
how.  It  would  take  quite  a  while  to  substitute  something;  and  in 
the  meantime,  what? 

The  Chairman.  Live  stock  moves  without  exchanges? 

Mr.  Eeynolds.  Yes,  sir. 

The  Chairman.  And  sales  are  made  for  future  delivery  of  live 
stock  as  well  as  of  grain. 

Mr.  Reynolds.  Yes.  But  there  are  so  many  elements  of  difference 
between  the  two — ^well,  I  will  say  that  I  am  not  able  to  conceive  of 
any  way  to  handle  the  business  without  having  central  places  to 
conduct  the  grain  business  similar  to  the  exchanges.  I  often  find 
now,  with  all  the  sources  of  information  I  have  at  my  command,  tliat 
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I  ship  grain  1,000  miles  that  I  could  better  have  sold  100  miles  from 
my  place. 

llie  Chairman.  The  feeling  in  general  among  grain  dealers  in  my 
country  is  that  exchanges  are  of  great  value. 

Mr.  «£TNOLD8.  Yes,  sir. 

The  Chairmak.  And  no  one  has  gone  so  far  as  to  say  it  would 
cripple  them  in  their  business.  I  believe  hedging  is  of  great  value 
to  the  smaller  farmer  and  dealer.  I  do  not  understand  they  would 
cripple  the  business  entirely. 

Mr.  Ketnoij)8.  I  can  not  get  away  from  that  belief,  Mr.  Haugen. 
I  have  tried  to  conceive  it. 

Mr.  Dickinson  of  Iowa.  I  would  like  to  ask  a  question  or  two  if 
I  may,  Mr.  Chairman. 

The  Chairman.  Mr.  Dickinson,  the  author  of  H.  R.  14654,  one  of 
the  bills,  will  ask  some  questions. 

Mr.  DtCKiNsoN.  If  we  were  to  preserve  hedging  or  future  sales  for 
60  days  but  for  actual  delivery,  don't  you  thii3c  the  exchanges  would 
be  kept  intact  to  perform  the  functions  you  have  suggested  ? 

Mr.  Rbtnolds.  First  I  will  say  that  I  would  extend  the  time  for 
at  least  90  days,  because  our  periods  of  crop  production  are  such 
that  60  days  is  too  short.  And  we  have  transportation  delays  from 
West  to  Bast  so  that  it  takes  too  much  time  for  only  60  days.  They 
did  fonction  on  cash  grain  for  a  while  during  the  war,  but  it  was 
claimed  there  that  they  always  had  behind  them  that  governmental 
sauervision  that  enabled  them  to  do  it.    I  do  not  know. 

Mr.  Dickinson.  Government  restriction  of  wheat  ended  May  30. 

Mr.  Reynolds.  Yes. 

Mr.  Dickinson.  And  future  trading  did  not  begin  on  the  ex- 
changes until  July  15.  During  that  tune  there  was  only  a  varia- 
tion of  about  7  cents  a  bushel  in  wheat. 

Mr.  Reynolds.  Yes,  sir. 

Mr.  Dickinson.  After  future  trading  began  there  was  a  variation 
of  more  than  30  cents  a  bushel  in  two  weeks.  Can  you  explain  that 
situation  ? 

Mr.  Reynoijw.  Well,  I  can  explain  it  probably  in  this  way,  or 
that  situation  is  susceptible  to  the  drawing  of  two  conclusions :  First 
of  all  it  shaped  the  activity  introduced  into  the  market  by  the  option 
tradine^ — and  whether  for  s;ood  or  bad  let  us  not  discuss.  It  avoids 
everything  I  have  said  mi^t  be  dangerous  in  not  being  able  to  deal 
in  any  way  except  in  cash  grain.  Up  to  that  time  we  dealt  only  in 
oish  wheat.  After  that  time  we  introduced  elasticity  into  the  mar- 
kets, and  if  the  markets  had  gone  up  you  will  see  what  it  would  have 
done.  There  might  have  been  some  condition  that  would  have  brought 
it  up.  To  the  consumer,  if  it  brings  wheat  down  30  cents  a  bushel, 
it  is  a  good  thing;  but  if  it  goes  up  30  cents  a  bushel,  he  says  it 
is  bad  and  the  farmer  says  it  is  good.  I  see  a  danger  in  dealing 
only  in  cash  grain.  ^  There  should  be  elasticity.  I  think  when  they 
had  no  option  trading  perhaps  the  stuff  stayed  nearer  commercial 
prices,  or,  I  mean,  a  commercial  basis ;  and  as  proof  of  this  it  has 
not  gone  up  to  the  old  basis  since.  I  can  not  believe  that  the  Board 
of  Trade  was  wholly  responsible  for  it.  I  think  that  knowing 
eveiy^ing  else  had  to  stick  to  a  normal  price  it  was  naturally 
lower  than  the  war  time  price. 
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Mr.  Dickinson.  Do  you  believe  that  a  steady  or  a  fluctuating 
market  is  best  for  producer  and  consumer? 

Mr.  Reynolds.  A  stable  market.        % 

Mr.  Dickinson.  Do  you  believe  in  speculation  in  futures  by  which 
they  speculate  on  40  times  the  amount  of  actual  stuff  delivered  is 
conducive  to  a  steady  market  or  a  fluctuating  market? 

Mr.  Beynolds.  I  have  to  say  that  I  do  not  know.  I  believe  that 
the  only  answer  any  man  can  give  you  is  that  he  does  not  know, 
because  we  have  not  tried  it. 

Mr.  Dickinson.  Do  you  believe  that  the  Armour  grain  deal  had 
a  tendency  to  a  fluctuating  market  when  he  bought,  wheat  for 
Europe? 

Mr.  Reynou^s.  Naturally,  the  exportation  of  wheat  has  a  tendency 
to  advance  our  market  more  than  internal  trade.  As  long  as  wheat 
is  on  our  own  shores  it  is  here  for  our  consumption ;  as  soon  as  it 
leaves  our  shor^  and  we  get  money  for  it,  that  has  a  tendency  to 
strengthen  what  is  back. 

Mr.  Dickinson.  Are  you  acquainted  with  Mr.  Barnes? 

Mr.  Reynolds.  Oh,  yes;  I  was  on  his  board. 

Mr.  Dickinson.  Mr.  Barnes  said  that  the  price  of  export  wheat 
has  a  tendency  to  fix  the  price  of  wheat  for  local  consumption. 

Mr.  Reynolds.  I  think  that  has  been  Mr.  Barnes's  idea,  but  I 
have  always  claimed  that  in  normal  times  the  export  price  does  not 
fix  our  local  price. 

Mr.  Dickinson.  You  disagree  with  Mr.  Barnes  on  that  theory  ? 

Mr.  Reynolds.  I  want  to  qualify  that  this  much :  War  time  con- 
ditions may  warrant  Mr.  Barnes  saying  that.  But  in  time  of  peace 
I  do  not  believe  the  export  price  fixes  the  price  of  domestic  grain. 
You  must  remember  that  82  per  cent  of  our  com  never  leaves  the 
county  in  which  it  is  produced,  and  that  92  per  cent  never  gets 
out  of  the  State  in  which  it  is  produced. 

Mr.  Dickinson.  Do  you  believe  that  cost  of  production  is  taken 
into  consideration  in  the  method  by  which  the  price  of  grain  is 
fixed  at  the  present  time? 

Mr.  Reynolds.  No;  because  I  do  not  believe  the  cost  of  doing 
business  at  the  present  time  has  any  effect  at  all  on  anything.  I 
can  not  conceive  it. 

Mr.  Dickinson.  You  don't  think  it  makes  any  difference  whether 
the  farmer  makes  money  or  loses  money? 

Mr.  Reynolds.  Oh,  no ;.  I  do  not  go  that  far  at  all.  I  do  say  that 
all  laws  of  comparative  commercial  values  are  suspended,  and  that 
you  can  not  apply  one  single  normal  law  we  have  learned  to  busi- 
ness at  this  time.  That  is  the  reason  I  said  earlier  in  my  statement 
that  I  believe  the  important  thing  now  is  time,  that  is  the  essence 
of  the  situation;  and,  by  trying  to  pass  laws  which  will  not  likely 
become  effective  or  get  into  fuU  operation  or  be  understood  before 
the  situation  naturally  changes,  you  will  not  have  a  chance  to  prop- 
erly try  them  out. 

Mr.  Dickinson.  It  is  possible  under  the  present  system  for  a  man 
of  large  means  or  credit  to  fluctuate  the  market  up  and  down  by 
buying  futures,  isn't  it  ? 

Mr.  Reynolds.  I  think  that  is  accentuated  for  the  moment  by  the 
nervous  condition  of  the  people.    Everybody  wants  money  out  of 
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what  they  have  got.     They  can  rely  on  money,  but  caij  not  rely  on 
anything  else. 

Mr.  Dickinson.  Wouldn't  it  be  a  good  thing  to  limit  the  extent 
of  the  purchases  of  any  one  firm  at  any  one  time? 

Mr.  Reynolds.  I  have  always  believed  that  would  have  merit. 

Mr.  Dickinson.  Could  you  get  this  information  on  bids  from  any- 
body for  actual  delivery  if  future  trading  beyond  60  days  were  elimi- 
nated ? 

Mr.  Reynolds.  I  would  have  to  answer  that  in  this  way,  that  I 
do  not  know.  I  have  no  very  definite  information  about  it.  But 
we  have  at  the  present  time  a  state  of  affairs  that  is  very  unusual. 
The  consumer — and  when  I  speak  of  the  man  in  central  Virginia 
who  buys  his  feedstuffs,  cars  of  com,  he  is  a  consumer  to  us — -ne  is 
holding  off  from  day  to  day  until  the  last  bushel  is  out  of  his 
granary  because  he  thinks  there  are  going  to  be  lower  prices.  And 
he  is  justified  in  thinking  it,  because  prices  have  been  sliding  for  the 
last  six  months.  I  am  afraid  that  state  of  affairs  would  exist  to 
the  exclusion  of  open  bidding. 

Mr.  Dickinson.  The  present  market  conditions  has  a  tendency  to 
centralize  markets. 

Mr.  Reynolds.  There  is  an  open  question  as  to  whether  grain 
needs  to  go  to  Chicago  or  not.  There  is  an  open  question  as  to 
whether  it  needs  to  go  to  Omaha  or  not,  beyond  the  amount  for  their 
own  consumption.  On  the  other  hand,  to  what  point  should  it  go? 
It  must  go  to  some  place,  you  Imow,  between  the  producing  period 
and  the  consuming  period,  and  it  is  natural  for  it  to  get  to  the 
centers  on  account  of  railroad  transportation. 

ilr.  Dickinson.  Wouldn't  distributing  market  centers  instead  of 
the  present  system  of  centralized  markets  be  better? 

ifr.  Reynolds.  Aren't  our  markets  at  this  time  distributing 
markets?  Suppose  I  go  into  the  territory  I  live  in  and  concede 
that  to  be  a  distributing  territory,  because  there  are  so  many  millions 
of  bushels  of  grain  in  that  territory.  There  is  an  element  that  I  can 
not  control.  Suppose  I  build  elevators,  yet  I  can  not  build  trans- 
portation lines  to  meet  the  transportation  needs.  Transportation 
lines  to  carry  merchandise  to  their  natural  centers  are  the  natural 
trunk  lines  to  carry  grain  back. 

Mr.  Dickinson.  Isn't  it  true  that  speculation  in  futures  is  confined 
in  one  or  two  large  centers,  Minneapolis  and  Chicago  principally? 

Mr.  Reynolds.  The  transactions  are,  but  if  you  will  pardon  me,  I 
think  there  is  more  speculation  to-day  among  farmers  and  small 
people  sending  in  their  orders  than  all  others  combined. 

Sir.  Dickinson.  Suppose,  instead  of  having  these  big  centers  in 
which  speculation  can  take  place,  you  had  the  market  at  Wichita, 
that  Mr.  Tincher  spoke  of,  and  the  distributing  markets  out  among 
the  consumers.  I  suppose  your  Ballard  firm  are  millers  and  con- 
sumers of  wheat? 

Mr.  Reynolds.  Yes,  sir. 

Mr.  DjicKiNsoN.  Wouldn't  that  check  the  wildcat  speculation  that 
is  now  taking  place  at  Chicago  and  Minneapolis,  and  would  not  it 
tie  an  answer  to  your  contention  that  you  would  not  have  bids  that 
VQU  could  offer  your  patrons  there  a  certain  price  on  the  morning 
thev  went  to  sell? 
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Mr.  Reynolds.  I  feel  that  it  would  be  like  the  recent  wave  of 
crime  that  has  gone  over  the  country.  I  am  afraid  the  thugs  would 
soon  congregate. 

Mr.  Dickinson.  You  spoke  of  some  pernicious  practices  in  specu- 
lation at  this  time.    What  did  you  have  in  mind? 

Mr.  Eetnolds.  Mainly  that  of  men  with  money  and  without  con- 
cern for  their  fellowmen  or  anybody  else  and  who  are  willing  to 
throw  the  weight  of  their  money  in  there  to  produce  more  doUars 
to  themselves. 

Mr.  Dickinson.  Have  you  anything  to  say  along  the  line  that 
the  present  boards  of  trade  have  made  any  efforts  to  control  the 
men  you  speak  of? 

Mr.  Reynolds.  Yes ;  there  have  been  all  kinds  of  regulation  from 
time  to  time.  I  am  not  conversant  with  them  for  the  moment,  but 
I  think  that  75  per  cent  of  the  members  of  these  boards  of  trade  do 
not  go  beyond  reasonable  limits.  But  along  the  line  of  the  question 
of  Mr.  McLaughlin  of  Nebraska,  to  which  I  made  answer,  there  is 
a  difference  in  firms  handling  option  business  and  handling  cash 
business.  There  are  a  good  many  firms  who  formerly  did  nothing 
but  option  business,  but  who  have  gone  into  cash  business.  They  do 
all  branches.  You  can  ship  them  cash  grain  and  they  will  sell  it 
next  week,  or  they  will  take  your  option  to  buy  or  sell  in  the 
future.  There  are  a  few  concerns  in  the  country  that  have  no 
interest  in  that,  except  orders  they  can  get  from  their  cUents 
throughout  the  county.  In  order  to  get  them  they  send  out  litera- 
ture of  very  questionable  character.  And  if  I  wanted  to  make  one 
suggestion — and  I  would  not  like  to  have  may  name  to  it,  because  it 
might  look  silly  six  months  from  now — I  thmk  a  careful  censoring 
of  market  letters  to  the  country  would  be  a  fine  thing.  A  man  who 
can  write  a  fine  high-sounding  circular  and  send  it  out  and  tell  you 
that  to-da^  35  boatloads  of  wheat  left  New  York  for  Europe  and 
that  this  IS  the  time  to  buy  and  then  10  or  15  days  from  now  he 
will  advise  you  to  sell  wheat  because  25  boatloads  nave  arrived  from 
Europe — usmg  the  same  argument  that  he  used  last  week  to  put  the 
market  up  he  now  twists  around  to  bring  it  down,  is  a  bad  thing. 
And  the  unplucked  in  the  country,  perhaps  we  among  them,  do  not 
see  the  fallacy  of  the  whole  thing. 

Mr.  Dickinson.  Then,  in  your  judgment  do  not  you  believe  there 
are  enough  pernicious  practices  in  the  marketing  system  to  warrant 
this  committee  to  try  to  do  something? 

Mr.  Bbtnolds.  I  grant  you. 

Mr.  Dickinson.  If  you  were  permitted  and  the  exchanges  were 
permitted  to  deal  in  cash  grains  and  in  grain  to  arrive,  could  not  you 
and  they  under  those  conditions  continue  for  all  the  purposes  you 
suggested  ? 

Mr.  Reynolds.  I  would  have  to  answer  that  question  that  I  do  not 
know.  I  do  not  know  to  what  extent  the  maintenance  comes  from 
this  source.  I  believe  that  the  larger  part  of  the  maintenance  and 
the  inducement  to  the  men  that  operate  exchanges  comes  from  option 
dealing.    I  am  led  to  believe  that.    Now,  then,  I  do  not  Iniow. 

Mr.  Dickinson.  I  am  willing  to  stop  with  that. 

Mr.  Reynolds.  I  am  led  to  believe  that.  But  I  would  like  to  a,dd 
what  I  have  said  before,  I  am  afraid  to  try  to  substitute  a  cure  that 
might  be  worse  than  the  disease. 


FUTURE  TRADING.  63 

Mr.  Hutchinson.  In  reference  to  this  literature  sent  out,  you  do 
not  mean  to  say  that  the  grain  exchanges  send  out  anythfng  like  that, 
do  they? 

Mr.  KETNOLDa  Oh,  no. 

Mr.  Hutchinson.  Could  we  pass  a  law  to  prevent  anybody  from 
doing  that? 

Mr.  Reynoij>s.  I  do  not  believe  it  will  ever  be  possible  to  conduct 
grain  exchanges  with  all  the  facilities  they  demand  without  some 
central  organization  to  do  it. 

ilr.  Hutchinson.  You  do  not  believe  that  this  committee  can  pass 
a  law  to  prevent  anybody  from  sending  out  that  kind  of  literature? 

Mr.  RETNoiiDs.  I  am  glad  I  am  not  on  this  committee,  because  I 
can  not  see  a  way  out  for  that  now. 

Gentlemen  of  the  committee,  I  am  very  much  obliged  to  you. 

The  Chairman.  We  thank  you. 

Jlr.  TiNCHER.  Mr.  C.  S.  Barrett,  president  of  the  National  Farm- 
ers' Union,  was  called  away  from  town  this  morning  by  reason  of 
sickness  in  his  family,  and  he  is  likely  to  be  absent  indefinitely.  He 
prepared  a  statement  he  would  like  to  have  put  into  the  record  per- 
taining to  this  matter. 

The  Chairman.  Without  objection,  it  will  be  inserted. 

STATElfiZNT  SUBMITTED  BY  MB.  C.  8.  BARRETT,  PRESIDENT  NATIONAL  FARMERS'  UNION, 

WASHINGTON,  D.  C. 

The  great  staple  crops  of  this  Nation  are  controUed  by  a  group  of  predatory 
jajmblers  who  are  mercilessly  robbing  farmers  and  city  people  alike.  I  am 
appearing  before  this  committee  to-day  to  urge  Congress  to  wipe  out  this  great 
evil 

Organized  speculation  is  a  polite  name  for  gambling.  Gambling  is  merely  one 
form  of  stealing ;  therefore,  when  we  get  down  to  brass  tacks,  speculation  is  just 
plain  every-day  stealing. 

Stealing  is  the  acquiring  of  your  neighbors'  property  without  giving  any 
return  either  in  money,  property,  or  service.  Isn't  that  precisely  what  specu- 
lation attempts  to  do,  and  succeeds  in  doing  on  a  scale  which  makes  the  pro- 
fessional gamblers  and  thieves  look  like  pikers? 

The  world  has  long  suffered  from  the  predatory  parasites  who  call  themselves 
^wcolators.  but  it  remained  for  the  nineteenth'  century  to  permit  them  to 
or^nize  themselves  into  powerful  "  exchanges,"  so  called  and  properly  so,  for 
they  most  sfuccessfuUy  exchange  their  paper  contracts  for  the  hard-earned 
money  of  the  general  public. 

It  does  not  matter  whether  it  is  cotton,  or  com,  or  wheat,  or  oats,  or  pork, 
or  coffee,  or  railroad  and  industrial  stocks,  the  procedure  is  the  same ;  the  victims 
get  paper  contracts  from  the  members  of  the  "  exchange  '*  and  the  said  members 
get  the  victiins*  money.  The  president  of  one  of  these  gangs,  operating  in 
Chicago,  plaintively  complains  that  the  attacks  now  being  leveled  at  the 
"exchanges  "are  all  based  on  the  grievous  error  that*gambllng  and  speculation 
mean  the  same  thing. 

These  silk-hatted,  frock-coated  parasites  have  grown  so  powerful  that  they 
are  able  to  hire  the  shrewdest  and  most  able  members  of  the  Ananias  club  in 
the  country  to'  persuade  the  people,  and  especially  legislators,  that  black  Is 
white — that  speculation  is  not  only  honorable  but  essential  to  the  country's 
business — ^indeed  that  without  it  we  would  all  go  to  the  bow  wows.  Their 
i«U€ce8s  has  been  remarkable,  not  surprisingly  so,  in  view  of  the  number  of  fools 
is  the  world  who  labor  faithfully  and  endure  hardships  in  order  that  parasites 
may  live  in  luxury  and  ease. 

Let  us  consider  some  facts  and  see  if  the  obvious  deduction  can  percolate 
loto  your  brains. 

When  a  wheat  crop  of,  say,  750,000,000  bushels,  is  bought  and  sold  on  paper 
CDDtracts  of  the  Chicago  gambling  hell  14  times  over  before  a  bushel  of  the  crop 
has  moved  to  market,  how  In  the  name  of  common  sense  can  that  help  the  wheat 
grower?    He  has  1  bushel  of  wheat  to  sell.    The  organized  gamblers  offer  to 
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the  public  14  bushels.  And  these  gentry  have  the  nerve  to  talk  about  the  law 
of  supply  and  demand,  at  the  very  moment  that  for  a  fairly  known  demand  they 
offer  in  the  market  place  10,  12,  14,  or  20  times  the  actual  amount  of  wheat  in 
existence. 

Consider  cotton:  For  40  years  cotton  was  the  backbone  of  our  foreign 
exports,  and  rendered  priceless  service  to  the  country,  being  still  a  tremendous 
factor  In  that  field. 

In  1868  the  New  York  Cotton  "  Exchange "  established  the  "future  board," 
and  the  gamblers  of  New  York,  New  Orleans,  and  Liverpool  took  charge  of 
cotton.  A  careful  study  worked  out  In  1906  showed  that  In  the  38  years  from 
1868  to  1906  cotton  gamblers  had  cost  the  cotton  producers  of  the  South  seven 
thousand  millions  of  dollars. 

If  this  same  study  was  brought  up  to  date  It  would  probably  show  twelve 
billions  of  dollars.  The  study  referred  to  showed  that  In  one  year  when  the 
crop  was  less  than  12,000,000  bales  the  cotton  gamblers  had  actually  sold  on 
their  paper  contracts  800,000,000  bales. 

It  Is  a  moderate  statement  when  we  affirm  that  In  the  last  75  years  the 
various  l)0(lles  of  organizod  pimblers  have  cost  the  producers  of  the  country 
at  least  50  billions  of  dollars — probably  much  more.  Consider  the  railroads. 
Our  Government  is  this  year  paying  over  $1,400,000,000  to  the  railroads  to 
enable  them  to  function,  of  which  about  $654,000,000  Is  a  direct  subsidy  and 
$750,000,000  In  effect  a  subsidy.  Freight  and  passenger  rates  are  the  highest 
known  for  years,  and  at  a  time  when  freight  and  passenger  rates  on  Canadian 
railroads  are  to  be  substantially  reduced  within  a  few  months. 

Why  is  this? 

The  answer  Is  the  New  York  Stock  Exchange.  For  50  years,  with  perhaps 
a  half  dozen  exceptions,  the  railroads  of  this  country  have  been  used  as 
counters  In  the  gambling  game  called  "marginal  trading'*  on  the  New  York 
Stock  Exchange.  The  building  up  of  the  physical  condition  of  the  properties 
and  making  the  perfect  operation  of  the  roads  the  first  consideration  would  be 
the  first  thought  of  honest  business  men.  Not  so  with  gambling  exploiters — 
the  roads  were  played  as  counters  In  their  marginal  trading,  and  whatever 
was  required  for  their  gambling  operations  was  placed  first — hence  to-day.  In 
addition  to  the  vast  transportation  charges,,  we  are  paying  a  billion  and  a 
quarter  out  of  taxes  to  keep  them  going. 

If  we  Insist  on  keeping  the  gamblers  we  must  pay  the  price. 

Listen  to  some  of  their  contentions.  The  speculator  Is  the  great  stabiliser 
of  business.  But  for  him  the  cotton  growers  would  be  absolutely  at  the  mercy 
of  the  conscienceless  cotton  mnufactnrers,  and  the  grain  growers  would  be 
at  the  mercy  of  the  soulless  millers.  How  sad  to  contemplate!  But  listen 
further.  Not  only  Is  he  the  producers'  protector,  but  he  Is  equally  the  pro- 
tector  of  the  cotton  manufacturer  and  the  grain  miller,  for  If  these  people 
did  not  have  the  place  to  "  hedge  "  against  their  purchases  of  actual  cotton  and 
grain,  by  selling  future  contracts  on  the  "exchanges,"  they  could  not  do  busi- 
ness— they  would  Inevitably  go  broke. 

The  organized  gamblers  provide  that  place,  and  being  of  philanthropic 
mold  are  content  with  the  rake-off  from  the  "kitty." 

A  little  comment  here  Is  not  amiss.  These  speculative  stabilizers  have  been 
responsible  for  every  panic  this  country  has  ever  known.'  1837,  1857,  1873,  1893, 
1907,  and  1920  are  all  monuments  to  their  stabilizing  ability — to  say  nothing  of 
the  South  Sea  bubble  In  England  and  the  Mississippi  bubble  In  France.  Ajrain, 
before  these  gentry  or^nized,  the  cotton  manufacturers  and  grain  millers 
managed  to  exist  for  a  long  time  without  "  hedging  "  which  suggests  that  the 
"  hedging  "game  Is  merely  one  of  their  inventions  to  help  out  the  "  kitty." 

We  cortie  now  to  a  statement  of  fact  which  we  must  face.  At  the  bottom  of 
all  our  economic  Ills  are  certain  factors  of  which  two  outweigh  all  others 
combined. 

The  first  and  most  deadly  of  these  is  the  practice  of  speculation,  which  our 
people  have  come  to  accept  without  any  conception  of  the  Inherent  dishonesty 
of  the  thing.  The  men  who  sell  what  they  do  not  possess,  knowing  that  they 
will  never  possess  it,  and  having  no  intentions  of  possessing  it,  are  personally 
dishonest,  and  so  long  as  we  permit  our  business  to  be  based  so  largely  on  a 
dishonest  principle  we  may  expect  eternal  trouble  and  periodical  breakdowns. 

The  second  factor  is  not  a  practice  but  a  lack.  That  Is  our  failure  to  worl^ 
out  an  equitable  and  practical  system  of  distribution  for  all  our  products  botl^ 
raw  and  manufactured.  When  this  Is  mentioned  the  speculators  rush  to  th« 
front  and  join  In  the  chorus.    That's  right,  but  the  first  thing  to  do  is  to  worl 
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"Ui  the  system  of  distribution  and  that  will  eliminate  tlie  need  of  si)€culation. 
Ver>'  shrewd  these  gentry  are.  If  they  can  divert  our  minds  from  the  first  and 
most  pressing  evil  toward  a  job  of  years  they  Icnow  they  are  safe,  for  by  the 
time  we  work  that  out  they  will  have  new  wrinkles  in  their  thimble  rigging 
sime. 

Take  first  things  first  and  destroy  organized  speculation  by  the  law.  Then 
the  next  step. 

The  liquor  men  thought  their  business  a  necessity.  The  Nation  decided 
.»tht»rwlse.  The  speculative  gentry  relieve  us  of  dollars  where  the  liquor  men 
zut  dimes.     It  must  follow  its  late  partner  in  evil  doing. 

«m  one  day  recently  the  wheat  gamblers  in  Chicago  forced  wheat  up  7  cents 
n  an  hour  and  then  a  rally  by  the  "  bears  "  forced  it  down  to  the  opening  point. 
Thus  our  bread  is  juggled  with.  Well-informed  men  in  the  West  place  the 
Ibises  to  the  grain  farmers  by  the  gambling  operations  in  the  last  60  days  at 
more  than  a  billion  dollars.  During  the  same  i)eriod  the  gamblers  have  cost  the 
Mttton  farmers  of  the  south  $1,000,000.    Thus  our  clothing  is  juggled  with. 

A  soond  economy  and  public  morality  drove  out  liquor.  Now  we  face  a 
ovikter,  more  insiduous  and  more  deadly  menace.  A  sound  economy  and  public 
morality  demand  the  driving  out  of  the  future  gamblers.  Shall  we  dally  with 
the  evil  until  it  overwhelms  us? 

The  world  produces  enousrh  of  everything  to  givt-  all  humanity  a  comfortable 
Hung,  but  if  we  persist  in  resting  business  upon  a  foundation  of  exploitation 
and  jmmbling  this  century  will  see  the  end  of  production,  business,  and  the  vast 
majority  of  the  human  race. 

The  fools  who  proclaim  themselves  optimist  will  not  believe  this,  nevertheless, 
tbey  will  bring  it  to  pass  for  the  fool  optimist  Is  responsible  for  all  the  evil 
conditions  of  our  times  because  they  refuse  to  lidnk  or  see. 

The  Chairman.  The  committee  will  now  stand  in  recess  until 
2  o'clock  this  afternoon. 

(Thereupon  at  12  o'clock  anrl  10  minutes  p.  m.  the  committee  re- 
cessed until  2  o'clock  p.  m.) 

.%'>74— 21 5 
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AFTER  BEGE8S. 


The  committee  reassembled  at  the  expiration  of  the  recess  at  2 
o'clock  p.  m.    Hon.  Gilbert  N.  Haugen,  chairman,  presiding. 

The  Chairman.  Mr.  Hoch,  do  you  desire  to  be  heard  next? 

Mr.  HoGH.  Mr.  Chairman,  I  would  like  to  have  Mr.  Topping 
heard  at  this  time. 

The  Chairman.  We  will  be  glad  to  hear  Mr.  Topping. 

STATEHEHT  OF  HB.  C.  V.  TOPFIHG,  OF  KANSAS  CITT,  HO. 

Mr.  Topping.  Mr.  Chairman  and  members  of  the  committee,  I 
appear  here  really  to  take  the  place  of  Mr.  L.  E.  Moses,  president  of 
the  Southwestern  Millers'  League  and  president  of  the  Kansas 
Flour  Mills  Co.,  who  own  and  operate  mills  throughout  the  South- 
west. Business  over  which  he  had  no  control  prevented  him  from 
appearing.  He  has  jotted  down  a  few  of  his  thoughts  here  which  I 
think  I  will  read  to  you. 

OPTIONAL  FUTURE  TRADING  PROBLEMS. 

Our  present  method  of  marketing  grain  In  a  natural  development  by  those 
who  serve  the  general  public  from  the  producer  to  the  consumer.  Persons, 
firms,  or  corporations  engaged  In  a  trade  that  has  been  developed  through 
a  natural  procedure  are  slow  to  accept  an  Innovation  or  to  acknowledge  that 
apparently  needed  factors  In  any  branch  of  their  business  have  become  si 
menace  to  the  general  public  and  are  not  essential. 

Those  of  us  who  were  not  In  the  business  at  the  Inception  of  future  trading 
can  presume  to  make  the  deductions  that  the  optional  trading  was  an  out- 
growth of  contractual  agreements  between  the  producer,  country  grain  mer- 
chant, miller,  and  terminal  elevator  operator. 

It  is  very  easy  for  those  who  maintain  that  an  option  trading  feature  is 
necessary  to  create  the  idealistic  argument  and  to  present  it  in  a  forcible 
manner  as  opportunity  demands.  Under  the  constitution  and  bill  of  rights, 
there  can  be  no  restrictions  which  will  interfere  with  trade  relations  oi\ 
interstate  movement  except  through  the  all-powerful  method  of  Congressional 
taxation. 

If  optional  trading  were  confined  to  dealing  by  those  who  produce.  ovn\, 
sell,  and  buy  the  actual  grain,  there  would  be  no  argument  against  continnlne 
such  a  part  of  the  marketing  facilities  as  boards  of  trade  or  grain  exchanges 
who  In  their  capacity  as  buffer  between  the  producer  and  consumer  do  serve 
the  general  public  in  storing  the  surplus  of  grain  offerings  in  excess  of  im- 
mediate needs. 

In  the  early  history  of  boards  of  trade  or  grain  exchanges  as  were  estab- 
lished at  terminal  markets,  the  milling  industry  was  in  its  infancy.  The  grist 
mill  and  the  exchange  miller  were  a  factor  in  their  immediate  locality  to  supply 
the  needs  of  the  small  communities  with  the  converted  food  of  grain.      At 
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<vrtain  i>oints  In  the  United  States  after  the  opening  of  our  agricultural  west 
o>^rtain  far-seeing  business  men  establislied  larger  milling  units  than  it  would 
N'  possible  to  operate  in  the  interior  and  these  mills  became  known  as  mer- 
ciiant  millers,  wbo  through  their  business  acumen,  initiative,  and  merchandising 
ability  served  to  create  a  market  for  wheat  grown  not  alone  in  the  vicinity  of 
aiills  bat  dreinr  supplies  from  points  then  considered  extraordinary  distances. 
The  grain  merchants  followed  this  milling  development  by  creating  storage, 
parchaslns  Crrain  for  shipment  to  such  milling  points  at  times  when  these  mills 
were  not  actually  In  the  market,  which  created  the  necessity  for  an  organiza- 
tion by  those  engaged  in  the  business.  A  natural  development  was  contract*^ 
for  future  delivery  which  slowly  developed  into  what  is  now  known  as  optional 
trading.  The  procedure  as  undertaken  aud  as  first  developed  was  legitimate, 
needed,  and  could  not  to-day  be  questioned. 

Many  of  us  can  remember  the  first  so^;alled  corners  that  were  run  on  the 
Chicago  markets  through  optional  trading  and  then  almost  unbelievable 
fortunes  either  made  or  lost.  These  reports  were  heralded  as  the  result  of 
keen  business  Judgment  backed  by  vas^  sums  of  money  and  entailed  in  a  small 
percentage  the  providing  of  market  for  the  wheat  to  support  their  optional 
tradings.  These  large  operations  were  directly  contrary  to  the  purpose  for 
which  option  trading  was  created,  as  the  fundamental  principle  of  option 
trading  is  that  option  trading  should  only  support  dealing  in  the  actual  grains, 
rather  than  that  the  small  dealing  in  actual  grnin  should  support  the  option 
iBarket. 

This  can  be  illustrated  by  the  flow  of  water  in  a  river  such  as  the  Missouri 
or  the  Missis^^ippi,  wherein  a  certain  volume  passes  betfeeen  the  banks  of  such 
rivers  each  given  season,  but  if  it  should  be  attempted  to  pass  a  year*s 
volume  of  vrater  in  a  shorter  space  of  time,  it  would  serve  to  inundate  the  sur- 
rounding country  and  the  banks  could  not  carry  the  burden.  Option  trading 
&«  conduc  ed  to-day  with  all  its  speculative  features  and  the  many  thousands 
who  deal  on  the  boards  of  trade  through  this  medium  for  the  sole  hope  of  gain. 
with  no  intention  of  ever  owning  or  selling  a  bushel  of  grain,  is  simply  trying 
fo  deal  in  the  entire  supply  of  the  season's  crop  of  such  grain.  It  is  not 
iTJirketing  the  actual  grain,  it  is  pure  speculation  on  the  part  of  90  per  cent 
••f  those  who  to-day  carry  on  and  make  possible  what  is  now  known  tis  our 
optional  trading  l)oards  of  trade  markets. 

The  membership  of  these  boards  of  trade  is  largely  made  up  of  commission 
merchants,  not  grain  merchants  or  millers,  and  the  livelihood  of  these  members 
«-an  only  come  from  the  commissions  paid  on  future  trading  not  by  the  grain 
luen  or  millers  but  by  the  speculator  who  only  does  so  in  the  hope  of  gain. 

TiiiM  is  an  exiwuse  that  is  borne  by  the  general  public  and  can  be  no  other 
♦han  a  direct  charge  either  on  the  producer  of  grain  or  the  consumer  of  its 
prodocta.  It  is  not  the  purpose  of  this  article  to  ocndemn  the  fundamental 
principle  of  option  trading  when  it  serves  as  an  adjunct  to  the  actual  dealing 
in  the  grain,  but  we  do  protest  and  defy  any  argument  in  favor  of  allowing 
oarestricted  open  speculative  option  markets  to  be  continued  as  such  a  con- 
Triiiing  factor  as  it  is  to-day  in  the  marketing  of  the  farmers'  crop  and  the  final 
'^n^imption  of  its  products  by  the  consumer.  The  eliminating  of  the  option 
Trading  would  in  no  way  interfere  with  the  handling  of  the  actual  grain,  nor 
»-.in  the  statement  made  in  its  favor — that  it  is  a  stabilizing  influence  on  the 
cijarket — be  supported  by  actual  facts. 

Those  of  OS  who  are  dealing  in  actual  grain  realize  we  can  not  depend  upon 
the  notability  of  the  option  market  as  compared  with  the  worth  of  the  actual 
jrain :  we  either  pay  over  or  under  the  option.    It  is  ludicrous  to  have  such 

*  condition  permitted  or  maintained.  Why  should  we  allow  the  servant  to 
^jw-ome  the  master,  as  it  has  to-day?  Why  should  we  be  compelled  to  pur- 
Hijiise  wheat  or  other  cereals  on  the  basis  of  the  option  market,  wherein  if  the 
qnculator  were  eliminated  the  option  market  would  be  a  reflection  of  the 
"nual  worth  of  the  grain  due  to  the  immutable  law  of  supply  and  demand 
*^.tber  by  our  domestic  markets,  in  case  of  a  short  crop,  or  in  the  world's 
n:arket  In  the  event  of  a  surplus  being  raised. 

The  producer  Is  penalized  by  permitting  this  trading  to  continue,  and  the 
•'»»asumer  is  also  compelled  to  pay  an  increased  price  to  guarantee  dealers  in 

•^  actual  commodities  protection  against  the  fluctuating  option  market  that 
v»*  have  had  for  so  many  years  as  a  controlling  factor,  which  in  turn  is  largely 

•  -Qtiolletl  by  speculators  who  by  overwhelming  purchases  or  sales  affect  the 
T'Jarkets  for  periods  of  our  crop  years  contrary  to  the  actual  value  of  the  g^ain 
l«sed  upon  its  worth  relative  to  supply  and  demand. 
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It  is  an  actual  fact  tliat  confronts  us,  not  theories.  We  can  not  consider 
this  question  from  the  idealistic  point  of  view  tliat  will  be  presented  to  you, 
but  must  look  at  the  question  as  it  actually  exists.  We  have  had  a  remarkable 
example  of  its  workings  in  the  past  six  months  since  the  opening  of  the  optional 
grain  markets  by  certain  boards  of  trade  In  the  United  States,  wherein  daily 
fluctuations  of  10  to  15  cents  were  not  unusual,  thereby  creating  a  distress  of 
nonlmowledge  of  the  value  of  their  year's  returns  on  investment  and  labor  by 
the  producer,  and  nonknowledge  of  the  value  of  the  products  of  grain  as  dealt 
in  by  the  purchasing  public,  with  the  result  that  the  dealer  in  actual  grain,  par- 
ticularly the  miller,  has  been  as  might  be  termed  "between  the  devil  and  the 
deep  blue  sea." 

To  address  you  as  millers:  It  is  comforting  for  those  engaged  in  our  indus- 
try to  have  their  life's  work  in  plant  and  equipment  and  necessary  operating 
capital,  and  have  the  raw  material  which  we  need,  and  in  turn  the  linislie<l 
products  which  we  manufacture,  absolutely  controlled  by  the  speculator  who 
has  no  investment  excepting  the  small  margin  he  is  compelled  to  put  up  in 
placing  orders  with  a  commission  house  as  an  operator  on  the  Grain  Exchange. 

We  are  not  in  competition  with  ourselves,  or  the  actual  gi'ain  man,  but  we 
are  in  competition  with  the  speculator,  whether  he  be  doctor,  banker,  merchant 
in  other  lines  of  merchandise,  or  purely  a  financial  si>ecuIator  who  enters  the 
market  for  hope  of  gain.  In  order  to  beat  this  game  as  now  operated  one 
must  be  a  seer  of  the  psychology  of  the  general  public  in  their  determination 
of  the  course  of  events.  We  can  not  rightly  prognosticate  the  future  value  of 
the  products  in  which  we  deal  according  to  our  best  judgment  of  supply  and 
demand  or  the  needs  of  the  public  that  we  attempt  to  serve.  We  are  con- 
fronted with  a  problem  which  would  require  a  clairvoyant  to  be  employed  as 
a  statistician  in  our  office.  Experience  in  business  counts  for  naught;  econom- 
ical and  efficient  management  of  plants  is  worthless;  careful  manufacturing 
methods,  initiative,  constructive  merchandising  procedure  can  in  no  way 
alTect  your  balance  sheet  at  the  end  of  the  year.  The  whole  question  hinges 
upon — am  I  in  accord  with  the  speculative  element  of  the  times  or  the  world. 

The  miller's  customers  do  not  take  for  granted  your  quotations  on  your 
products  as  representative  of  their  worth.  They  '.ook  at  the  blackboard  and 
decide  for  themselves  w^hether  you  should  name  a  lower  price  or  a  higher  one. 
Your  splendidly  milled  flour  from  selected  w^heat  in  their  minds  is  worth  no 
more  than  the  flour  milled  from  ordinary  wheat  under  ordinary  circumstances, 
provided  you  are  not  willing  to  play  the  market  as  regulated  by  that  all^ 
powerful  factor  of  grain  exchanges.  The  buyer  does  not  take  into  consideration 
the  care  'with  which  you  select  your  wheat,  or  the  grade  of  wheat  you  buy. 
Your  price  paid  may  not  flucrtuate  1  cent  in  a  >veek,  yet  each  day  you  are  coni- 
I>elled  to  change  your  price  with  the  fluctuating  quotations. 

The  whole  question  hinges  upon  whether  the  milling  fraternity  are  really 
merchants ;  whether  they  are  operating  a  needed  facility  for  the  benefit  of  the 
general  public ;  whether  they  serve  the  i)eople  of  the  United  States  in  a  n€»edo<l 
capacity;  whether  the  energy  and  effort  put  forth  is  worthy  of  consideration^ 
or  whether  we  should  be  simply  an  adjunct  or  auxiliary  to  the  quoted,  estimatt^f 
without  reason  valuation  as  may  be  hourly,  daily,  and  weekly  marked  up  i»n 
that  all-powerful  factor. 

We  are  notified  by  interests  whose  livelihood  depends  upon  this  speculative 
feature  being  continued,  that  without  this  option  trading  our  business  judji^ 
ment  would  not  allow  us  to  continue  in  the  milling  business,  buying  grain  dire<i 
from  the  producer  or  from  the  actual  dealer  in  the  grain  and  selling  our  prod 
nets  as  required  by  the  trade,  without  this  protection.  It  is  not  a  iirotei'tion, 
It  is  a  tax ;  from  which,  if  it  can  possibly  be  arranged,  our  industry  should  \w 
relieved.  We  are  told  we  can  not  buy  wheat  from  the  farmer  with  safety  an*! 
place  it  in  our  country  elevators  without  hedging  on  the  option  market.'  Tlw 
truth  is  that  there  is  not  one  country  dealer  in  a  hundred  that  ever  hedges  si 
bushel  of  wheat  which  he  buys  from  the  farmer.  The  facts  are  that  those  whi 
have  attempted  to  merchandise  grain  so  purchased  have  gone  out  of  business 
voUnitari'y  or  have  failed  through  trying  to  follow  this  speculative  factor 
We  are  told  that  the  miller  can  not  safely  buy  wheat  and  agaUist  the  purchnse^ 
of  wheat  sell  flour  to  his  customers  without  utilizing  such  a  so-called  hed]?in^ 
factor.  We  are  told  the  grain  merchants  can  not  accumulate  grain  fi>r  th^ 
future  need  of  the  millers  or  for  export  without  this  so-called  and  loudly  toi>te<! 
hedging  privilege.  We  are  told  that  everyone  connected  with  the  purchase  o| 
the  farmers'  grain  and  the  consumption  of  its  products  without  this  all-power 
fill  option  market  would  lose  their  all,  and  that  they  are  the  guardians  <»f  oui 
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fortune  and  our  operations.  To  a  thinking  American  business  man  a  guardian 
M^  this  sort  does  not  appear  to  be  necessary  or  essential  in  the  scheme  of  our 
••Iterations. 

It  is  true  that  the  one  period  in  which  we  did  not  have  this  wonderful  oppor- 
runiiy  of  protection  was  during  the  years  1917,  1918,  1919,  wherein  we  had  the 
Jv^t  opportunity  for  legitimate  risk  but  a  much  less  per  cent  of  fluctuation 
than  we  have  had  during  the  past  six  months  or  during  the  prewar  periods. 
We  were  relieved  from  this  tax,  and  while  we  can  anticipate  that  a  counter 
•  uiini  will  be  made  that  during  the  years  mentioned  we  were  protected  through 
a  (J<jvemnient  guaranty,  yet  if  one  will  only  remember  the  conditions  that  pre- 
vailed during  those  years  they  must  realize  that  that  guaranty  only  served 
A<  a  put,  and  our  operations  were  carried  on  at  a  higher  basis  than  this 
;:uaranty  for  the  larger  portion  of  our  crop. 

The  whole  question  is:  Have  the  millers  of  the  United  States  enough  confl- 
Ivnce  in  their  business  judgment  to  realize  that  we  can  conduct  business  with- 
iiiit  a  guardian,  or  must  we  acknowledge  that  the  only  method  in  which  our 
buRlnt>ss  can  be  successfully  conducted  is  to  join  the  speculative  class,  cease  to 
he  merchants,  and  attempt  to  make  the  best  guess? 

Mr.  HcTCHiNSON.  Will  you  kindly  give  the  name  of  the  writer  or 
the  author  of  that  statement  ? 
Mr.  Toppii^G.  I  did  that,  Mr.  Congressman — L.  PI  Moses. 
The  Chairman.  Who  is  Mr.  Moses? 

Mr.  Topping.  President  of  the  Southwestern  Millers  League  and 
president  of  the  Kansas  J  lour  Mills  Co.,  who  own  and  operate  mills 
in  the  Southwest. 

Mr.  HiTTcinNSON.  What  is  their  capacity? 

Mr.  TiNCTHEK.  Give  an  outline  of  the  extent  of  their  operations. 

Mr.  Topping.  Their  capacity  is  upwards  of  10,000  barrels  daily. 
They  have  mills  in  Kansas,  Oklahoma,  at  Kansas  City,  and  in  the 
Northwest — one  in  Wisconsin  and  one  in  Minnesota. 

Mr.  Jaoowat.  How  long  have  they  been  in  business? 

Mr.  Topping.  The  Kansas  P'lour  Mills  Co.  has  been  in  business 
about  five  years.  Mr.  Moses  has  been  in  the  milling  business,  I  pre- 
frume,  30  years. 

The  Chalrman.  They  are  engaged  in  the  business  actively  and  ex- 
tensively I 

Mr.  Topping.  Extensively  and  actively  in  the  grain  and  milling 
business.     They  have  grain  elevators  all  over  the  Southwest. 

Mr.  Jaooway.  It  is  a  corporation,  is  it  ? 

Mr.  Topping.  Yes,  sir. 

Mr.  Tincher.  Mr.  Moses  started  in  the  milling  business  in  a  small 
wav-  did  he  not  ? 

Mr.  Topping.  He  started  in  a  small  way  at  Great  Bend. 

Mr.  Tincheb.  In  Barton  County,  and  now  has,  I  think  they  claim, 
the  finest  equipped  mill  in  the  country.  He  has  grown  up  in  the 
business  and  knows  something  of  what  he  is  talking  about. 

Mr.  Jaoowat.  What  is  the  capitalization  of  this  mill  ? 

Mr.  Topping.  The  total  of  both  kinds  of  stock  is  something  like 
seren  or  seven  and  a  half  million  dollars. 

Mr.  Jaoowat.  Fully  paid  up  ? 

Mr.  Topping.  As  to  that,  I  could  not  tell  you.  It  is  owned  by  in- 
dividuals and  owned  not  in  large  quantities,  scattered  all  over  the 
country. 

Mr.  Hutchinson.  Does  this  company  buy  direct  from  the  farmers 
and  have  their  own  elevators! 

Mr.  Tofptng.  Yes,  sir. 
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Mr.  Hutchinson.  They  do  not  have  to  buy  through  the  brokers  at 
aU? 

Mr.  Topping.  Oh,  they  do  buy  through  brokers,  but  they  handle 
very  large  quantities  of  wheat. 

Mr.  Hutchinson.  And  get  their  wheat  right  around  the  country 
near  their  mills? 

Mr.  Topping.  Of  course,  the  mill  in  Kansas  City  they  have  the 
wheat  shipped  in. 

Mr.  Hutchinson.  But  they  have  their  own  elevators. 

Mr.  Topping.  They  have  their  own  elevators  that  they  operate  in 
connection  with  the  mill  or  for  exporting,  either  way,  whichever 

they  choose. 

Mr.  Jacoway.  Then  they  are  engaged  in  a  domestic  and  foreign 
business  also? 

Mr.  Topping.  Yes,  sir. 

Mr.  Hutchinson.  How  does  a  miller  who  does  not  get  his  wheat 
right  around  in  that  section  make  out? 

Mr.  Topping.  There  is  always  wheat  on  the  markets  in  the  South- 
west. At  Kansas  City  there  are  several  markets  that  have  wheat 
at  all  times. 

Mr.  Hutchinson.  What  did  you  say  your  capacity  was? 

Mr.  Topping.  About  10,000  barrels  a  day. 

Mr.  Hutchinson.  It  takes  about  50,000  bushels  a  day  then  to  run 
the  mills? 

Mr.  Topping.  Yes,  sir. 

Mr.  Hutchinson.  And  how  many  elevators  do  you  have  to  gather 
that  wheat  up  ? 

Mr.  Topping.  Something  like  200. 

Mr.  Hutchinson.  You  are  very  fortunate  then. 

The  Chairman.  Do  you  wish  to  make  a  statement  to  the  committee  f 

Mr.  Topping.  No;  I  think  Mr.  Moses's  ideas  cover  the  situation 
very  thoroughly.  At  a  meeting  in  the  Southwest  of  the  Southwestern 
Millers'  League,  we  passed  a  resolution,  of  which  all  of  you  have  been 
furnished  a  copy,  that  we  were  opposed  to  option  trading  in  the 
present  manner  being  carried  out. 

Mr.  Jacoway.  Does  your  concern  ever  use  the  hedge  contract  ? 

Mr.  Topping.  I  am  not  in  the  milling  business  myself,  directly, 
I  am  secertary  of  the  Southwestern  Millers'  League. 

Tlie  Chairman.  Are  you  familiar  with  milling  and  the  transactions 
of  buying  and  sellmg? 

Mr.  Topping.  Pretty  thoroughly;  yes,  sir. 

The  Chairman.  Are  the  millers  quite  satisfied  with  the  grade:^ 
delivered  on  contracts? 

Mr.  Topping.  Yes,  sir.  I  will  say  this,  Mr.  Chairman,  in  the  Soutli^ 
west  it  is  a  little  different.  You  see,  the  States  that  we  represeni 
in  the  Southwest  raise  about  one-third  of  the  wheat  raised  in  ttti 
United  States,  and  we  get  the  wheat  from  first-hand.  We  buy  \\ 
from  the  country  elevators. 

The  Chairman.  I  had  reference  to  the  grades  delivered  on  future 
contracts  or  future  sales  for  delivery. 

Mr.  Topping.  We  are  only  supplied  on  our  future  contracts  a1 
Kansas  City.    Those  grades  are  fairly  satisfactory. 

The  Chairman.  How  many  grades  are  delivered  under  the  eon 
tracts? 
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Mr.  Topping.  I  would  not  be  in  position  to  answer  that  intelli- 
gently. I  should  say  four  or  five,  anyway,  but  I  do  not  know  how 
many ;  that  is,  of  the  hard  wheat. 

The  CHAIRMAN.  Kansas  City  deals  only  with  certain  clases  of 
wheat,  does  it  not? 

Mr.  Toppixo.  Yes. 

The  Chairman.  It  does  not  deal  in  spring  wheat,  does  it? 

Mr.  Topping.  No,  sir.  We  have  what  is  Known  as  the  hard  wheat, 
and  the  hard  wheat  prevails;  but  we  have  also  the  soft  red  wheat. 

The  Chairman.  The  grades  are  very  limited  on  that  market  as 
compared  with  Chicago,  for  instance? 

llr.  Topping.  The  grades  usually  are  No.  1,  No.  2,  and  No.  3,  ap- 
plying on  contracts. 

The  CiTATRMAN  And  how  many  classes? 

Mr.  Topping.  Of  the  red  soft  wheat  and  hard  wheat,  that  makes 
sixgrades,  but  if  you  buy  hard  wheat 

The  Cttatrman.  Are  there  six  grades  of  each  class? 

Mr.  Topping.  No;  three  in  each  class.  If  you  buy  hard  wheat, 
they  must  famish  1, 2,  or  3  ffrade  of  hard  wheat  on  the  contract. 

Hie  CsAiRMAN.  Is  that  the  ruling  of  the  exchange? 

Mr.  Topping.  Yes,  sir;  I  am  pretty  sure  that  is  the  rule  of  the 
exchange  at  Kansas  City. 

The  Chairman.  It  is  not  limited  in  all  the  grades  and  all  the 

Mr.  Topping.  No,  sir. 

The  Chairman.  That  ought  to  be  very  satisfactory. 

Mr.  Topping.  As  I  say.  in  Kansas  City,  our  wheat  is  nearly  at  all 
times  the  accumulation  or  wheat  from  our  districts.  We  accumidate 
but  very  little  wheat  from  other  districts. 

Mr.  McLauohun  of  Michigan.  Do  you  supply  these  outlying 
nulls,  as  we  mi^ht  call  them,  from  the  wheat  that  you  buy  in  the 
immediate  vicinity  or  the  place  where  you  are  doing  business? 

Mr.  Topping.  Yes,  sir ;  as  much  as  possible  they  do  that,  and  most 
of  the  time  it  is  bought  from  the  country  elevator  and  sent  direct  to 
die  miU. 

Mr.  McLaughlin  of  Michigan.  Most  of  those  mills,  except  the 
laige  one  in  Kansas  City,  are  small  mills? 

Mr,  Topping.  No,  sir;  we  have  some  very  large  mills;  that  is,  we 
have  some  good-sized  mills  all  over  the  Southwest. 

Mr.  McLiAUGHUN  of  Michigan.  You  spoke  of  10,000  barrels  a  day ; 
is  that  the  capacity  of  one  mill  or  the  combined  capacity. 

Mr.  Topping.  That  is  the  combined  capacity. 

Mr.  McLaughmn  of  Michigan.  Of  all  of  them  ? 

Mr.  Topping.  Yes,  sir ;  our  largest  mill  in  the  Southwest  is  about 
6.000  barrels,  located  at  St.  Joe.  We  have  some  at  Kansas  City  of 
about  5,500  barrels,  but  for  the  majority  of  the  mills  it  grades  down 
to  SCO-,  500-,  and  1,000-barrel  mills  scattered  throughout  the  South- 


Mr.  McLaughlin  of  Michigan.  There  is  some  place,  I  presume, 
where  jou  collect  in  elevators  more  wheat  than  at  other  places; 
where  is  that? 

Mr.  Topping.  The  mills  in  the  Southwest  are  pretty  generally 
supplied  with  large  storage  facilities  themselves,  and  they  accumulate 
this  wheat  for  themselves  from  the  country. 
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Mr.  McLaughlin  of  Michigan.  That  condition  is  true,  then,  of 
all  of  your  mills? 

Mr.  Topping.  Outside  of  the  terminals ;  yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Outside  of  what? 

Mr.  Topping.  Outside  of  the  terminal  markets — Kansas  City. 

Mr.  McLaughlin  of  Michigan.  Have  you  not  elevators  at  Kansas 
City  to  supply  your  mills  there? 

Mr.  Topping.  Not  mill  elevators.  We  have  elevators,  but  they  are 
not  in  the  same  capacity,  proportionately,  as  they  are  in  the  country. 

Mr.  Wilson.  Do  you  buy  any  grain  in  Chicago  ? 

Mr.  Topping.  No,  sir;  we  very  seldom  buy  any  grain  in  Chicago. 

Mr.  Wilson.  You  just  draw  on  your  supply  from  5'^our  immediate 
territory? 

Mr.  Topping.  In  the  Southwest ;  yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  Mr.  Topping,  a  witness  before  the 
committee  this  morning  expressed  the  fear  that  no  legislation  could 
be  drafted  that  would  eliminate  the  purely  speculative  practices 
from  the  system  of  grain  distribution  without  seriously  affecting  the 
legitimate  trader.  Have  vou  or  the  members  of  your  organization 
had  before  you  and  examined  the  provisions  of  the  Capper-Tincher 
bill  ? 

Mr.  Topping.  I  have.  The  organization  has  not,  but  I  have.  I 
think  personally  that  that  bill  will  cure  a  whole  lot  of  the  troubles. 

Mr.  VoiGT.  I  was  wondering  whether  these  different  grades  of 
grain  that  can  be  delivered  on  contract  are  equally  suitable  for  mak- 
ing flour. 

Mr.  Topping.  If  we  buy  milling  grades  we  specify  it  must  be  mill- 
ing grades.  If  you  simply  buy  an  option  you  might  get  a  grade  of 
wheat  that  would  not  be  fit  for  milling. 

Mr.  Voigt.  Then  the  man  who  buys  merely  an  option  does  so  with 
the  intention  that  the  grain  shall  not  be  delivered ;  it  is  a  mere  specu- 
lation ? 

Mr.  Topping.  90  per  cent  of  it  is  that  way ;  yes,  sir. 

Mr.  Voigt.  A  man  can  not  very  well  buy  wheat  with  the  purpose 
of  using  it  unless  he  knows  what  he  is  going  to  get  on  that  contract. 

Mr.  Topping.  There  is  very  little  or  the  option-purchased  wheat 
delivered  and  ground  in  the  Southwest. 

Mr.  VoiOT.  Then  when  the  miller  buys  on  an  option  he  specifies 
that  it  must  be  milling  wheat? 

Mr.  Topping.  No,  sir ;  I  do  not  think  you  can  do  that.  There  are 
very  few  mills  in  the  Southwest  that  use  the  option  trading  and  bid 
for  their  mills.  It  is  a  cash  transaction.  They  buy  from  the  ter- 
minal elevator  a  certain  grade  of  wheat. 

Mr.  Voigt.  Then  a  miller  could  not  buy  wheat  on  the  board  of 

trade  ? 

Mr.  Topping.  Oh,  yes;  a  miller  could  buy.  On  the  cash  market 
there  is  always  a  number  of  samples  there  of  wheat  on  the  board  of 
trade  and  cars  that  could  be  bought  and  delivered  to  him. 

Mr.  Voigt.  Suppose  a  miller  wants  to  buy  wheat  to  be  used  in  60 
days;  can  he  buy  that  on  the  board  of  trade  and  know  that  he  will 
get  exactly  what  he  wants? 

Mr.  Topping.  I  do  not  think  he  would  take  the  wheat.  If  he  had 
done  that  he  would  buy  the  option,  and  when  he  gets  ready  for  the 
wheat  h^  would  take  the  cash  wheat  and  close  out  his  option. 
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Mr.  Lee.  That  is  simply  a  hedge. 

Mr.  Topping.  Yes,  sir. 

Mr.  VoioT.  He  would  have  to  perform  two  transactions. 

Mr.  Topping.  Yes,  sir. 

Mr.  VoiGT.  He  could  not  actually  buy  wheat  for  future  delivery 
and  know  that  he  could  use  it  in  his  mill? 

Mr.  Topping.  Xo  ;  he  could  not  know  that  it  would  be  suitable  for 
his  frrades  of  flour. 

Tlie  Chairman.  Certain  grades  of  flour  require  certain  grades  of 
wheat  ? 

Mr.  ToppiN(;.  Yes,  sir;  your  milling  mixture  is  made  up  of  a  cer- 
tain <"lass  of  wheat  and  you  have  got  to  keep  your  grade  of  flour  built 
up  at  that  rate  all  the  time. 

The  Chairman.  T  take  it  a  miller  advertises  and  builds  up  certain 
bninds  of  flour? 

Mr.  Topping.  Yes,  sir. 

The  Chairman.  And  it  requires  a  certain  grade  of  wheat  to  pro- 
'luoe  that  certain  brand? 

Mr.  Topping.  Yes,  sir. 

The  CiiAiKMAN.  For  instance,  if  a  certain  brand  requires  soft 
wheat  or  wheat  grown  in  the  Southwest,  it  could  not  be  made  out  of 
wheat  up  north? 

ilr.  Topping.  No,  sir;  it  could  not  be  made  out  of  the  spring  wheat. 

ilr.  HrrcinNsoN.  Is  the  concern  you  represent  a  member  of  the 
Board  of  Trade  of  Kansas  City? 

Mr-  Topping.  I  do  not  represent  this  firm,  Mr.  Congressman. 

Mr.  Hutchinson.  Is  the  firm  you  are  talking  about  a  member? 

Mr.  Topping.  Their  grain  department  is  a  member  of  the  Board  of 
Trade  of  Kansas  City. 

Mr.  HrrcHiNsoN.  Suppose  this  committee  should  pass  this  Tin- 
cher  Bill,  as  I  designate  it,  would  that  affect  your  people  at  all? 

Mr.  Topping.  I  do  not  think  it  would  or  Mr.  Moses  would  not  take 
the  stand  he  does. 

Mr.  TiNCHER.  You  are  not  gambling.  The  reason  it  would  not 
affect  vou  Ls  that  you  are  engaged  in  legitimate  business  of  manu- 
facturing wheat  into  flour  and  selling  it  and  buying  your  wheat  of 
the  people  who  produce  it. 

Mr.  Topping.  Yes,  sir. 

Mr.  TiNCHER.  And  you  are  not  gambling  in  wheat  futures? 

Mr.  Topping.  Absolutely. 

Mr.  TiNCHER.  And  for  that  reason  the  Tincher  Bill  would  not  af- 
fect you  in  any  way? 

Mr.  Topping.  No,  sir. 

Mr.  HtjTcinNsoN.  What  about  the  miller  who  can  not  get  local 
wheat?  How  would  he  have  to  run  his  business;  that  is^  a  miller 
who  grinds  250,000  or  300,000  bushels  of  wheat  a  day.  You  would 
put  him  out  of  business? 

Mr.  Topping.  We  have  not  any  such  mills  as  that. 

Mr.  HrrcHiNsoN.  I  know  that,  but  we  are  not  passing  this  bill 
for  the  southwest  but  for  the  entire  country,  for  the  milling  industry, 
the  farmers  and  everybody  else. 

Mr.  TicHNER.  Where  is  the  mill  that  grinds  260,000  bushels  of 
wheat  a  day  ? 

Mr.  Hutchinson.  Well,  tliere  are  several  of  them. 
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Mr.  Topping.  I  should  think  those  people  ought  to  appear  them- 
selves and  defend  their  own  cause. 

Mr.  Hutchinson.  That  is  all. 

Mr.  Topping,  I  am  not  defending  their  interests. 

Mr.  HocH.  Mr.  Topping,  Mr.  Moses  is  president  of  the  Kansas 
Flour  Mills  Co.,  I  believe? 

Mr.  Topping.  Yes,  sir. 

Mr.  HocH.  As  I  understand,  he  has  a  milling  capacity  of  some- 
thing like  ten  or  fifteen  thousand  barrels? 

Mr.  Topping.  I  do  not  know  just  what  the  capacity  is  but  it  is 
around  that  number ;  yes,  sir.    It  is  over  10,000. 

Mr.  HoGH.  Do  you  know  to  what  extent  he  has  hedged  in  his 
transactions  or  does  he  hedge  as  a  matter  of  practice? 

Mr.  Topping.  I  do  not  think  he  hedges. 

Mr.  HocH.  Do  any  of  the  members  of  your  association  hedge? 

Mr.  Topping.  Yes,  sir;  a  few  of  them.  In  the  resolutions  that  were 
passed,  there  were  six  or  seven  in  opposition  to  the  vote. 

Mr.  HocH.  In  your  judgment,  would  it  be  possible  to  preserve  a 
legitimate  hedging  system  and  at  the  same  time  eliminate  the  pure 
speculator? 

Mr.  Topping.  Yes,  sir. 

Mr.  HocH.  The  man  who  sells  shorts,  for  instance. 

Mr.  Topping.  Yes,  sir ;  I  think  it  could  be  done. 

Mr.  HocH.  You  think  we  could  eliminate  short  selling,  for  in- 
stance, and  at  the  same  time  an  effective  hedging  system  would  still 
be  possible? 

Mr.  Topping.  I  think  it  could  be  done.  I  would  not  know  just  how 
to  work  that  out  but  I  believe  it  could  be  done. 

Mr.  HocH.  If  you  prevent  by  some  means  a  man  from  offering  for 
sale  this  commodity  in  which  he  has  no  color  of  right  whatever, 
would  it  not  still  be  possible  for  men  to  hedge  on  the  grain  market? 
I  am  saving  that  in  sympathy  with  the  statement  you  make. 

Mr.  Topping.  I  think  so. 

Mr.  Hogh.  In  other  words,  we  do  not  need  to  destroy  the  hedging 
system  in  order  to  do  away  with  pure  speculation  on  the  grain 
market. 

Mr.  Topping.  I  do  not  think  you  would,  at  all,  Mr.  Hoch. 

Mr.  Hoch.  Are  you  familiar  with  what  happened  on  the  board 
of  trade  from  the  1st  of  June  until  the  15th  of  July,  when  operations 
in  futures  were  reestablished? 

Mr.  Topping.  Yes,  sir ;  in  a  general  way. 

Mr.  Hoch.  As  I  understand  it,  the  board  of  trade  was  operating 
cash  sales,  the  same  as  usual,  from  the  time  the  Government  guaranty 
ceased  on  the  last  day  of  May,  and  that  futures  were  not  permitted 
until  the  15th  day  of  July. 

Mr.  Topping.  That  is  correct. 

Mr.  Hoch.  Do  you  know  what  the  fluctuation  of  the  cash  market 
was  in  that  six  weeks'  period  ? 

Mr.  Topping.  Very  slight.    There  was  a  very  slight  fluctuation. 

Mr.  Hoch.  Is  it  not  a  fact  that  cash  grain  closed  on  the  15th  day 
of  July  at  the  same  price  it  opened  on  the  1st  day  of  June? 

Mr.  Topping.  I  thmk  so,  Mr.  Hoch.  There  was  a  very  slight  dif- 
ference anyway,  if  any. 
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Mr.  HocH.  Do  you  know  what  fluctuations  took  place  immediately 
after  the  16th  of  July,  or  beginning  on  the  15th  of  July  when  deal- 
ing in  futures  was  reestablished  on  the  Chicago  exchange  i 

Mr.  Topping.  Very  heavy  fluctuations  from  then  on  down  to  the 
present  time. 

Mr.  HocH.  And  futures  were  very  miich  lower? 

Mr.  ToppiKG.  Very  much  lower  than  cash  grain;  yes,  sir. 

Mr.  HocH.  Have  you  any  jud^nent  as  to  whether  the  cash  price 
tended  to  foUoiv  the  lowering  price  in  futures? 

Mr.  Topping.  To  a  certain  extent  it  was  influenced  by  the  option 
market  and  has  gradually  declined  since  that  time. 

The  Chairman.  Can  you  give  the  cause  of  the  fluctuation?  What 
caused  that  fluctuation? 

Mr.  Topping.  Speculation,  I  should  put  it,  Mr.  Chairman. 

The  Chaihman.  How  is  the  premium  accounted  for?  If  you  re- 
call, there  was  a  large  premium  in  cash  wheat  last  fall.  I  believe 
it  was  up  to  about  13  cents  on  cash  wheat. 

Mr.  Topping.  You  mean  cash  over  the  option  ? 

The  Chatrman,   Over  the  cash  quotations. 

Mr.  Topping.  Usually  the  cash  wheat,  under  ordinary  circum- 
stances, is  higher  tlian  the  option  market. 

The  Ckaikmat^.  Is  it  not  a  fact  that  for  a  while  wheat,  we  will 
say,  was  quoted  at  $1.60  and  selling  for  $1.73,  a  premium  of  13  cents? 

Mr.  Topping.  Yes,  sir. 

The  Chatbmah^.  How  do  you  account  for  that  or  how  is  that  ac- 
counted for? 

Mr.  Topping.  I  would  accoimt  for  that  because  nobody  wanted  to 
pay  the  cash  price  for  the  option  wheat.    It  was  a  depressing  future. 

llie  Chaibman.  It  was  explained  by  one  man  that  it  was  due  to 
the  shortage  of  cars  and  the  Mortage  of  wheat  coming  in  at  the  time. 
Is  there  anything  to  that  contention? 

Mi.  Topping.  No  ;  I  do  not  think  so. 

Mr.  HoGH.  Mr.  Topping,  it  has  been  contended  here  that  bankers 
refuse  to  finance'  these  transactions  unless  the  protection  of  the  hedge 
is  afforded.  Do  you  know,  as  a  matter  of  fact,  during  the  period 
of  war  control,  whether  bankers  financed  these  transactions  on  the 
basis  of  the  market  which  was  very  much  higher  than  the  Govem- 
loent  guaranty  ?     Xs  that  a  fact  ? 

Mr.  Topping.  Yes,  sir ;  the  reverse  is  true  to  a  great  extent  in  the  . 
Southwest.     Our  bankers  in  the  Southwest  do  not  care  to  finance 
a  speculator,  and  they  would  rather  finance  a  milling  concern  tht^t 
does  not  hedge  its  stuff  than  one  that  doe& 

Mr.  HocH.  The  testimony  this  morning  was,  I  believe,  that  the 
grain  market  at  times  was  40  cents  above  the  Government  guaranty 
price. 

Mr.  Topping.  It  was. 

Mr.  HooH.  At  that  time,  upon  what  basis  did  the  banker  finance 
those  transactions — ^simply  upon  the  basis  of  the  Government  guar- 
anty or  did  he  take  into  consideration  the  market  price? 

3Jr.  Topping.  I  think  he  took  into  consideration  a  .great  deal  the 
financial  situation  of  the  miller  himself. 

Mr.  HocEi.  What  I  am  getting  at  is,  did  he  base  his  transaction 
and  the  matter  of  security  solely  on  the  Government  guaranty  price! 

Mr.  Toppino.  Oh,  no. 
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Mr.  HocH.  If  the  banker  is  willing  to  do  that  where  there  is  a 
spread  of  40  cents,  do  you  know  of  any  reason  why  a  banker  should 
not  be  willing  to  finance  a  transaction  where  the  only  difference  is 
a  possible  fluctuation  in  the  market. 

Mr.  Topping.  I  do  not  think  there  would  be  any  trouble  in  the 
world  about  financing  your  business  whether  you  were  an  option 
trader  or  not,  or  a  hedger. 

Mr.  Wilson.  In  buying  your  wheat  down  there  in  the  Southwest 
from  these  farmers,  upon  what  do  you  base  the  market  price  that 
you  pay  them  ? 

Mr.  Topping.  In  the  Southwest  it  is  based  on  the  demand,  whether 
it  is  export  or  whether  it  is  domestic. 

Mr.  Wilson.  I  know  that,  but  do  you  follow  any  other  market  at 
all  in  the  prices  you  pay? 

Mr.  Topping.  We  follow  the  market  as  I  say,  either  the  domestic 
or  the  export  makes  your  market. 

Mr.  Wilson.  I  understand;  but,  what  I  am  getting  at  is,  do  you 
follow  the  Kansas  City  market  or  the  Chicago  market  or  the  St. 
Paul  market  ? 

Mr.  Topping.  No  ;  we  do  not  follow 

Mr.  Wilson  (interposing).  Do  you  pay  any  attention  to  their 
quotations  ? 

Mr.  Topping.  It  is  either  Kansas  City,  Chicago,  or  the  export  mar- 
ket. 

The  Chairman.  It  is  the  cash  market  that  governs  the  price. 

Mr.  Topping.  Yes,  sir.  If  the  export  market  is  higher  than  the 
Kansas  City  or  Chicago  market,  that  makes  the  market.  If  it  is 
lower  then  the  Kansas  City  or  Chicago  market  makes  the  market. 
That  condition  fluctuates. 

Mr.  Wilson.  Do  you  pay  the  farmers  more  than  they  can  get  for 
their  grain  in  Kansas  City  or  Chicago? 

Mr.  Topping.  No;  not  more  than  they  can  get  in  Chicago  or 
Kansas  City  less  the  freight,  but  they  do  get  more  for  their  wheat, 
proportionately,  when  exporters  are  buying,  because  our  rates  are 
Duilt  up  in  such  a  way  that  our  wheat  all  goes  to  the  Gulf,  and  it  is 
higher  proportionately  through  the  Gulf  than  it  is  to  go  East. 

Mr.  TiNCHER.  Does  this  ever  happen,  that  cash  wheat  will  go  up 
to-day,  for  instance,  and  future  options  go  down? 

Mr.  Topping.  Well,  it  has  done  that,  but  not  as  a  general  rule.  It 
very  seldom  does  that.    They  usually  work  together  pretty  closely. 

Mr.  TiNCHER.  If  that  does  happen  one  day,  there  is  some  pretty 
rapid  trading  in  futures  the  next  day  in  Chicago,  is  there  not? 

Mr.  Topping.  Well,  I  expect  so. 

Mr.  Hutchinson.  You  said  that  your  mills  down  there  had  about 
200  elevators  buying  for  the  mills,  did  you  not? 

Mr.  Topping.  Yes,  sir. 

Mr.  HrrcHiNsoN.  If  an  Eastern  mill  bids  to  that  elevator,  they 
will  sell  to  the  Eastern  mill,  will  they  not  ? 

Mr.  Topping.  They  wUl  seU  anjrwhere ;  yes,  sir. 

Mr.  Hutchinson.  ~  You  are  not  confined  to  your  mill. 

Mr.  Topping.  No,  sir. 

Mr.  Hutchinson.  In  other  words,  you  have  to  compete  with  the 
world- 
Mr.  Topping.  Yes,  sir. 
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The  Chairman.  We  are  very  grateful  to  you,  sir. 
Mr,  SiTrVER,  Mr.  Chairman,  we  would  like  next  for  you  to  hear 
Mr,  £ckhardt. 

STATEMENT  OF  ME.  WILLIAH  0.  ECKHABDT,  DIEECTOE,  ILLINOIS 
AGBICITLTXrEAL  ASSOCIATION,   aEAIN  UAEEETINO   DEPAET- 
\  130  NOETH  WELLS  STEEET,  CHICAGO,  ILL. 


Mr.  EcKHARDT.  Mr.  Chairman,  my  name  is  W.  G.  Eckhardt ;  I  am 
the  director  of  the  grain  marketing  department  of  the  Illinois  Agri- 
cultural Association,  and  will  appear  here  as  their  representative. 
This  is  a  farmers'  organization  in  Illinois  with  105,000  paid  member- 
ships. It  is  an  organization  affiliated  with  the  American  Farm 
Bureau  Federation,  one  of  the  State  federations. 

Mr.  Wii-soN.  Before  you  enter  on  vour  discussion,  may  I  inquire 
whether  you  are  related  to  B.  A.  Ecknardt  or  John  W.  Eckhardt,  of 
Chicaso. 

Mr.  KcKSABDT.  I  understand  the  families  come  from  the  same  pa  it 
of  the  Old  World. 

Mr.  Wilson.  I  just  wondered  whether  you  were  some  near  relation. 

Mr.  Eckhardt.  No.  I  think  we  have  somewhat  different  views 
regardmg  these  matters. 

Mr.  Wii^sov,  I  do  not  know  anything  about  the  views  of  the  other 
men,  but  I  know  them  very  well,  and  they  are  very  high-class  men. 

Mr.  Eckhardt.  Mr.  Chaiiman,  if  I  may  be  permitted,  I  think  I 
can  save  the  committee's  time  by  making  my  statement.  I  have 
some  notes  and  will  go  through  tnem  as  rapidly  as  I  can,  and  then 
I  will  be  glad  to  try  to  answer  any  questions  that  you  wish  to  ask 
me,  if  I  can  answer  them. 

The  Chairman.  That  is  agreeable,  I  am  sure. 

Mr.  Eckhardt.  I  wish  to  state  at  the  very  beginning  that  I  have 
cfiven  this  matter  some  considerable  attention.  I  am  a  member  of 
the  fanners'  marketing  committee  of  17  who  are  making  a  study  of 
the  national  marketing  of  grain.  This  committee  has  called  before 
it  some  of  the  men  whom  we  believe  to  be  the  best  authorities  on  the 
^ain  business  in  America,  with  a  view  to  getting  information  that 
will  help  and  try  to  build  up  a  farmers  marketing  organization  or 
Kelp  correct  the  evils  in  the  present  marketing  system. 

I  wish  to  state  further  that  looking  upon  the  exchanges  or  the 
boards  of  trade,  I  see  two  functions  that  it  performs;  the  function 
of  a  place  where  buyer  and  seller  meet,  where  grain  grades  are  de- 
termined, and  where  deals  for  legitimate  business  are  consummated 
as  a  high  type  of  service.  We  look  at  it  also,  at  least  I  do,  in  another 
way,  that  that  part  of  the  system  whereby  a  tug-of-war  exists  between 
two  tremendous  gambling  forces  and  the  resultant  of  that  tug-of- 
war  is  the  price  determining  factor,  is  fundamentally  wrong.  This 
price  determining  factor  determines  the  labor  return  of  one-third 
of  the  human  race  in  this  country.  The  farmer  has  done  the  work. 
He  has  taken  the  hazards  of  season,  insects  and  all  of  that,  and  after 
a  year  is  passed  we  see  that  price  determined  by  a  group  of  men — I 
will  not  try  to  name  them.  They  have  been  described  here  before, 
but  as  we  see  it  in  our  little  country  towns,  watching  the  blackboard 
and  betting  whether  that  wheat  goes  up  or  down,  we  say  that  that  is 
fundamentally  wrong. 
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In  analyzing  this  problem,  I  am  going  to  call  attention  to  some 
of  the  results.  I  do  not  know  whether  we  can  get  hold  of  the  causes. 
I  have  heard  as  able  an  authority  as  the  president  of  the  Chicago 
Board  of  Trade,  whom  I  regard  as  a  very  high-class  gentleman,  and 
he  was  not  able,  to  my  satisiaction,  to  give  me  the  reasons  for  certain 
thin^  happening.  1  have  heard  as  able  a  man  as  Julius  H.  Barnes. 
and  I  was  not  satisfied  after  hearing  him  that  he  had  given  us  the 
foundation  for  these  violent  fluctuations  and  the  price-determining 
factors. 

It  is  well  to  remember  that  the  turnover  of  the  farmer  is  just  once 
in  a  year  and  that  with  the  hazards  of  season  he  probably  has  an 
average  crop  once  in  two  years.  The  turnover  of  the  dealer  happens 
many  times  throughout  the  year. 

The  thing  that  the  faVmer  wants  is  a  stable  market  and  not  a 
fluctuating  market.  If  I  understand  it,  the  thing  that  the  speculator 
wants  is  a  fluctuating  market,  a  market  that  ^oes  up  and  down. 

Now,  I  find  that  I  am  not  the  only  one  who  is  not  able  to  get  satis- 
factory evidence  of  the  causes  back  of  this  whole  move.  I  find  here, 
in  a  statement  issued  by  the  Federal  Trade  Commission,  on  December 
20,  this  statement : 

The  commission  has  not  had  the  opportunity  to  obtain  directly  the  ftgure» 
whicli  would  determine  conclusively  whether  large  transactions  In  futures  of  a 
manipulative  nature  have  occurred.  It  has  sought  but  has  not  been  able  to 
secure  the  cooperation  of  the  officers  and  directors  of  the  Chicago  Board  of 
Trade  deemed  necessary  for  the  collection  of  pertinent  information  In  this 
matter.  The  limited  evidence  available  does  not  establish  manipulation  of 
wheat  prices  by  large  operators  in  futures,  nor  that  the  recent  low  average 
or  downward  trend  of  wheat  prices,  has  been  due  to  speculative  manipulation. 

They  state  further: 

The  matter  of  future  trading  in  grain  is  to  be  given  extended  treatment  in  a 
forthcoming  volume  of  the  report  upon  the  grain  trade. 

Mr.  McLaughlin  of  Michigan.  When  was  that  written? 

Mr.  EcKHAHDT.  December  13, 1920.  and  states  "  Release  afternoon 
papers,  Monday,  December  20,  1920." 

Mr.  McLaughlin  of  Michigan.  Is  there  any  time  of  the  year  men- 
tioned when  that  volume  will  be  printed? 

Mr.  EcKHARDT.  The  date  is  not  given.  It  merely  states,  "The 
matter  of  future  trading  in  grain  is  to  be  given  extended  treatment 
in  a  forthcoming  volume  of  the  report  upon  the  grain  trade."  It 
does  not  give  the  time. 

I  present  that  matter  because  I  feel  there  is  certain  information 
I  should  have  in  my  work,  and  that  I  am  sure  also  would  be  exceed- 
ingly valuable  to  your  committee  in  legislating  on  a  matter  that  is 
as  large  as  this  matter  is.  We  should  blow  surely  the  truth  under- 
lying the  entire  matter. 

Now,  I  said  a  moment  ago  that  I  would  try  to  analyze  this  problem 
somewhat  from  results.  If  I  saw  smoke  coming  out  of  a  building  I 
might  conclude  that  there  was  a  fire  within  that  building.  I  might 
have  many  other  evidences  to  that  effect,  but  that  might  be  a  rather 
harmless  fire  in  that  building,  doing  no  great  amount  of  damage.  I 
am  going  to  point  to  some  things  which  to  me  seem  like  smoke. 

I  know  that  about  two  years  ago  some  corn  started  from  South 
America  to  be  shipped  to  the  United  States.  The  market  price  of 
corn  was  $1.50  a  bushel,  approximately,  at  Chicago.    Some  dealers 
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who  were  the  largest  operators  in  the  county  where  I  live  immedi- 
ately and  before  the  published  statements  in  regard  to  that  corn 
coming  in,  began  tellm^  the  farmers  that  the  price  of  com  was 
going  to  go  down  and  tney  had  better  sell.  The  fact  is  that  after 
the  report  became  published  and  circulated  broadcast,  the  price  of 
com  declined  to  $1,  approximately,  a  bushel.  Then,  before  the  next 
crop  of  com  was  produced,  that  same  com  went  to  almost  $2  a 
busnel.  Now,  without  another  bushel  of  com  being  produced  in  the 
entire  world,  we  have  the  price  of  that  com  changing  from  $1.50 
down  to  $1  and  up  to  $2  a  bushel. 

In  my  judgment,  there  is  something  fundamentally  wrong  with  a 
price  determining  machine  that  will  function  in  that  maimer. 

Here  is  some  more  smoke  in  regard  to  the  same  situation:  Since 
the  15th  of  July,  when  option  trading  opened  in  wheat,  a  certain 
buyer  of  OTain  and  wheat  for  mills  received  word  two  days  before 
wheat  took  a  drop  of  23  cents  a  bushel,  which  meant  a  diflference  in 
price  paid  by  that  man  at  his  point  of  35  cents  a  bushel  on  tiiat 
wheat.  Preceding  that,  after  the  trading  opened,  that  same  man 
received  word  also  two  days  before  the  time  that  that  big  drop  came, 
and  it  made  a  difference  of  20  cents  a  bushel  that  he  bought  the 
wheat  for;  in  other  words,  he  was  given  instructions  by  somebody 
from  on  high  that  he  should  not  buy  any  wheat;  that  there  was  to 
be  a  big  drop  in  prices. 

Now^  Mr.  Chairman,  if  you  should  wish  the  name  of  that  gentle- 
man, it  shall  be  my  pleasure  to  furnish  it  to  you,  if  you  care  for  it, 
later  on. 

Mr.  Wilson.  Why  not  give  it  to  us  now? 

Mr.  'EcKHARsyr.  1  do  not  feel  I  would  be  doing  right  to  give  the 
name  now. 

Mr.  WHiSON.  Do  you  believe  it  would  help  us  in  our  discussions  t 

Mr.  EcKHAKDT.  No,  I  do  not  think  it  will. 

Now,  the  thermometer  has  been  often  used  as  an  illustration  of  an 
instrument  that  determines  temperature  accurately.  The  thermome- 
ter has  been  often  used  as  illustrating  the  functions  of  our  marketing 
machinery  that  determines  the  price.  Now,  if  we  had  a  thermometer 
in  this  room,  and  it  registered  the  temperature  at  this  time  120,  we 
might  think  there  was  something  wrong;  or  if  that  same  thermome- 
ter registered  the  temperature  down  to  20  degrees,  we  would  also 
ff*l  something  was  wrong. 

I  am  going  to  examine  some  data,  and  I  wish  you  would  get  this 
'lata,  because  to  me  it  is  a  very  vital  thing. 

On  July  1  the  Chicago  market  on  com,  December  future,  was 
!l-57  a  bushel.  The  Government  report  of  com  showed  there  would 
y^  2,779,000,000  bushels  of  com.  All  the  com  in  the  United  States 
%t  that  price  was  being  registered  by  that  marketing  system  as  worth 
^.3(53,000,000. 

We  go  on  to  the  8th  of  October,  and  we  find  that  nature  has  been 
:!r>od.  and  there  is  a  much  larger  crop  of  com,  and  the  yield  has  gone 
.p  so  that  we  have  3,216,192,000  bushels,  according  to  the  Govem- 

j.'ient  report. 

Of  course,  a  larger  crop  of  com  should  be  worth  less  per  unit.  1 
Think  we  can  absolutely  admit  that.  But  all  of  that  crop  of  com 
oii<rht  to  be  worth  the  money  it  was  before,  surely.    But  we  find  that 
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that  larger  crop  of  corn  has  fallen  in  price,  December  future,  to  84^ 
cents,  or  $2,718,000,000, 

We  have  here  a  difference  of  437,192,000  bushels  of  corn,  and  that 
amount  of  com  is  worth  $1,645,000,000  less  money.  I  want  you  to 
be  sure  to  get  that  point.  We  have  nearly  a  half  billion  bushels 
more  com,  worth  $1,645,000,000  less  money. 

Now,  when  we  look  at  that  thermometer,  do  you  not  think  maybe 
there  is  some  boy  around  with  a  hot  water  bottle  on  the  bulb  one 
time  or  the  other? 

I  want  to  take  you  to  wheat,  which  goes  just  the  opposite  way,  for 
approximately  the  same  period.  On  July  15  the  Government  report 
on  wheat  was  809,000,000  bushels;  the  December  future  price  was 
$2.70.  The  total  value  of  wheat  in  the  United  States  at  that  price 
was  $2,184,000,000 ;  oh  October  8,  instead  of  having  a  larger  cix>p 
of  wheat,  the  Government  shows  we  did  not  get  as  much.  We  have 
only  750,648,000  bushels,  but  the  price  had  also  gone  down  to  $1.93^ 
for  December  future,  making  the  total  wheat  worth  $1,452,000,000. 
We  have  less  wheat  Conditions  throughout  the  world  indicated 
that  all  of  that  wheat  would  surely  be  used,  but  we  find  that  with 
nearly  59,000,000  bushels  less  wheat  we  have  a  less  price  per  unit  of 
wheat,  and  a  total  of  $732,000,000  less  money. 

I  am  not  going  into  the  technique  of  hedging.  I  think  you  have 
men  before  your  committee  who  can  handle  that  phase  of  the  work 
much  better  than  it  will  be  my  ability  to  do. 

I  want  to  speak  briefly  of  the  insurance  feature  of  hedging.  We 
are  told  from  the  reporte  that  approximately  600,000,000  bushels  of 

frain  actually  passed  through  Chicago.  I  am  told  from  sources  that 
feel  are  reliable — I  wish  we  had  the  positive  figures— that  the 
speculative  trading  of  that  market  amounts  to  a  figure  between 
25,000,000,000  and  30,000,000,000  of  bushels  in  one  years  time,  or  an 
amount  40  times  as  much  as  the  actual  grain  that  goes  through.  Let 
us  see  what  that  insurance  costs.  That  will  amount  to  between 
$50,000,000  and  $60,000,000,  if  that  is  the  trath.  I  wish  I  had  that 
data,  and  I  have  heard  men  who  have  been  in  the  business  for  30 
years  say  that  that  figure  is  only  half  or  less  than  half  what  it  should 
be.  I  do  not  know.  I  wish  we  had  that  data.  That  insurance  does 
not  do  a  man  much  good  when  the  cash  market  is  away  above  the 
future  price  of  the  grain ;  it  does  not  seem  as  though  the  farmer  gets 
much  good  from  it. 

Down  in  my  own  State,  as  near  as  we  can  determine  that,  not  over 
15  or  20  per  cent  of  the  farmers'  elevator  companies  ever  use  that  type 
of  insurance,  and  when  they  do  begin  using  it  they  get  a  manap:ei* 
who  becomes  demoralized  with  that  business,  becomes  a  speculator 
and  a  gambler,  and  we  have  had  many  failures  because  of  the  de- 
moralizing influence  of  that  business. 

Supposing  that  during  this  readjustment  period,  as  you  nii^ht 
call  it,  that  we  had  had  that  short-selling  of  land.  What  would  havei 
happened  to  us?  Supposing  that  you  would  have  had  exchan^eg 
where  men  could  buy  and  sell  in  futures  farm  lands,  with  everythiiip( 
going  down.  Would  not  the  price  of  that  land  have  gone  down  from 
$300  in  the  com  belt  and  the  mid- west  States  to  probably  $150  or 
$175  and  absolutely  ruined  our  entire  credit  and  business?  But  in- 
stead of  that  if  it  is  proven  that  our  land  is  too  high,  those  prices 
will  recede  during  a  long  period  of  time. 
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The  point  I  am  making,  ^ntlemen,  is :  Does  not  this  tremendous 
Tolume  of  speculation  puSi  we  price  away  beyond  the  point  it  would 
go  if  the  true  law  of  supply  and  demand  were  maintained.  Is  it  not 
exaggerated  away  beyond  what  it  would  be  otherwise,  although  the 
mar^t  between  the  individual  transactions  may  not  be  as  large? 

Then,  if  this  is  a  good  system  of  merchandising,  why  shomd  not 
the  International  Harvester  Company  establish  an  exchange  in 
which  mowers  and  binders  and  the  other  things  that  farmers  use 
would  be  sold  to  the  highest  bidder  upon  the  type  of  a  market  ? 

You  mi^ht  apply  the  same  arrangement  to  labor,  if  you  would. 
There  is  just  as  much  reason,  in  my  judgment,  and  just  as  much 
logic  that  after  the  laboring  man  has  done  his  work  a  year — that  is 
what  the  farmers  have  done — that  the  product  of  that  labor  should 
be  gambled  in  to  the  extent  of  20,  40  or  100  times  as  large  a  volume, 
and  its  value  determined  after  it  is  all  over,  and  if  it  is  a  loss  that 
that  individual  must  take  it. 

Another  point  that  I  am  brought  to  see  rather  clearly  is  that  our 
exchanges  are  an  absolute  monopoly — ^that  they  are  built  for  the 
trader  and  not  for  the  producer  of  grain ;  and  to  support  that  con- 
tention I  will  read  a  i)aragraph  of  a  report  that  the  Federal  Trade 
Commission,  released  in  the  morning  newspapers  of  December  17, 
1920  (reading)  : 

With  respect  of  the  Chamber  of  Commerce  of  Mlimeapolis,  the  commission 
l<  mformed  and  sets  forth  in  the  complaint  that  the  chamber  conducts  a  grain 
exchange  for  the  exclusive  use  of  its  members  who,  as  commission  merchants, 
operators  of  terminal  elevators,  bankers,  and  others,  handle  approximately  two 
handred  million  bushels  of  grain  annually;  that  the  chamber  also  buys,  sells, 
bud  exchanges  valuable  commercial  information  consisting  chiefly  of  grain 
price  qaotatioiis  and  other  market  news  from  and  among  other  so-called  regular 
n^ln  exchanges. 

Its  business  and  the  business  of  its  members  is  carried  on  under  strict  pen- 
alty of  the  rules  cf  the  chamber,  which,  it  is  alleged,  are  op];)osed  to  and  pro- 
hibit members  from  doing  business  on  the  principle  of  cooperative  gi*ain  market- 
ing and  exclude  from  membership  cooperative  organizations.  Through  use  of 
27eat  financial  power,  community  of  stock  ownership,  Interlocking  directorates, 
-md  with  the  assistance  of  other  so-called  i-egular  grain  exchanges  it  Is  alleged 
■  hat  members  of  the  Chamber  of  Commerce  of  Minneapolis  have  acquired  and 
LOW  maintain  a  monopoly  of  the  grain  trade  at  Minneapolis  and  within  a  radius 
of  100  miles  of  that  city. 

I  might  say  that  there  may  be  a  reason  why  large  bankers  in  these 
market  centers  will  support  these  exchanges,  and  the  tremendous 
^  olume  of  speculative  trading — that  is,  supposing  the  figures  I  have 
«iuoted  are  somewhere  near  accurate;  we  should  know  just  exactly 
^hat  they  are — but  supposing  they  are  accurate,  and  the  man  buying 
or  selling  that  future  has  to  put  with  his  commission  house,  and  the 
•'ommission  house  in  turn  deposits  that  money  in  the  bank,  5  or  10 
per  cent  of  the  value  of  that  grain  that  is  being  traded  in,  and 
that  may  amount  in  a  single  month's  time  to  a  sum  of  money  of 
>5<X),000,000  in  a  city  like  Chicago  alone.  Bear  that  in  mind,  that 
tbe  bankers'  interest  may  be  doubled  in  that  case,  that  he  has  a  vital 
concern  that  that  tremendous  volume  of  money  is  left  in  that  ter- 
ritory. 

I  spoke  shortly  in  regard  to  the  Argentine  com,  and  the  informa- 
tion that  is  sent  out  to  the  farm  folks  in  my  territory  by  the  trade  is 
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often  changed.  We  do  not  believe  it  is  reliable.  I  feel  we  shoultj 
liave  some  definite  information  in  that  respect. 

I  have  three  points  that  I  would  suggest  should  be  made,  at  leasj 
three  points  of  information  that  I  wish  I  should  have  access  to  iij 
this  whole  problem :  First,  that  your  committee  request  the  Federal 
Trade  Commission  to  make  immediately  available  the  investigational 
material  in  the  forthcoming  report,  and  then  we  can  look  into  th^ 
work  that  those  people  have  done  for  three  to  five  years  of  time. 

Then,  second,  the  nature  of  our  market  information  be  studied,  s 
survey  of  the  character  of  the  information  actually  secured  by  th< 
principal  firms  on  the  grain  exchanges  of  the  United  States  regard 
ing  the  changing  condition  of  grain  crops  in  this  and  other  count rie^ 
and  regarding  conditions  determining  exportable  surplus  and  eflfecti\N 
domestic  and  foreign  demand,  together  with  a  survey  of  the  source^ 
of  such  information  and  its  general  reliability  or  unreliability,  thi 
use  which  is  made  of  this  information  by  the  grain  trade  or  ottierH 
and  the  possible  effect  of  such  information  on  prices  of  grain.  Thai 
is  the  second  point. 

The  third  point — and  that  is  information  that  the  Federal  Trad^ 
Commission  has  been  unable  to  get,  and  I  do  not  believe  any  ini 
dividual  has  it — that  we  follow  absolutely  every  trade  on  those  exi 
changes  from  its  origin  to  its  end,  in  order  that  we  may  have  tha^ 
infomation.  .  . 

Here  is  a  volume  of  business.  No  man  knows  how  large  it  i^ 
they  tell  us.  That  group  of  speculators  on  this  side  [illustratingr' 
are  betting  that  the  price  will  go  up  and  that  group  of  speculators 
on  the  other  side  betting  that  the  price  will  go  down,  and  the  resuli 
of  those  two  forces  determining  it.  Is  it  not  possible  that  some  on< 
man  may  have  10  commission  houses  or  20  commission  houses  on 
that  market,  and  that  10  of  those  are  instructed  to  buy  the  grail 
and  the  other  10  be  instructed  to  sell  it;  and  with  almost  unlimited 
funds  those  commission  houses  go  into  that  market  and  in  a  day*^ 
time  sell  100,000,000  bushels,  which,  according  to  the  data  I  hav< 
given  to  you  already,  is  only  a  day's  transaction — speculative 
trades — and  that  becomes  a  price-determining  factor,  and  with  on^ 
receding  and  the  other  side  advancing,  or,  vice  versa,  absolutely 
sell  that  market  up  or  down  at  their  will,  and  not  cost  a  man  doin^ 
that  thing  a  dollar,  because  he  owns  the  20  commission  houses 
and  the  one  move  wipes  out  the  other.  I  wonder  if  that  is  no^ 
sometimes  done? 

Above  everything  else,  if  that  sort  of  thing  is  not  done,  how  in 
God's  world  can  com  go  down  to  a  $1  and  up  to  $2  without  i 
bushel  being  produced  m  all  the  world  during  that  period?  I  d< 
not  know.  Under  the  true  law  of  supply  and  demand,  it  seemj 
to  me  that  that  could  not  be  done. 

That  covers  the  three  points  of  recommendations  that  I  would 
make. 

I  would  like  the  opportunity  at  a  later  period  to  make  a  furthet 
statement  on  this  matter,  if  that  privilege  might  be  granted. 

Mr.  McLaughlin  of  Michigan.  Referring^  to  this  last  matte] 
you  speak  of,  the  representatives  of  the  commission  houses  that  ap 
peared.  Did  I  understand  you  saying  that  they  are  in  the  habit  o1 
dividing  sales  and  the  men  in  the  same  corporation  sitting  on  on^ 
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side  of  the  table  trying  to  force  prices  up  to  men  sitting  on  the 
other  side  of  the  table  trying  to  force  them  down  ? 

Mr.  EcKHARDT.  The  problem  that  I  presented  was  that  these  10 
commission  houses  over  here  [illustrating]  would  be  instructed  to 
be  purchasers  while  the  others  were  sellers  of  approximately  the 
same  volume  throughout  the  day. 

Mr.  McLaughlin  of  Michigan.  There  are  two  separate  organiza- 
tions, however? 

Mr.  EknLHAHDT.  That  is  it  exactly. 

Mr.  MgLaughun  of  Michigan.  I  do  not  catch  that. 

Mr.  Ecksardt.  Yes,  sir;  but  the  same  man  owns  both  of  them. 
I  sav,  what  is  to  prevent  that? 

Ifr.  McLaughmn  of  Michigan.  I  do  not  know.     I  was  asking  you. 

Mr.  ElcraARDT.  The  point  I  am  making,  Mr.  Chairman,  is  that 
here  is  a  price-determining  machine  and  that  there  may  be  danger 
that  it  can  be  meddled  with,  and  we  want  to  know  whether  it  is  the 
actual  grain  that  is  determining  the  pric^  or  whether  it  is  the 
thousands  upon  thousands  of  sales  that  is  determining  the  price  and 
whether  it  is  within  the  power  of  men  who  have  money  back  of 
them  to  move  that  price  as  may  suit  their  needs. 

Mr.  McItAuoHiiiN  of  Michigan.  Have  you  anything  more  to  offer 
as  to  the  cause  of  the  improper  or  untruthful  registering  of  that 
thermometer  in  the  room  whether  it  is  the  buyers  who  with  fire 
•Irive  it  up  120,  or  some  application  of  ice  that  drives  it  down  per- 
haps to  20  degrees ;  whether  we  should  send  for  the  fire  department 
or  oro  in  and  remove  the  ice?     What  were  you  looking  for,  ice  or  fire? 

Mr.  EcKHARDT.  The  thing  I  am  thinking  in  that  respect  is  that, 
'^e  ought  to  trace  every  one  of  these  transactions  that  happen  in 
that  market  from  A  to  Z  and  know  from  the  analysis  of  those  trans- 
actions Tvhether  it  is  manipulation  of  markets  or  whether  it  is  not. 

Mr.  McLaughlix  of  Michigan.  We  hope  that  you  gentlemen  will 
be  able  to  tell  us. 

Mr.  EcKHARDT.  The  Federal  Trade  Commission  can  not  get  it. 
How  could  we  get  it?  The  Federal  Trade  Commission  in  its  report 
that  I  read  to  you  states  that  they  can  not  get  that  data. 

The  Chairman.  What  data  do  you  refer  to  there  which  was  dated 
December  17,  or  released  for  publication  on  December  17,  1920, 
and  what  particular  information  were  they  unable  to  give? 

Mr.  CcKHARDT.  That  was  information  concerning  the  manipula- 
tion of  prices  on  the  markets. 

Mr.  TiNCUER.  I  do  not  know  whether  I  just  understood  that  illus- 
tration of  yours  where  the  firm  was  buying  and  selling.  Do  you 
mean  to  infer  that,  for  instance,  if  one  man  wanted  to  control  the 
market  that  he  would  go  on  the  market  and  ostensibly  sell  several 
million  bushels  of  wheat,  then  have  some  friend  ostensibly  buy  it, 
for  the  impression  it  would  have  on  the  country,  when,  as  a  matter 
of  fact,  there  was  not  any  real  wheat  changed  hands  in  the  trans- 
action? 

Mr.  EcKHARDT.  There  was  no  wheat  in  the  transaction  whatever. 
Bat  I  meant  just  a  little  further  than  that :  Here  is  that  price  being 
determined  by  the  voliune  of  sales  going  through  there.  Supposing 
one  group  was  receding  and  the  other  advancing;  would  not  that 
operation  be  controlling  the  movement,  and  would  not  one  side  wipe 
oQt  the  other? 
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Mr.  TiNGHKR.  And  your  idea  is,  as  one  remedy  for  the  thermomej 
ter,  to  do  away  with  the  gambling  in  futures? 

Mr.  EcKHABDT.  Individually,  I  feel  that  gambling  in  the  product;! 
of  human  labor,  and  that  gambling  done  by  the  type  of  men  tha^ 
do  it,  is  one  of  the  most  damnable  things  in  the  United  States  to-dayi 

Mr.  TiNCHER.  Then,  you  think  that  the  fact,  if  it  is  a  fact,  thai 
every  bushel  of  wheat  in  the  United  States  purchased  and  sold  fouTi 
teen  times  before  it  is  thrashed  by  these  gamblers  on  the  board  o:| 
trade  has  not  any  proper  place  in  good  government? 

Mr.  EoKHARDT.  That  has  no  more  place  in  good  government  th.ail 
does  the  roulette  wheel  in  church.    [Laughter.] 

Mr.  Htttchinson.  I  want  to  ask  you  a  question.  I  understanc 
that  you  are  going  to  give  us  a  remedy  for  tnis  thing  later? 

Mr.  EcKHARDT.  I  am  not  going  to  speak  for  the  committee  of  1"^ 
here.  I  wiU  say,  however,  that  we  are  working  for  information  oi 
that  problem.  I  will  say  that  much — and  that  there  is  every  effort 
being  made  that  can  be  made  toward  the  solution  of  the  dimcultie^ 
so  far  as  the  committee  is  concerned. 

Mr.  Hutchinson.  You  are  not  oflfering  a  solution? 

Mr.  EcKHARDT.   No. 

Mr.  Hutchinson.  I  would  like  to  inquire  a  moment  about  th^ 
valuation  of  corn. 

Mr.  EcKHARDT.  Yes. 

Mr.  Hutchinson.  At  what  time — August,  you  say,  you  made  ax 
estimate  of  com  at  $1.57  ? 

Mr.  Eckhardt.  That  was  December  future  com  on  July  1, 1920. 

Mr.  Hutchinson.  You  are  estimating  something  that  was  no^ 
known. 

Mr.  Eckhardt.  I  am  speaking  about  the  accuracy  of  the  tlier^ 
mometer  that  registered  the  price. 

Mr.  Hutchinson.  Who  did  that?  You  do  not  mean  to  say  yoii 
want  them  to  fix  the  price  of  corn  and  wheat  or  anything  like  that  \ 

Mr.  Eckhardt.  I  did  not  understand  the  question. 

Mr.  Hutchinson.  I  sav,  you  do  not  want  them  to  fix  the  price  o:i 
com  and  wheat.  Who  figured  that  valuation  at  that  time  f  Yot 
figured  several  million  bushels  at  $1.57,  worth  so  many  millions  o:l 
dollars.    That  was  before  the  com  was  grown  ?  ' 

Mr.  Eckhardt.  Absolutely. 

Mr.  Hutchinson.  Did  you  take  into  consideration  the  millions  o:i 
bushels  of  com  of  the  1919  crop  yet  on  hand  ? 

Mr.  Eckhardt.  That  was  surely  taken  into  consideration  by  th^ 
forces  that  were  determining  the  price. 

Mr.  Hutchinson.  Who  did  that;  who  gave  you  that? 

Mr.  Eckhardt.  The  speculators. 

Mr.  HxnxjHiNsoN.  You  said  the  Government  did  that. 

Mr.  Eckhardt.  It  was  the  Government  figure  of  the  new  crop! 
I  did  not  figure  in  the  old  crop  in  that.  That  was  the  estimate  of  th^ 
new  crop. 

Mr.  Hutchinson.  Do  you  know  how  many  millions  of  bushels  oi 
the  1919  com  crop  are  on  hand  now? 

Mr.  Eckhabdt.  No. 

Mr.  Hutchinson.  Is  not  that  a  factor  in  figuring  the  price  oi 
com? 
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Mr.  EcKHABDT.  That  factor  was  in  existence  at  that  time. 

Mr.  Hutchinson.  Is  it  in  existence  now ? 

Mr.  Ek^KHABDT.  Oh,  yes. 

Mr.  Hutchucsok.  Tnen,  vou  do  not  condemn  the  value  of  the  corn 
we  are  figuring  on  now  ?  t)o  you  think  a  dollar  a  bushel  is  a  fair 
price  for  corn  for  the  immense  quantity  of  the  1919  crop  that  there 
is  on  hand?  

Mr.  EciLHABDT.  When  we  get  down  to  what  is  a  good  price,  we 
enter  into  another  field.  Com  this  year  cost  the  farmers  of  Iowa  and 
nimois  approximately  1.18  a  bushel  to  raise. 

Mr.  HuTcnrNSON.  That  is  not  the  question.  You  have  been  saying 
that  the  price  ought  to  be  fixed  by  the  law  of  supply  and  demand,  li 
you  have  grown  more  corn  than  you  can  use  in  two  years,  the  price 
will  go  down  accordingly,  will  it  not? 

Mr.  EcKHARDT.  If  you  follow  Adam  Smith's  law,  that  if  there  are 
ten  bags  of  srain  brought  on  to  the  markets  and  there  are  only  nine 
purchasers  ror  it,  and  you  let  this  extra  bag  determine  what  shall  be 
received  for  all  the  ten,  then  what  you  say  is  true.  If  you  follow  that 
law  to  the  end,  then  we  sav  to  the  farm  folks  of  the  United  States 
that  if  Nature  is  good,  and  you  raise  just  a  little  more  of  the  crop 
than  is  needed,  we  are  going  to  punish  you  for  Nature  having  been 
good  to  you,  and  the  result  might  be  that  we  will  pay  you,  as  we 
are  doing  to  the  farmers  of  Iowa  now,  49  cents  a  bushel  for  corn, 
as  was  testified  before  you  to-day,  half,  and  less  than  half,  what  it 
cost  that  farmer  to  raise  it;  and  as  a  result  there  will  be  less  produc- 
tion, and  finally  we  will  reach  a  point  when  there  is  a  shortage  of 
corn,  a  subsequent  higher  price,  and  you  will  equally  rob  the  men  in 
the  cities  because  of  Sie  price  on  meat  and  the  price  on  grain,  when 
the  farmers  do  not  have  much  of  it  to  sell. 

}ir.  HmxmxNaofN,  Who  do  you  think  ought  to  make  up  that  de- 
ficiency— ^what  it  cost  the  farmer  and  the  consumer — ^the  Govem- 
mentt 

Mr. EcKHABDT.  Oh^no. 

Mr.  HirrcHrNSON.  Who  would  do  it? 

Mr.  EcKHARiyr.  The  point  I  am  trying  to  make  is  that  there  is 
something  fundamentally  wrong  with  our  price-determining  ma- 
chinery, and  whether  this  short  selling  is  right  We  should  make  up 
this  denciency  ?  I  am  not  going  to  try  to  answer  that,  because  I  can 
not  answer  it.  However,  if  the  speculator  performed  the  service  that 
he  is  supposed  to  perform  to  the  community  as  a  whole,  then  that 
^iiall  excess  would  not  beat  the  price  of  com  down  to  half  what  it 
^  to  raise  it ;  and  then,  in  turn,  finally  advance  the  price  on  to  the 
consumers,  as  it  did  here  a  year  ago,  to  twice  what  it  cost  to  produce 
it— it  would  not  do  that  if  the  speculator  was  doing  the  great  service 
he  claims  to  do. 

Mr.  HtrrcJBCENSON.  He  does  both  ways — sometimes  he  makes  it 
^•etter  for  the  farmer  and  sometimes  better  for  the  speculator? 

Mr.  EcKH-vKDT.  It  is  my  observation  that  the  speculator  pretty 
'aro'ely  skins  the  farmer  when  he  buys  it  from  him,  and  when  he 
irets  it  into  his  hands  he  skins  the  man  he  sells  it  to. 

Mr.  HtjTCHiNSON,  You  spoke  about  the  exchanges,  that  the  farmer 
'"^n  not  get  into  the  exchange;  is  that  right? 

Mr.  EcKBCARDT.  That  is  true- 
Mr.  HuTCHiKsoN.  Why  ? 
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Mr.  EcKHARDT.  The  farmer  does  business  on  the  basis  that  his  ofi 
ganization  shall  return  to  the  individual  produced  everything  that 
was  not  needed  in  it  to  actually  take  care  of  the  business.  The  exJ 
change  operates  on  a  given  mar^n  regardless  of  whether  the  f  anne^ 
ever  makes  a  cent  out  of  his  stuff  or  not ;  the  margin  comes  out  of  th( 
business  and  is  sure  business  to  the  man  on  the  exchange.  There  ii 
the  fundamental  difference.  The  one  says,  in  virtue,  that  the  returi 
for  raising  this  crop,  to  the  last  fractional  part  of  a  cent,  outsidi 
of  the  cost  of  doing  the  business,  shall  go  to  the  man  who  did  th< 
work  of  raising  the  crop,  and  the  other  says,  "  Whether  this  ma] 
down  there  who  raises  a  crop  makes  any  profit  or  not,  I  shall  hav^ 
my  margin  for  handling  this  business."  There  is  the  fundamental 
difference. 

Mr.  Hutchinson.  What  I  asked  you  about  was  whether  th^ 
farmer  could  not  get  in  the  exchange. 

Mr.  EcKi^ARDT.  He  can  not  as  a  cooperative  organization. 

Mr.  Hutchinson.  Can  he  do  so  individually? 

Mr.  EcKHARDT.  Yes ;  and  then  skin  up  the  rest  of  his  brothers. 

Mr.  Hutchinson.  Skin  them  up?    They  do  not  do  that,  do  they  1 

Mr.  EcKHARDT.  Oh,  yes,  they  do. 

Mr.  Hutchinson.  I  want  to  read  you  the  provision  for  member^ 
ship  and  the  by-laws  of  one  of  the  exchanges  [reading]  : 

Any  respectable  individual,  firm,  or  corporation  shall  be  eligible  for  member^ 
ship.  Such  applicant  having:  been  duly  proposed,  shall  make  a  written  appMca' 
tion,  stating  the  nature  of  his  business  and  such  other  facts  as  the  committee  orj 
membership  may  require,  and  after  10  days'  notice  of  such  application  lia^ 
been  posted  upon  the  exchange,  shall,  if  elected  by  the  board  of  directors,  b^ 
admitted  to  membership,  upon  payment  of  the  fee  hereinafter  mentioned  (o| 
on  presentation  of  certificate  of  membership  to  be  assigned  to  him),  and  upon 
signing  the  agreement  to  abide  by  the  charter,  by-laws,  and  rules  of  the  exi 
change,  and  by  al'  amendments  and  additions  which  may  be  made  thereto. 

Mr.  EcKHABDT.  Then  they  are  subject  to  the  rules  of  the  exchang^ 
and  the  rules  of  the  exchange  say  that  a  farmer's  cooperative  com^ 
pany,  which  returns  to  the  farmer  all  that  was  not  needed  for  hani 
dling  the  business,  can  not  enter  the  exchange. 

Mr.  TiNCHER.  The  gentleman  from  New  Jersey  has  just  read  intc 
the  record  an  extract  from  some  book.    What  is  that? 

Mr.  Hutchinson.  The  by-laws  and  rules  for  the  Philadelphia 
exchange. 

Mr.  TiNCHER.  How  many  pages  does  that  book  contain? 

Mr.  Hutchinson.  A  good  many — 209. 

Mr.  TiNCHER.  That  is  not  so  long  as  the  Illinois  statutes.  How- 
ever, I  would  not  think  a  farmer  would  be  to  blame  if  he  did  no< 
know  the  entire  contents  of  that  volume.  Are  those  volumes  con- 
taining the  by-laws  of  the  Philadelphia  exchange  available  for  al) 
the  members  of  the  committee? 

Mr.  Wn>?oN.  You  can  buy  them^  Mr.  Tincher. 

Mr.  Hutchinson.  Mr.  Gates  will  be  here.  I  think  you  ouji^ht  t<i 
ask  him  for  the  by-laws  of  the  Board  of  Trade  of  Chicago. 

Mr.  TiNCHER.  Have  all  the  exchanges  the  same  by-laws? 

Mr.  Hutchinson.  No. 

The  Chahiman.  You  stated  you  would  like  to  have  infonnation 
or  data  as  to  the  volume  business  transacted  in  these  exchanges.  T? 
that  available? 

Mr.  EcKHARDT.  We  have  never  been  able  to  get  it. 
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The  Chairman.  Is  that  what  you  were  referring  to  in  your 
remarks? 

Mr.  EkTKHARDT.  Yes. 

The  Chairman.  Under  the  tax  laws  they  will  have  to  pay  tax  on 
their  transactions? 

Mr.  EcKHARDT.  I  would  rather  judge,  Mr.  Chairman,  that  we  will 
find  in  the  forthcoming  reports  of  the  Federal  Trade  Commission 
the  information  governing  that.    I  hope  so,  at  any  rate. 

The  Chairman.  I  think  it  would  be  very  important  that  we  have 
that,  because  there  have  been  so  many  suggestions  about  the  volume 
•»f  business. 

Mr.  Hutchinson.  The  lists  of  transactions  do  not  go  through  the 
board  of  trade. 

Mr.  EcKHARDT.  I  was  speaking  of  the  relation  of  what  actually 
went  through  that  market  and  the  speculations  on  that  market.  1 
ttinfine  it  entirely  to  that  one  market. 

The  Chairman.  The  payment  of  tax  is  required  on  every  contract 
Vou  were  speaking  about  some  gentleman  receiving  a  tip  two  days 
ahead.    Is  he  a  member  of  an  exchange? 

Mr.  EcKHARDT.  I  do  not  believe  he  is.    His  firm  is. 

The  Chairman.  He  is  connected  with  a  firm? 

Mr.  Ek^KHARDT.  Yes,  sir ;  this  gentleman  is  a  buyer  of  wheat  for  a 
tt>mpany  that  has  a  tremendous  number  of  elevators. 

The  Chairman.  A  large  operator? 

Mr.  EcKHARDT.  Yes;  a  large  operator  himself;  an  employee  for 
those  people. 

The  Chairman.  Evidently  there  is  a  leak  somewhere. 

Mr.  EcKHARDT.  If  the  marketing  machinery  was  not  manipulated, 
how  could  that  happen?  The  question  I  implied  was  that  if  that 
market  machinery  was  not  subject  to  manipulation,  how  eould  that 
thing  happen  ? 

ifr.  Dickinson.  What  effort  have  you  made  to  get  the  information 
,ast  referred  to,  in  studying  the  grain  problem? 

Mr.  EcKHARDT.  We  liave  asked,  as  I  stated  before,  some  of  the  most 
able  men  in  the  ^ain  trade.  I  leel  they  have  honestly  told  us  they 
liil  not  have  the  mformation. 

Mr.  Dickinson.  Why  have  they  not  got  it? 

^^^.  EcKHARDT.  I  could  not  answer  that;  I  do  not  know. 

Mr.  Dickinson.  Did  they  tell  you  that  they  did  not  have  the  rec- 
')rds  of  the  individual  transactions  on  the  board  of  trade,  and  that 
they  were  kept  by  the  individual  firms  or  companies  ? 

fir.  EcKHARDT.  It  is  my  understanding  that  individual  companies 
keep  them^  but  1  could  not  give  you  the  full  information. 

Mr.  Dickinson.  Then  the  excnange  does  not  have  the  record  of  the 
transactions  that  passed  on  the  exchange? 

Mr.  EcKHARDT.  That  is  my  understanding,  that  the  exchanges  do 
lot  have  the  record. 

Mr.  Dickinson.  How  long  have  they  been  developing  this  present 
market  system  ? 

Mr.  EcKHARDT.  It  is  our  understanding  that  our  large  exchange  at 
Chicago  started  shortly  after  the  Civil  War,  about  70  years  ago. 

Mr.  Dickinson.  And  you  say  that  the  hedging  is  used  as  a  matter  of 
insurance  ? 
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Mr.  EcKHARDT.  That  is  what  is  claimed ;  I  did  not  say  that. 

Mr.  Dickinson.  Who  gets  the  insurance } 

Mr.  EcKHARDT.  The  insurance,  to  me,  seems  largely  to  go  to  the 
dealer.  I  can  not  see  very  much  for  the  farmer  who  has  to  spend  a 
year's  time  raising  the  crop  costing  oyer  a  dollar  a  bushel  who  then 
has  to  sell  it  at  49  cents  a  bushel. 

Mr.  Dickinson.  So  far  as  you  haye  studied  market  conditions,  can 
you  see  where  the  farmer  has  had  anybody  sitting  in  on  these  many 
deyelopments  in  the  marketing  system  protecting  his  interests  and 
seeing  that  he  gets  a  square  deal  in  workmg  out  this  insurance  in  the 
manipulations  of  the  marketing  system  ? 

Mr.  EoKHARDT.  He  has  eyen  I>een  preyented  from  haying  an  op- 
portunity to  haye  his  organization  represented  in  the  councils  of  that 
exchange,  because  of  the  way  he  does  business.  I  assert  again  that,  in 
my  judgment,  it  is  an  absolute  monopoly. 

Mr.  Dickinson.  Who  uses  the  most,  the  hedge  among  the  elevators 
the  country  oyer,  so  far  as  you  know,  the  commercial  line  elevator, 
the  cooperative  elevator,  or  the  individual  elevator  men? 

Mr.  EcKHARDT.  I  am  quite  sure  that  the  cooperative  elevator  men, 
at  least  in  those  sections  of  the  country  where  the  elevator  man  is 
not  financed  by  the  big  commission  houses,  uses  it  least. 

Mr.  Dickinson.  Do  you  know  what  State  shows  the  greatest  j>er- 
centage  of  hedged  grain  by  the  elevator  men  ? 

Mr.  EcKHAROT.  It  is  my  judgment  that  the  State  of  North  Dakota 
and  probably  Minnesota,  and  some  portions  of  South  Dakota,  have 
the  largest  amount  of  hedged  grain. 

Mr.  Dickinson.  There  is  a  man  up  in  North  Dakota  by  the  name 
of  Townley,  is  there  not? 

Mr.  EcKHARDT.  I  have  heard  of  him.  I  should  make  a  point  clear 
there,  Mr.  Chairman,  in  regard  to  the  hedging  in  that  territory. 
The  banks  are  small;  the  amount  of  money  a  bank  can  loan  to  its 
elevator  company  is  small.  The  result  is  that  those  elevator  com- 
panies, even  farmer  cooperative  eleyator  companies,  are  financed  by 
their  commission  houses,  and  their  commission  house  requires  hedg- 
ing:  that  is  the  reason  for  it. 

Mr.  Dickinson.  If  hedging  is  an  insurance,  and  it  is  your  judgr- 
ment  that  it  does  not  protect  the  producer  or  the  consumer 

Mr.  EcKHARDT  (interposing).  1  am  positive  it  does  not. 

Mr.  Dickinson.  It,  therefore,  protects  the  man  who  is  between  tli€ 
producer  and  the  consumer? 

Mr.  EcKHARDT.  Yes,  sir. 

Mr.  Dickinson.  Tell  me  who  pays  for  that  insurance. 

Mr.  EcKHARDT.  I  do  not  know.  The  insurance,  if  the  volume  is 
as  large  in  speculation  as  it  is  belieyed  to  be — that  tremendous  maT 

f'n  that  is  paid  in  commissions  comes  out  of  speculators  or  gamblers 
feel  that  the  public,  as  a  whole,  must  pay  that  bill,  although  it  ha.? 
been  said  that  speculators  make  their  money  off  of  each  other.  1\ 
is  my  understanding  that  a  speculator  does  not  produce  anything 
I  do  not  see  how  it  is  possible  for  speculators  to  make  money  off  o 
each  other  any  more  than  it  would  be — excuse  me  for  a  homely  illus 
tration — for  two  lice  on  a  hog's  back  to  make  their  living  off  of  eaol 
other.     [Laughter.] 

Mr.  Dickinson.  You  made  a  statement  there  about  the  informix 
tion  not  being  accurate  by  which  the  market  conditions  are  detex* 
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mined.  In  your  judgment,  would  it  be  beneficial  for  the  Govern- 
ment, under  our  marketing  system,  to  supervise  the  data  that  is  sent 
out  fix>m  time  to  time  governing  the  supply  of  grain  and  other  items 
that  affect  the  mai^et  of  any  given  grain  f 

Mr.  EcKHARDT.  In  my  juagment,  for  the  entire  public  there  is  no 
data  that  is  required  more  than  absolutely  accurate  market  infor- 
mation, and  I  feel  that  the  Government  should  furnish  to  the  very 
utmost  that  market  information,  because,  it  concerns  both  the  pro- 
ducer and  the  consumer,  and  both  should  Imow  the  truth  regaraing 
the  supplies. 

That  will  create  then  a  condition  between  the  man  who  consmnes 
in  the  city  and  the  farmer  who  is  producing  it,  so  that  both  will 
know  frorn^  this  official  Government  source  the  facts,  and  that  the  in- 
formation is  not  biased  by  either  class  or  groiip.  . 

The  Chaxrman.  Does  not  the  Bureau  of  Markets  furnish  any  in* 
fonnation? 

Mr.  EcKSABDT.  We  have  some  information  furnished  by  the 
Bureau  of  Markets,  but  it  is  not  furnished  to  us  in  time. 

The  CaAiRMAN.  They  have  leased  wires.  Is  there  any  quicker 
wav  of  furnishing  it? 

Sir.  ScKHABDT.  Here  is  the  type  of  information  that  the  Bureau 
of  Markets,  it  is  my  understanding,  does  not  give.  In  my  work  this 
year  I  went  to  the  I^acific  Coast  States.  I  found  there  the  California 
Fruit  Exchange  that  does  $100,000,000  worth  of  business  a  year,  and 
they  had  received  a  cablegram'  which  read  that  a  cargo  of  lemons  was 
being  shipped  from  Sicily  to  New  Orleans.  That  sort  of  information, 
after  those  lemons  had  arrived  at  New  Orleans,  probably  would  be 
furnished  by  the  Government.  But  the  people  who  do  business  with 
that  information  must  know  it  at  the  tune  their  shipments  start  to 
New  Orleans,  so  as  to  adjust  themselves  with  the  competition  that  a 
carload  of  lemons  from  Sicily  will  bring  them. 

The  Chairmak.  Would  you  suggest  that  we  have  these  cables  from 
^verjr  port  in  the  world  supporteaoy  the  Government? 

Jfr.  EcKSARDT.  I  woula  suggcst  that  every  port  in  the  world  in 
which  the  United  States  has  consular  officers  would  have  a  report- 
ingservice  that  would  give  us  the  truth  on  world-wide  conditions. 

The  CsAiRMAK.  They  are  furnishing  that  now ;  that  is,  not  daily, 
but  they  are  furnishing  it  in  their  reports. 

Mr.  EcKHABDT.  For  instance,  when  we  get  a  report  that  there  has 
''^een  a  drought  in  Australia,  the  result  is  that  wheat  prices  will  go 
up  a  certain  amount,  based  on  that  report.  Then  we  get  another  re- 
port two  weeks  later  that  there  has  been  a  good  rain,  and  then  prices 
20  down  again  15  or  20  cents  a  bushel.  Then  we  get  a  report  from 
Argentina  that  there  is  a  tremendous  crop  of  wheat,  and  away  down 
it  goes;  and  then  we  get  information  that  the  Argentine  crop  is 
short  and  immediately  the  opposite  takes  place;  and  you  have  that 
seesaw  that  is  almost  unbearable  to  the  man  out  there  who  raises 
the  crop. 

The  Chairman.  Is  that  the  Government  report  you  are  re- 
ferringto? 

Mr.  jEckhardt.  No;  those  are  the  reports  circulated  by  the  trade 
that  I  suggest  be  investigated  as  to  reliability  and  their  effect  upon 
the  market. 


90  FUTUBB  TRADING. 

The  Chaibman.  Do  you  consider  the  Bureau  of  Markets'  reports 
good? 

Mr.  EcKHARDT.  The  Government  report  by  the  Bureau  of  Mar- 
kets I  consider  very  good  as  far  as  it  goes.  I  do  not  think  it  goes  near 
as  far  as  it  should. 

The  Chairman.  What  have  you  to  suggest  as  to  whether  the  re- 
ports be  monthly,  weekly,  or  daily  reports? 

Mr.  Eckhardt.  I  think  we  should  have  daily  reports  as  far  as  pos- 
sible. 

The  Chairman.  From  every  section  of  the  country? 

Mr.  Eckhardt.  From  every  section  of  the  ccountry ;  yes,  sir ;  for 
a  thing  as  big  as  this,  that  involves  hundreds  of  milhons  of  dollars, 
and  that  involves  the  changing  conditions  here  on  products  to  a 
point  where  a  man's  profits  are  wiped  out  simply  because  of  those 
fluctuations  that  can  he  brought  about  my  manipulators,  and  I  think 
we  should  know  the  truth  to-day. 

The  Chairman.  Would  you  carry  it  to  the  extent  of  reportinfr 
every  rain-fall,  every  shower,  or  what? 

Mr.  Eckhardt.  I  would  report  everything  that  materially  affected 
a  chan^ng  of  conditions. 

The  Chairman.  My  undei-st-anding  is  that  that  is  being  done  now. 

Mr.  Eckhardt.  It  is  not  being  done 

The  Chairman  (interposing).  Of  course,  there  are  differences  of 
opinion  of  what  it  is  possible  to  report. 

Mr.  Eckhardt.  It  is  my  judgment  that  we  ought  to  have  at  least 
three  times  the  service  along  that  line. 

The  Chairman.  I  think  that  can  be  provided  for  without  any 
further  expense. 

Mr.  Dickinson.  I  understand  that  you  want  actual  reports  and 
not  estimates-? 

Mr.  Eckhardt.  We  want  reports  as  to  the  truth  of  the  thing,  so 
far  as  may  be  known.    Many  of  these  reports  are  not  true. 

Mr.  Dickinson.  You  gave  a  statement  about  corn  made  in  July, 
a  certain  number  of  bushels,  and  when  the  actual  figures  on  the 
crops  were  obtained  they  were  foimd  to  be  several  million  bushels 
more. 

Mr.  Eckhardt.  I  want  that  report  just  as  far  as  we  known  the 
truth  about  it.  I  think  we  have  got  to  have  that;  I  think  we  need 
that  information. 

Mr;  Dickinson.  That  is,  the  estimates? 

Mr.  Eckhardt.  I  think  we  need  the  estimates.  Of  course,  there 
are  two  ways  of  getting  estimates. 

Mr.  Dickinson.  That  had  a  good  deal  of  effect  on  the  price  of 
corn,  when  we  found  we  had  a  good  many  millions  of  bushels  more 
than  estimated. 

Mr.  Eckhardt.  There  was  nearly  a  half  billion  bushels  more 
com,  but  why  should  a  half  billion  bushels  more  corn  sell  for  better 
than  $1,645,000,000  less  money?  That  is  the  serious  part  of  it.  I 
am  questioning  the  forces  that  determine  the  price  and  value. 

The  Chairman.  I  would  like  to  know  a  little  more  about  the  re- 
ports.   They  are  not  from  the  Department  of  Agriculture. 

Mr.  EcKHARDif.    Oh,  no;  they  are  not. 
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The  Cblairman.  The  Department  of  Agriculture  can  not  be  held 
responsible  for  every  report  sent  out  by  Tom,  Dick,  and  Harry. 
What  have  you  to  suggest  about  the  Government  report? 

Mr.  £ckh:abdt.  The  thing  that  I  would  suggest  as  regards  the 
Government  reports  would  be  that  in  Argentina  tJie  United  States 
(iovernment  would  have  a  man  posted  just  the  same  as  you  have  a 
counsel  there — I  do  not  know  just  what  you  call  those  oiEcers — but 
that  man^s  business  would  be  to  gather  crop  information,  and  he 
^ould  be  a  trained  market  reporter. 

The  Chairman.  We  have  several  men  there  now,  as  I  under- 
stand it. 

Mr.  EcKHARi>T.  Yes,  sir ;  and  that  man  would  report  rainfall  and 
temperature,  and  report  also  the  estimated  crop  according  to  that 
(Tovemment  s  reports. 
The  Chairman.  We  have  them  now. 

Mr.  EcKHARDT.  Yes,  but  I  feel  that  that  service  needs  to  be  very, 
Tery  much  extended.  If  that  service  was  extended  to  the  point 
where  we  could  have  the  varying  influences  that  would  determine  and 
<lefine  world-wide  conditions,  so  that  that  information  was  available 
universally  among  farm  folks  everywhere  and  business  men.  We 
should  have  that.  Why  should  a  crop  that  is  going  to  be  harvested 
four  months  from  now,  representing  all  of  the  wheat  in  the  United 
States  at  this  time,  be  affected  by  a  reported  drought,  and  that  report 
be  wiped  out  within  two  weeks  and  it  goes  the  other  way?  Why 
should  we  have  that  moving  and  fluctuating? 

The  Chairman.  Let  me  suggest  that  that  is  a  matter  that  should 
be  taken  up  with  the  Department  oiE  Agriculture  and  also  with  Con- 
gress.    It  is  for  the  Department  of  Agriculture  to  determine  the 
<*haracter  of  the  report.    Congress  has  appropriated  the  money  and 
the  money  is  being  spent,  and  it  should  be  used  to  the  best  advantage, 
and  if  you  have  any  suggestions  along  that  line  I  am  sure  the  depart- 
ment would  be  glad  to  have  them  so  it  can  improve  upon  its  reports. 
Mr.  EcKHARDT.  We  are  in  very  close  touch  with  the  department. 
This  investigation  that  I  called  attention  to  was  to  investigate  cham- 
^»ers  of  commerce  and  boards  of  trade  and  the  market  information 
that  commission  men,  etc.,  send  out,  its  reliability  and  influence  upon 
the  market,  in  order  to  know  what  is  happening  back  of  the  closed 
•loors. 
The  Chairman.  What  have  you  reference  to  now  ? 
Mr.  EcKHARDT.  I  have  reference  right  now  to  tlie  fact  that  this  sort 
of  information  is  exceedingly  valuable  for  you  people  to  have  here 
J^fore  you  in  determining  a  thing  as  large  as  this  law  that  you  are 
i>laDning  to  pass. 

The  Chairman.  We  are  maintaining  a  large  office  force  in  Chicago 
tor  that  Aery  purpose  with  regard  to  livestock  and  grain,  and  this 
<m?erninent  is  furnishing  a  great  deal  of  information.  I  do  not 
know  of  what  value  it  is.  I  have  heard  some  complaint  that  it  is  a 
little  late  in  arriving.  But  some  reports  are  made  on  the  estimates, 
and  the  department  is  endeavoring  to  furnish  reliable  reports  and 
fnmish  the  report  after  the  transaction  is  made,  and  there  may  be 
'ritidsm  that  the  report  is  sent  out  at  11  o^clock  when  it  should  be 
"*nt  out  at  8  o'clock  in  the  morning,  and  that  can  be  changed  if  it  is 
•'esirable.  The  country  dealers  would  prefer  to  have  the  report  at 
"*  O'clock  in  the  morning  that  is  furnished  at  11  o'clock. 
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Mr.  Dickinson.  Would  the  restriction  of  future  trading,  as  sug- 
(^ested  before  the  committee,  in  any  way  interfere  with  the  proposed 
plan  of  marketing  which  your  conmiittee  hopes  to  inaugurate? 

Mr.  EcKHARDT.  Since  the  plan  is  not  complete,  I  could  not  answer 
that  question.  I  might  say,  as  an  individual,  but  I  hope  the  time 
will  come  when  it  will  not  be  necessary  to  have  in  any  way,  shape,  or 
form  a  tremendous  volume  of  gambling  in  our  food  products. 

Mr.  VoiGT.  I  would  like  to  ask  you  a  question.  Are  you  going 
to  submit  to  this  committee  some  remedy  that  you  propose  for  stop- 
ping this  gambling? 

Mr.  EcKHARDT.  No. 

Mr.  VoioT.  You  say  that  you  are  a  member  of  the  committee  now 
working  on  that  question? 

Mr.  EcKHARDT.  Yes.  There  is  a  committee  of  17  that  we  ap- 
pointed as  a  result  of  a  joint  conference  of  the  Cooperative  Farmers' 
Associations  at  Chicago  July  23  and  24,  where  some  500  people  were 
present.  The  chairman  of  .that  meeting  appointed  a  committee  of 
17  to  work  out  plans  for  the  national  cooperative  marketing  of 
grain.    I  am  a  member  of  that  committee. 

Mr.  VoiGT.  Do  you  not  think  you  could  do  a  good  turn  for  the 
farmers  by  giving  this  committee  the  benefit  of  your  investigations 
on  the  subject  of  grain  gambling? 

Mr.  Ek:;KHARDT.  If  that  report  was  finished  we  sui*ely  would  be 
pleased  to  have  the  opportunity  of  presenting  it  here.    We  have  a 

group  of  investigators  investigating  various  lines  of  work.  We 
ave  had  men  in  Canada  studying  the  entire  marketing  system 
there;  and  we  have  studied  the  marketing  system  of  the  entire 
Pacific  Coast  States.  We  have  had  brought  us,  as  far  as  we  could, 
the  men  we  thought  were  the  most  able  in  the  United  States  to  give 
us  information  definitely  along  that  line.  The  report  is  not  yet 
ready;  it  is  not  far  enough  along  to  even  to  present  in  a  tentative 
way  the  conclusions  that  will  be  reached. 

Mr.  VoiGT.  Your  investigation  covers  a  great  deal  wider  field 
than  the  investigation  before  this  committee  at  this  time?  You  are 
engaged  in  an  investigation  of  the  whole  subject  of  marketing? 

Mr.  EcKHARDT.  Yes,  sir;  in  ^ain. 

Mr.  VoiGT.  But  the  proposition  here  is  to  remedy  stock  gambling 
in  ^*ain? 

Mr.  EcKHARDT.  Yes. 

Mr.  VoiGT.  It  seems  to  me  if  you  have  any  ideas  upon  that  sub- 
ject you  ought  to  submit  them  to  this  committee. 

Mr.  EcKHARDT.  I  feel  that  the  best  I  could  possibly  do  here  would 
be  to  point  out  sonie  of  the  effects,  which  1  have  tried  to  do,  in 
these  price  fluctuations  and  the  rumors  we  have  heard,  etc.;  and 
that  back  of  it  all,  here  is  the  tremendous  amount  of  deals  that  take 
place  that  we  do  not  know  just  how  they  effect  this  price-deter- 
mining factor,  and  we  ought  to  know  that.  We  have  been  unable 
to  get  that,  and  the  Federal  Trade  Commission  has  also  been  unable 
to  get  that  information.  I  feel  that  a  congressional  committee  like 
this,  in  making  an  investigation,  should  m  able  to  get  that  data. 
I  think  that  is  highly  important. 

I  would  like  to  know  if  there  is  dumped  into  the  market  a  hun- 
dred billions  bushels  of  wind  a  day,  how  much  does  that  affect  25 
carloads  of  actual  wheat  that  comes  in  onto  that  market?     Is  it 
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the  25  carloads  of  actual  wheat,  that  is  food,  that  determines  what 
diat  wheat  is  worth,  or  is  the  power  of  men  with  millions  of  dollars 
at  their  command  to  trade  in  there  to  an  extent  that  the  other  side 
can  not  absorb  and  force  it  up  or  down  the  way  they  want  to  ? 

Jfr.  McLiAUGHUN  of  Michigan.  Early  in  this  hearing  Mr.  Tincher 
said  there  had  been  14  times  as  much  wheat  dealt  in  as  was  actu- 
ally in  existence.  Mr.  Wilson  at  the  same  time  said  he  understood 
it  was  40  times.  If  it  were  known  definitely  whether  it  was  14  or 
4^\  what  remedy  would  you  suggest? 

Mr.  Tincher.  Just  a  moment,  if  my  colleague  will  permit  me  to 
correct  him.     I  think  he  must  have  heard  only  a  part  of  my  state- 
ment- 
Mr.  McLaughlin  of  Michigan.  Fourteen  times,  was  it  not  ? 

Mr.  Tincher.  My  statement  was  that  every  bushel  of  wheat  that 
was  produced  in  these  United  States  had  been  sold  14  times  before 
one  bushel  was  threshed.  My  statement  was  not  in  any  way  incon- 
>istent  with  Mr.  Wilson's  statement,  and  T  am  inclined  to  think  his 
figures  are  right,  and  that  up  to  this  time  they  have  sold  every 
bushel  40  times. 

Mr.  McLaxjghmn  of  Michigan.  If  you  knew,  Mr.  Eckhardt,  that 
it  was  14  times  or  40  times,  would  you  then  be  able  to  answer  the 
question  that  was  asked — what  should  be  done  to  correct? 

Mr.  EcKHABDT.  If  I  could  follow  every  one  of  those  deals  from 
the  source  whence  it  originated,  and  could  find  that  there  were  over- 
lapping sources  that  had  definite  designs  back  of  them,  and  that 
those  sources  were  the  power  that  was  making  that  price  by  forcing 
the  price  up  or  down,  then  I  would  know  whether  that  short-selling 
should  be  prohibited  or  not.  I  would  want  to  know  those  facts  aboiU 
it:  whether  it  is  14  or  40j  I  do  not  know.  How  large  that  volume  is, 
I  do  not  know.  It  is  claimed  by  the  men  on  the  markets  that  a  large 
Tolome  of  speculation  is  necessary  in  order  to  make  a  solid  market. 
If  those  men  do  not  know  how  large  the  volume  is,  how  do  they 
know  that  a  large  volume  is  necessary  ? 

Mr.  VoiGHT.  I  think  everybody  on  this  committee  is  satisfied  that 
there  is  a  lot  of  gambling  going  on  in  grain,  as  a  matter  of  conmion 
knowledge.  The  thing  the  committee  is  interested  in  is  to  find  a  way 
to  stop  that  gambling  without  injuring  legitimate  business.  Have 
you  any  ideas  on  that  subject  ? 

ilr.  Eckhardt.  I  do  not  believe  that  at  this  time  I  could  make  a 
statement  that  would  lead  toward  a  solution  of  this  problem. 

The  CHArRMAN.  Are  you  in  favor  of  wiping  out  the  future  trading 
altogether? 

Ifr.  Eckhardt.  I  am  positively  in  favor  of  absolutely  wiping  out 
short-selling,  providing  a  legitimate  hedge  for  hedging  purposes 
can  be  preserved,  if  hedging  is  necessary. 

The  Chairman.  You  want  to  cut  out  everythimg  except  the  hedg- 
ing, if  it  can  be  done  with  safety? 

Mr.  EcKHARm.  Absolutely. 

Mr.  Wilson.  Is  not  hedging  gambling? 

Mr.  Eckhardt.  1  expect  a  good  deal  of  that  would  depend  upon 
the  definition  we  might  place  upon  gambling. 

Mr.  WrLSON.  What  is  your  opinion — ^we  all  have  our  ideas — 
whether  or  not  hedging  is  gambling  ? 


94  FUrUBE  TRADING. 

Mr.  EcKHARDT.  My  feeling — I  will  try  to  illustrate  that  without 
debating  it  at  all — that  if  a  farmer  wishes  to  sell  grain  he  is  produc- 
ing, and  he  is  satisfied  with  the  price  that  a  miller  or  elevator  is  will- 
ing to  offer  him,  that  that  is  a  legitimate  piece  of  work,  and  not 
gambling;  that  if  that  elevator  man  buys  that  grain,  and  in  turn 
wishes  to  sell  it  to  a  miller  at  a  future  time  of  delivery,  that  that  is 
not  gambling  or  speculating,  but  offering  in  a  contractual  way  to 
deliver  a  commodity  later  on — the  real  thing.  That  I  would  count 
solid,  real  business. 

Mr.  Wilson.  That  would  be  dealing  in  futures,  would  it  not? 

Mr.  EcKHARDT.  He  would  be  contracting  to  sell  something  in  the 
futui-e;  yes.     But  he  would  be  contracting  to  sell  something — ^not  air. 

Mr.  Wilson.  They  contract  to  sell  something  or  buy  something, 
do  they  not? 

Mr.  EcKHARDT.  I  will  venture  that  ninety-nine  out  of  a  hundred 
who  sit  in  those  wire  houses  are  not  planning  at  all  to  accept  the  grain 
that  they  are  purchasing,  or  intendmg  to  furnish  the  gram  that  they 
are  selling;  that  is  my  guess. 

Mr.  TiNCHER.  Let  me  see  if  I  understand  you  now.  You  say  that 
hedging  is  selling  something  that  a  man  owns,  or  that  he  at  least  in- 
tends to  own,  and  you  distinguish  between  hedging  and  gambling  by 
saying  that  gamblmg  in  grain  is  the  selling  of  something  that  a  man 
does  not  own  and  never  intends  to  own  when  he  sells  it? 

Mr.  EcKHARDT.  That  latter  part  I  will  absolutely  agree  with,  in 
my  judgment. 

Mr.  QuiNN.  Mr.  Chairman,  may  I  ask  you  a  question  or  two  ? 

The  Chairman.  You  may. 

Mr.  QuiNN.  Your  idea  is  that  the  intent,  if  a  man  expects  to  deliver 
the  thing  he  sells,  and  the  man  who  buys  expects  to  receive  the  ar- 
ticle he  buys,  that  that  is  a  legitimate  transaction,  whether  the  ma- 
terial is  ready  for  immediate  delivery  or  not? 

Mr.  EcKHAROT!'.  I  am  running  a  mill  as  part  of  the  business  I  am 
taking  care  of.  When  a  farmer  comes  in  and  says:  "Eckhardt,  I 
want  to  sell  you  my  wheat.  What  will  you  give  me  for  it? "  "  Well, 
I  can  pay  you  so  much  for  it."  I  am  going  to  use  that  wheat  and 
he  is  going  to  deliver  it.  I  count  that  an  absolutely  legitimate,  solid 
transaction. 

Mr.  QniNN.  And  the  difference,  then,  between  legitimate  business 
is  where  one  sells  that  which  he  does  not  have  or  never  expects  to 
have,  and  somebody  buys  that  which  he  never  receives  and  never  ex- 
pects to  receive;  that  is  gambling,  is  it  not? 

Mr.  EcKHARDT.  That  is  gambling;  and  that  part  of  the  transaction 
forces  the  market  up  and  down,  and  I  say  that  is  wrong  and  should 
be  prohibited. 

Mr.  QuiNN.  And  if  it  does  not  force  it  up  and  down,  it  is  no 
barometer  for  the  trade;  if  it  has  no  effect  on  the  trade  it  does  not 
show  anything? 

Mr.  EcKHARDT.  If  it  has  no  effect  on  the  trade  and  it  does  not  show 
anything,  then  why  permit  gambling? 

Mr.  QniNN.  It  does  not  show  anything  if  it  does  not  affect  the 
market,  does  it? 

Mr.  EcKHARDT.  No. 
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Mr.  QuiNN.  And  a  future  market  in  July  corn  at  $1.57,  when  the 
real  corn  sold  at  49  cents,  was  not  trustworthy  enough  for  any 
amount  of  business  to  go  on  and  hedge,  was  it  ? 

Mr.  EcKHARDT.  I  do  not  see  where  it  would  have  done  any  good, 
except  if  he  was  a  gambler 

Mr.  QiHNN  (interposing).  I  say,  no  legitimate  business  man  could 
hed^  on  that  sort  of  a  market? 

Mr.  EcBLHAKDT.  Of  course,  we  must  all  admit — ^and  I  want  that  in 
the  record — 'that  we  are  in  times  that  are  abnormal.  But  the  rela- 
tion has  been  true  in  what  are  called  normal  times  also. 

Mr.  McLiAUGHiiiN  of  Michigan.  I  gather  from  what  I  have  heard 
here — ^and  I  think  I  knew  it  before — that  a  very  large  part  of  the 
transactions  on  the  boards  of  trade  are  gambling,  pure  and  simple, 
by  speculators,  by  men  who  never  have  grain  and  never  intend  to 
deliver  it,  and  those  who  buy  have  no  expectancy  of  receiving  it ;  that 
it  is  just  a  bet  at  what  the  price  would  be  that  determined  it.  I  think 
there  is  no  doubt  about  that,  and  I  gather,  too,  that  there  are  men 
who  deal  in  the  actual  commt)dity,  who  buy  and  sell,  and  at  times 
have  the  stuff  on  hand. 

Some  of  those  men  hedge.  But  you  call  that  a  proper  transaction, 
and  I  have  not  any  doubt  but  that  many  of  them  have  no  more  idea 
of  ever  being  called  upon  to  deliver  the  stuff  or  to  take  it  than  have 
the  men  on  the  boards  of  trade  who  just  gamble  and  speculate^  One 
is  speculation  and  gambling  just  the  same  as  the  other,  under  the 
circumstances  I  have  stated. 

Mr.  EcKHARDT.  I  appreciate  your  point  there — the  intent  back 
of  it. 

Mr.  McLaughlin  of  Michigan.  The  fact  that  the  man  has  the  stuff 
and  is  carrying  on  legitimate  trade  in  that  stuff,  and  that  he  hedges, 
that  does  not  relieve  his  transaction  from  the  stain  of  gambling,  be- 
cause in  that  hedge  he  has  no  idea  whatever  of  receiving  or  deliver- 
ing the  stuff  he  is  dealing  in  respecting  that  hedge ;  is  not  that  true  ? 

Mr.  EcKHARDT.  It  is  not,  so  far  as  I  understand  the  business.  Take 
the  elevator  man  who  is  putting  in  10,000  bushels  of  corn,  and  he 
counts  that  he  can  pretty  definitelv  get  cars  to  ship  that  within  the 
next  30  days,  and  he  has  bought  the  corn  and  paid  for  it.  Now,  he 
>ells  a  firt.ure  against  that  com.  Now,  he  is  going  to  try  to  deliver 
that  com. 

Mr.  McLrAUOHLiN  of  Michigan.  Yes,  but  not  on  that  hedge  ?  . 

Mr.  EJcKHARDT.  I  think  you  are  right  from  that  viewpoint. 

Mr.  HtTTCHiNsoN.  Say,  for  instance,  that  I  wanted  tomorrow  to 
buy  a  hundred  thousand  bushels  of  com  from  Armour  &  Co.  to  be 
♦klivered  in  July  at  a  certain  price,  say  70  cents.  In  May  it  goes  up 
to  $1,  and  I  change  my  mind  and  want  to  sell  it .    Is  that  gamblingf 

Mr.  EcKHARDT.  Well,  you  can  use  that,  or  you  can  use  the  cash 
grain. 

Mr.  HrrroHiKsoN.  I  asked  you  a  direct  question.  Do  you  call 
that  gambling? 

Mr.  EcKSARDT.  I  would  want  to  think  that  through  pretty  care- 
fully. As  I  said  before,  when  it  gets  into  the  technique  and  ramifi- 
cations, others  have  more  knowledge  than  I.  But  if  it  is  good  for 
|rain,  why  is  not  the  grain  good  also  for  the  steel  company  and  good 
for  the  Standard  Oil  Co.  and  good  for  the  laboring  men  in  the 
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cities  and  good  for  the  International  Harvesting  Co.,  and  why  must 
the  men  who  produce  the  food  and  clothing  of  the  world  be  subject 
to  that  sort  oi  machinery? 

Mr.  Wilson.  You  want  to  stop  all  kinds  of  gambling;  is  that  it? 

Mr.  EcKHARDT.  I  do  not  see  why  you  should  not  carry  it,  if  the 
thing  is  wrong,  to  the  last  ditch,  if  it  affects  the  labor  of  people  here. 
What  chance  does  a  man  down  there  on  the  farm  have  against  the 
millions  and  even  billions  of  air  that  can  be  furnished  that  affect 
his  whole  year's  labor?     I  say  that  that  is  fundamentally  wrong. 

The  Chairman.  What  have  you  to  say  about  this  transaction. 
Last  October  a  number  of  farmers  sold  com  growing  on  their  farms, 
for  December  delivery  for  67  cents.  Now  it  is  worth,  I  believe  you 
stated,  49  cents.  In  Iowa,  in  my  own  State,  40.  Evidently  they 
made  about  50  cents  a  bushel  by  selling  for  future  delivery.  Those 
transactions  were  through  the  Chicago  Board  of  Trade.  You  regard 
that  as  a  legitimate  transaction  and  would  not  discourage  that  ? 

Mr.  EcKHABDT.  If  that  grain  was  being  bought  by  a  mill  that  was 
going  to  use  it,  there  is  a  deal  that  T  think  would  be  perfectly  all 
ridit. 

The  Chairman.  But  the  farmer  has  no  knowledge  of  who  bought 
it.    It  was  sold  on  the  board  of  trade. 

Mr.  EcKHARUT.  If  he  is  going  to  deliver  that  corn,  that  is  his  full 
plan,  and  if  I  am  the  buyer  of  that  com,  that  farmer  can  not  know 
whether  I  am  going  to  use  that  com  to  feed  or  for  any  other  purpose. 
I  can  not  be  responsible  for  his  act.  If  it  is  his  plan  to  use  that 
com,  I  count  that  a  le^timate  dealing  and  not  gambling. 

The  Chairman.  It  is  legitimate  so  far  as  the  farmer  and  so  far 
as  the  seller  goes  ? 

Mr.  EcKHARDT.  Yes. 

The  Chairman.  But,  what  have  you  to  say  to  the  suggestion  made 
by  the  representatives  of  the  millers  with  regard  to  grain  delivered 
on  contract  to  his  mill  where  it  is  to  be  used? 

Mr.  EcKHARDT.  If  we  did  not  have  the  tremendous  volume  of 
speculation  and  did  not  have  the  tremendous  iBuctuations,  then  would 
we  have  to  do  that  hedging  work?  They  do  not  have  to  hedge  for 
the  manufacture  of  farming  implements  nor  in  the  manufacture  of 
our  clothing  and  a  thousand  other  things;  and. neither  do  they  have 
a  speculative  market  in  it  that  is  moving  the  commodity  up  and 
down. 

The  Chairman.  What  I  was  getting  at  is  what  is  delivered  on  a 
contract — should  there  not  be  something  specific  as  to  the  quality  % 

Mr.  EcKHARDT.  Oh,  the  ^rade  must  be  specified,  absolutely. 

The  Chairman.  And  limit  it  to  what — the  contract  grade,  for  in- 
stance, number  one  or  number  two  or  number  three  northern — ^wonld 
you  limit  that  to  number  two  northern  ? 

Mr.  EcKHARDT.  I  think  not. 

The  Chairman.  How  many  grades  would  you  make  for  delivery  ? 

Mr.  EcKHARDT.  I  think  that  should  be  determined  very  largely 
upon  the  commercial  use  of  those  respective  grades,  and  tne  differ- 
ence of  price  should  be  determined  very  largely  by  the  commercial 
value  of  the  grain  delivered. 

The  Chairman.  That  might  not  answer  the  purpose.  If  you  were 
in  the  milling  business  you  might  require  certain  grades? 
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Mr.  fIcKMABDT.  Yes,  sir. 

The  Chaihman.  Have  you  given  any  thought  as  to  the  number  of 
grades? 

Mr.  ficKiTARDT.  No ;  it  has  been  my  understanding  that  the  grades 
recently  have  been  fairly  satisfactory. 

The  Cblaibman.  Are  there  further  questions?  We  are  very  grate- 
ful to  you. 

Mr.  fecKHAKDT.  I  thank  you. 

The  Chairman.  The  committee  will  now  stand  adjourned  until  10 
o'clock  to-morrow  morning. 

(Tliereupon,  at  4.80  o'clock  p.  m.,  the  committee  adjourned  until  to- 
morrow, TTiursday,  January  6, 1921,  at  10  o'clock  a.  m.) 
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Committee  on  Agriculture, 

House  of  REPRifisENTATrvES, 

Thursday^  January  ff,  1921. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  N.  ELaugen 
(chairman)  presiding. 

8TATEHENT  OF  MR.  WmiAM  0.  EGKHABDT,  SIBECTOE  OBJUB 

MABKETnra  department,  uunois  aobicttltxtbal  associa- 
tion, 130  NORTH  WELLS  STREET,  CHICAOO,  ILL.— Resumed. 

The  Chairman.  We  will  be  pleased  to  hear  from  you  further,  Mr. 
Eckhardt. 

Mr.  Eckhardt.  I  am  ready  to  respond  to  any  further  quest  ion.« 
that  any  one  desires  to  ask. 

Mr.  Hutchinson.  Mr.  Eckhardt,  I  understand  vou  are  a  miller? 

Mr.  Eckhardt.  I  run  a  small  mill  as  manager  of  it ;  yes. 

Mr.  Hutchinson.  You  were  appointed  a  member  of  this  commit- 
tee of  17,  were  you  not  ? 

Mr.  Eckhardt.  Yes,  sir. 

Mr.  Hutchinson.  Can  you  tell  the  committee  who  the  17  are  ? 

Mr.  Eckhardt.  Who  the  men  are  on  the  committee? 

Mr.  Hutchinson.  Yes ;  can  you  give  us  a  list  of  them  ? 

Mr.  Eckhardt.  Yes;  I  can  give  them  to  you.  The  committee  of 
17  consists  of  Clifford  Thorne,  of  Chicago,  of  the  Farmers'  Grain 
Dealers'  Association.  That  is  the  Farmers'  National  Grain  Dealers^ 
Association ;  Mr.  Meisch,  of  Argvle,  Minn.,  president  of  the  Farmers^ 
National  Grain  Dealers'  Association;  Adam  L.  Middleton,  Eagle 
Grove,  Iowa,  one  of  the  executive  officers  of  the  American  Cooperate 
Journal  and  an  officer  in  the  Farmers'  Grain  Dealers'  Association 
of  Iowa;  Mr.  C.  H.  Gustafsan,  of  the  Farmers'  Union  of  Nebraska 

Mr.  Hutchinson.  I  was  just  going  to  suggest  that  if  you  can  nol 
recall  them  just  now,  that  you  give  the  names  to  the  reporter  later. 

Mr.  Eckhardt.  Yes;  I  think  I  can  recall  them  all,  and  I  think 
you  ought  to  have  whom  they  represent  also.  C.  H.  Gustafson,  o\ 
the  Farmers'  Union  of  Nebraska,  chairman;  Williain  Hirth,  Colum 
bia.  Mo.,  editor  of  the  Missouri  Farmer  and  organizer  of  the  Mis- 
souri  Farm  Club;  P.  E.  Donnell,  Waco,  Mo.,  president  of  the  Farm 
ers'  Grain  Dealers'  Association  of  Missouri ;  Ralph  Snyder,  Oskaloosa 
Kans.,  grain  farmer  and  stock  raiser  and  officer  of  the  Kansas  Farnr 
Bureau  Federation ;  Mr.  Bowles,  of  Liberal,  Kans.,  officer  in  the  Equit  j 
of  Kansas — ^I  am  not  sure  exactly  of  the  name  of  that  organization  h< 
98 
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repr^ents,  but  it  is  something  on  the  order  of  the  union  and  we 
have  a  branch  of  it  in  Illinois ;  Don  Livingston,  Pierre,  S.  Dak., 
director  of  markets  for  the  State  of  South  Dakota ;  George  Living- 
ston, United  States  Department  of  Agriculture,  Washington,  D.  C., 
Chief  of  the  Bureau  of  Markets,  on  the  committee  without  vote. 

Mr.  Hutchinson.  Is  that  all  of  the  committee? 

Mr.  EcKHARDT.  No;  J.  B,  Tabor,  of  Ohio,  State  master  of  the 
grange  of  Ohio,  and  W.  G.  Eckhardt,  director  of  the  grain  market- 
ing department,  Illinois  Agricultural  Association.  If  that  makes  17 
I  have  named  them  all,  but  I  may  have  overlooked  some,  and  if  I 
have  I  will  try  to  supply  them  for  you. 

Mr.  Hutchinson.  How  was  this  committee  appointed? 

Mr.  EcKjaARDT.  There  was  a  meeting  called  in  Chiacgo  in  July 
as  a  result  of  preliminary  meetings  in  May.  The  first  preliminary 
meeting  was  held  in  Chicago  during  the  first  10  days  of  May  by 
<^cers  of  the  Farm  Bureau  Federations  of  Ohio,  Ilhnois,  Indiana, 
ilichigan,  Wisconsin,  Minnesota,  South  Dakota,  Kansas,  Nebraska, 
Iowa,  and  Missouri,  and  probably  one  or  two  other  States.  The 
officers  of  those  federations  met  in  Chicago  and  one  of  the  problems 
was  grain  marketing. 

At  this  meeting  we  had  Norman  P.  Lambert,  a  member  of  the 
Canadian  Coimcilof  Agriculture,  who  told  us  of  the  work  that  had 
been  done  in  Canada,  and  pointed  out  how  Canada  had  marketed  its 
wheat  without  the  exchange  system  where  speculation  ran  wild  dur- 
ing the  war.  At  that  time  I  had  planned  and  was  beginning  the 
holding  of  a  series  of  15  congressional  district  meetings  in  Illinois  at 
which  we  invited  in  approximately  250  farmer  elevator  managers 
and  directors  and  bankers,  and  farm  bureau  officers  in  the  respective 
congressional  districts. 

Tlie  question  of  marketing  was  gone  into  very  thoroughly  from 
every  viewpoint  we  could  conceive  that  might  stabilize  the  market. 
Following  8  or  10  of  these  meetings  there  was  held  a  meeting  at 
Ames,  Iowa,  bv  this  same  midwest  group  with  other  farm  organiza- 
tions present,  it  which  the  marketing  problem  was  again  very  thor- 
oughly discussed. 

A  resolution  was  passed  requesting  the  president  of  the  American 
Farm  Bureau  Federation  to  call  a  meeting  of  all  cooperative  farmers' 
organizations  interested  in  the  marketing  of  grain  to  be  held  at 
Chicago  July  23  and  24.  That  meeting  was  held  on  July  23  and 
'U.  and  by  resolution  the  chairman  of  that  committee  was  authorized 
to  appoint  a  committee,  not  exceeding  17,  to  be  selected  by  the  various 
'>r;ranizations,  who  should  investigate  thoroughly  and  report  a  plan 
or  a  number  of  plans  for  the  national  cooperative  marketing  of  grain 
and  report  back  to  the  respective  organizations  for  approval  of  the 

plans. 

This  resulted  in  the  appointment  of  the  committee  of  17,  which 
held  its  first  meeting  in  October,  the  second  meeting  in  November, 
two  meetings  in  December,  and  the  next  meeting  will  be  held  in 

February. 

Mr.  Hutchinson.  Have  you  experts,  and  everything  of  that  sort, 
fin  your  committee? 

Mr.  Eckhardt.  We  have  experts  hired  to  go  into  the  marketing 
work. 
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Mr.  Hutchinson.  That  is,  you  have  counsel  and  experts,  and 
everything  you  need  to  investigate  this  matter? 

Mr.  EcKHARDT.  Yes :  we  have  considerable  funds. 

Mr.  Hutchinson.  You  have  a  considerable  fund? 

Mr.  EcKHARDT.  I  am  treasurer  of  the  committee,  and  beg  to  advise 
you  that  in  less  than  four  weeks'  time  various  farm  organizations 
pledged  approximately  $60,000  to  meet  this  type  of  expense,  with  the 
understanding  that  we  would  be  given  that  much  more  any  day  wc 
asked  for  it,  practically. 

Mr.  Hutchinson.  Are  any  of  the  men  on  this  committee  experi 
enced  men  in  business? 

Mr.  Eokhardt.  Many  of  them  are. 

Mr.  Hutchinson.  In  the  grain  business? 

Mr.  EcKHARDT.  Many  of  them  are  in  the  grain  business.  Mr.  An 
derson,  of  the  Cooperative  Exchange,  at  St.  Paul;  Mr.  Gustafson 
who  handles  the  Farmers'  Union  work  in  Nebraska;  and  many  oi 
them  are  in  the  grain  business  in  one  way  or  another. 

Mr.  Hutchinson.  And  you  are  going  to  make  an  exhaustive  exami 
nation  of  the  subject  ? 

Mr.  EcKHARDT.  We  are  trying  to  get  in. 

Mr.  Hutchinson.  And  you  do  not  expect  this  committee  to  f  ormu 
late  a  plan  within  4  or  5  or  10  days  to  meet  your  views,  do  you  ? 

Mr.  EcKHARDT.  We  have  already  been  at  tnis  job  since  October  anci 
we  realize  the  tremendousness  of  the  task,  and  we  realize  also  a  plan 
must  be  fundamentally  soimd  and  right  and  equitable  and  fair. 

Mr.  Hutchinson.  Then  ^ou  womd  not  advise  this  committee  t<^ 
go  to  work  and  test  this  legislation  until  you  make  a  report,  woulc 
you? 

Mr.  EcKHARDT.  It  would  be  very  poor  taste  for  me  to  advise  ji 
group  of  men  such  as  you  gentlemen  are  here. 

Mr.  Hutchinson,  feut  you  understand  that  most  of  the  men  oi 
the  committee  are  not  practical  grain  men. 

Mr.  EcKHARDT.  The  plans  of  the  committee  of  17,  of  course,  are  no 
ready.  There  is  before  you  men,  I  feel,  one  of  the  greatest  and  mos 
important  pieces  of  legislation  that  has  ever  been  before  our  Nationa 
Confess,  affecting  farm  folks  and  consumers.  That  is  my  honesi 
conviction.  I  think  this  is  one  of  the  most  far-reaching  pieces  o 
legislation  that  has  ever  come  before  you;  at  least,  from  the  viewpoin 
I  have  on  the  matter. 

Mr.  Hutchinson.  The  committee  here  agrees  with  you  about  that 
It  is  a  very  important  matter  and  we  do  not  want  to  injure  anybodi 
or  to  prevent  them  from  still  continuing  in  legitimate  business. 

Mr.  EcKHARDT.  That  is  true.  You  will  note  that  I  pointed  ou 
yesterday  three  distinct  things,  one  was  that  you  should  have  brough 
before  you,  first,  the  reports  of  the  Federal  Trade  Commission  wh< 
have  been  investigating  this  matter.  I  understand,  three  or  mor 
years  of  time.  That  data  surely  made  by  a  body  authorized  by  yoi 
people  should  be  brought  here  for  the  most  careful  consideration  o 
every  point  in  it.    They  are  facts  you  can  do  business  with. 

Mr.  Hutchinson.  That  is  criticism  and  not  a  plan.  The  Federa 
Trade  Commission  does  not  give  us  any  plan  to  remedy  this.  • 

Mr.  EcKHARDT.  They  give  you  a  lot  of  data  in  tnere  that  vd] 
surely  tell  you  a  lot  of  facts  about  the  grain  business  and  give  you 
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world  of  information,  as  I  imderstand  it,  from  their  outlines.  I  had 
a  man  at  the  meeting  on  June  17th  called  by  the  Federal  Trade  Com- 
mission when  the  grain  trade  was  called  m  and  an  outline  at  that 
time  of  what  the  report  should  cover  was  given,  and  I  am  sure  that 
if  that  outline  is  any  index,  that  there  will  be  a  world  of  information 
that  bears  directly  on  future  trading. 

Mr.  McKiNiiET.  Mr.  Eckhardt,  let  me  correct  you  in  one  respect. 
Congress  did  not  appoint  the  Federal  Trade  Commission. 

S&.  EoKHABDT.  It  is  authorized  by  law. 

Mr.  McKiNuiY.  But  Mr.  Wilson  appointed  it. 

Mr.  Eckhardt.  Yes. 

Mr.  McKiNLET.  And  some  people  have  not  as  much  confidence  in 
the  Federal  Trade  Commission  personnel  as  Mr.  Wilson  has. 

Mr.  EcKSARDT.  Yes;  but  nevertheless  data  that  is  brought  to- 
irether 

Mr.  McKixIaEy  (interposing^.  A  good  deal  of  it  a  good  many 
people  do  not  believe  because  oi  the  personnel  of  the  commission. 

Mr.  Eckhardt.  I  see  your  point.  Of  course,  that  criticism  could 
be  made  if  you  were  to  appoint  10  men  here  to  investigate  it,  and  the 
men  who  are  against  the  thing  would  find  fault.  There  are  two  ways 
of  attacking  a  thing,  one  is  to  attack  men  and  the  other  is  to  attack 
the  principles  of  the  plan.  You  have  those  two  methods  of  destruc- 
tion. The  other  thing  I  pointed  out  was  that  there  should  be  an  in- 
vpstisration  that  would  disclose  the  minutest  details  of  cause  and 
effect  of  the  trades  that  take  place  in  our  present  exchanges.  That 
was  the  second  point  I  made. 

Mr.  TrNOHER.  I  would  suggest,  Mr.  Chairman,  that  it  probably 
will  not  be  necessary  to  repeat  all  the  testimony  given  yesterday  by 
this  witness.   There  are  a  number  of  other  witnesses  here  to  be  heard. 

Mr.  Htjtchinbon.  I  do  not  want  that.  I  want  to  ask  you  one  more 
question,  Mr.  Eckhardt.  Your  committee  has  been  in  session  several 
times  since  October? 

Mr.  Eckhardt.  Yes. 

Mr.  Dickinson.  How  long  do  you  think  it  will  be  before  you  will 
be  able  to  report  ? 

Mr.  Eckhardt.  That  would  be  a  mere  guess.  I  am  just  giving  my 
own  viewpoint  and,  of  course,  I  can  not  speak  for  any  other  member 
of  the  oommittee.  but  I  feel  that  a  plan,  f airlv  complete  in  its  outline, 
not  in  detail,  will  be  ready  in  February  or  March. 

Mr.  Hutchinson.  Of  this  year  t 

Mr.  Eckhakdt.  Yes ;  that  is  the  way  I  feel  about  it,  and  yet  it  may 
be  six  months  later ;  but  I  feel  that  February  or  March  will  see  things 
shaping  toward  a  definite  plan  for  the  national  cooperative  market- 
ing of  grain. 

Mr.  Hutchinson.  Then  you  do  not  feel  that  this  committee  in  a 
short  time  by  hearing  people  talk  can  get  down  to  the  real  facts  in  the 
case  like  you  can  with  real  experts? 

Mr.  Eckhardt.  I  do  not  believe  I  could  answer  that  for  you.  T 
go  back  again  and  say  it  would  be  very  immodest  for  me  to  suggest 
that  we  could  do  work  that  you  men  could  not  do,  although  we  have 
^me  very  exceedingly  able  men. 

Mr.  Hutchinson.  That  is  all  I  want  to  ask. 

Mr.  Dickinson.  Your  committee  of  17  is  to  cover  the  entire  system 
of  maiteting,  is  it  nott 
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Mr.  EcKHARDT.  Yes. 

Mr.  DicKiNSOK.  You  are  not  dealing  just  with  future  marketing, 
are  you? 

Mr.  EcKHARDT.  We  are  counting  on  a  complete  merchandising  sys- 
tem of  grain. 

Mr.  TiNCHER.  Let  me  see  if  I  understand  you.  Do  you  suggest 
that  the  committee  recess  until  your  committee  completes  its  work? 
Is  that  the  understanding  I  am  to  have  from  Mr.  Hutchinson's 
questions? 

Mr.  EcKHARDT.  I  surely  did  not  intend  to  suggest  anything  of  that 
sort. 

Mr.  TiNCHER.  You  are  testifying  now  pertaining  to  legislation  that 
is  before  this  committee. 

Mr,  EcKHARDT.  Yes. 

Mr.  TiNCHER.  You  have  suggested  that  we  wait  for  certain  finding 
by  the  Federal  Trade  Commission.  I  want  to  suggest  to  you  that  if 
you  will  notice  this  book  here,  you  will  see  that  we  had  hearings  and 
that  the  Federal  Trade  Commission  have  made  a  complete  report. 
Some  of  the  gentlemen  who  have  examined  you  and  are  so  willing  to 
wait  a  couple  of  years  for  your  committee  of  17  to  report  before  we 
have  any  farmer  legislation  would  not  follow  the  Federal  Trade 
Commission  at  all,  and  when  your  committee  of  17  gets  back  here 
with  your  report,  you  will  find  these  men  who  are  so  solicitous  about 
your  report  now  willing  to  treat  it  exactly  as  they  have  always 
treated  the  specific  findings  of  the  Federal  Trade  Commission. 

Mr.  Wilson.  We  hope  this  committee  of  17  is  a  different  kind  of 
committee  from  the  Federal  Trade  Commission. 

Mr.  McKiNLEY.  I  have  a  great  deal  more  confidence  in  your  com- 
mittee of  17.  ... 

Mr.  Hutchinson,  What  relationship  is  there  between  this  commit- 
tee and  the  Federal  Trade  Commission? 

Mr.  TiNCHER.  If  you  ask  me  the  question,  I  susj)ect  it  will  be  argued 
in  this  committee  before  we  report  out  a  bill  or  fail  to  report  out  a  bill 
that  a  man  representing  a  committee  of  17  stood  before  the  commiti 
tee  and  said  that  they  had  more  means  of  getting  information  than 
we  had,  and  more  knowledge  than  we  had,  and  that  my  constituents 
out  at  Liberal,  who  are  on  the  committee,  knew  more  about  it  tbaii 
I  did,  and  that  we  must  not  act  until  the  committee  of  17,  representing 
the  real  farmers,  reported.  I  know  what  is  going  to  happen  in  thi^ 
committee  after  you  are  gone.    That  is  all. 

The  Chairman.  I  want  to  be  sure  about  your  attitude  toward  thes^ 
exchanges.  What  is  your  suggestion  as  to  future  trading?  Are  you 
in  favor  of  doing  away  with  the  exchanges  entirely  or  continuing 
them  along  certain  lines. 

Mr.  EcKHARDT.  I  tried  to  give  very  clearly  in  my  statement  yes- 


yesterday. 

The  Chairman.  Can  you,  then,  give  us  a  definition  of  hedginffl 
If,  as  you  will  recall,  Mr.  Keynolds,  who  has  given  this  matter  ^ 
good  deal  of  thought,  stated  before  this  committee  that   in    hi) 
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opinion  he  did  not  believe  a  bill  could  be  drafted  differentiating 
between  the  various  operations;  that  is,  between  hedging  and  specu- 
lation or  gambling. 

Mr.  EcKHARDT.  There  are  fine  distinctions  there  that  I  think  there 
is  no  eaid  of  controversy  in  si^ht  about,  as  regards  where  you  leave 
off  legitimate  dealing  and  go  mto  speculative  dealing,  and  it  is  not 
within  my  province  to  be  of  much  help  to  your  committee  in  de- 
fining those  various  phases. 

The  Chairman.  Would  you  limit  hedging  to  the  actual  dealing 
between  the  producer  and  the  consumer? 

ilr.  EcKHARDT.  I  do  uot  believe  I  am  prepared  to  answer  that. 
What  T  would  like  to  do  is  to  give  you  information  that  would 
do  you  some  good.  On  that  basis  I  do  not  believe  I  could  give  you 
information  that  would  be  of  nearly  as  much  help  as  men  In  the 
^rain  business  who  are  making  use  of  that  business  from  their 
viewpoint.  So  far  as  the  farmer  is  concerned,  it  is  no  insurance 
to  him,  and  he  is  the  man  I  am  looking  out  for.  It  has  not  helped 
the  farmer  any  who  pays  $1.13  a  bushel  to  raise  com  to  sell  at  49 
cents.    It  does  not  provide  any  insurance  for  him. 

The  Chairman.  I  believe  that  it  is  difficult  to  find  the  line  of 
demarcation.  Several  have  attempted  to  define  that  line,  but  so  far 
as  I  have  been  able  to  find  out,  no  one  can  do  that  to  my  satisfaction. 

Mr.  EcKHARDT.  I  do  not  known  the  line^  Mr.  Chairman. 

Mr.  HrrrcHiNsoN.  Mr.  Eckhardt,  right  there,  is  your  committee 
proposing  to  take  up  that  question  ana  define  hedging? 

^l^.  EcrKH.\RDT.  1  our  question  is  going  to  lead  me  into  a  discus- 
sion of  a  plan  that  I  can  not  discuss,  Mr.  Chairman. 

Mr.  HrrrcuiNsoN.  Never  mind,  then.  You  need  not  answer  the 
question  unless  you  want  to. 

Mr.  Eckhardt.  I  would  like  to  very  much.  I  would  like  to  be 
Tery  frank  with  you. 

the  Chairman.  I  appreciate  the  difficulty,  but  you  have  given 
a  frood  deal  of  thought  to  the  matter  and  1  thought  probably  you 
mi<rht  ofTer  some  suggestion  that  might  be  of  value. 

Mr.  McLaughlin  of  Nebraska.  As  to  the  insurance  advantages 
of  hedging,  I  would  like  to  ask  you  whether  as  one  member  of  a 
committee  of  17  you  would  consider  it  to  your  advantage  to  have 
heavy  insurance  on  your  residence  property,  and  have  all  the  in- 
surance carried  in  the  name  of  the  other  16  of  your  members  and 
none  of  it  in  your  name? 

Mr.  Eckhahdt.  It  is  my  judgment  that  we  all  should  share  equally 
in  the  proportion  to  our  interest  in  the  matter. 

Mr.  McLauohlin  of  Nebraska.  Is  not  that  about  the  insurance 
proposed,  so  far  as  this  is  concerned  ? 

Mr.  Eckhardt.  You  might  have  an  insurance  here  that  would  be 
in  insurance  to  a  man  in  the  grain  business  that  would  be  no  insur* 
:ince  whatever  to  a  producer  or  consmner. 

Mr.  McLaughlin  of  Nebraska.  Is  it  not  any  insurance  to  the  pro- 
ducer or  consumer? 

Mr.  EcKHABDT.  I  have  two  farms  and  I  do  not  see  where  I  get  any 
insurance  or  ever  have. 

Mr.  McLiATTGHLiN  of  Nebraska.  The  insurance  is  in  favor  of  the 
man  who  produces  nothing? 
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Mr.  EcKHARDT.  I  would  not  exactly  say  that,  because  I  look  upoii 
the  man  who  handles  a  large  volume  of  grain,  as  doing  a  great  in- 
surance business,  but  why  should  an  insurance  system  be  worked 
out  that  will  just  relieve  nim  and  the  basis  of  that  insurance  be  the 
price  determining  machinery  that  shall  determine  the  labor  return 
for  the  corn  raised.  We  can  have  thousands  of  evidence  that  the 
machinery  is  manipulated  so  as  to  manipulate  the  markets  against 
the  farmers  or  the  consumers  as  it  may  suit  the  will  of  the  trader. 

Mr.  PuRNELL.  You  do  not  agree  with  the  witness  who  yesterday 
said  that  hedging  while  not  participated  in  by  the  miller  or  farmer 
really  inures  to  their  benefit,  the  benefit  of  the  grain  dealer  and  the 
farmer?  Mr.  Reynolds  testified  vesterday  that  he  did  not  do  any 
hedging  himself,  out  that  the  heading  was  reflected  in  his  business 
and  that  he  got  the  benefit  of  it  and  also  the  farmer  and  producer? 

Mr.  EcKHARDT.  Suppose  there  is  a  hedge  for  a  sale  for  six  months 
from  now  or  four  months  from  now  of  grain  bought  at  a  price  25 
per  cent  less  than  the  actual  cost  in  labor  to  produce  and  the  other 
elements  that  entered  into  its  production,  then  the  various  fellows 
holding  the  hedge  between  that  man  and  the  farmer  were  absolutely 
sure  that  the  farmer  would  have  to  take  whatever  was  given  to  him 
and  the  hedge  was  made  by  a  price  determining  machinery  that  had 
no  regard  for  labor.  That  is  the  point  I  am  trying  to  make.  The 
thing  that  we  want  to  get  back  here  is  when  you  reach  that  part  of 
the  machinery  that  makes  the  hedge,  does  that  represent  the  true 
law  of  supply  and  demand,  based  on  world-wide  conditions,  or  does 
it  represent  the  tug-of-war  between  two  mammoth  gambling  forces 
not  directed  by  intelligence,  but  by  the  force  of  money  to  gamble 
as  to  what  shall  be  received  for  that  commodity? 

Mr.  PuRNELL.  The  hedge  sometimes  might  be  the  means  of  produc- 
ing the  market.  In  other  words,  if  some  purchaser  higher  up  could 
not  hedge  he  might  not  buy  the  visible  supply  and  in  the  end  the 
farmer  must  sell  toget  the  money  ? 

Mr.  EcKHARDT.  Thst  has  been  used  so  much  until  it  is  worn  out, 
I  notice  that  the  big  people  that  build  the  large  bridges  and  builds 
ings  do  not  have  to  have  a  hedging  system  to  divide  their  steel.  1 
know  that  the  tremendous  business  of  banking  does  not  have  to  have 
a  hedging  system  to  place  its  money. 

Mr.  McKiNLET.  For  instance,  we  will  say  that  a  man  is  going  tc 
build  a  bride  across  the  Mississippi  River  that  will  take  a  millio^ 
dollars  worth  of  steel ;  he  goes  right  to  the  manufacturers  and  buvf 
it? 

Mr.  EcKHARDT.  Yes,  sir. 

Mr.  MoKiKiiEY.  And  so  he  does  not  have  the  need  of  hedging? 

Mr.  EoKHABDT.  That  is  it  exactly.  Why  does  not  the  dealer  wh< 
buys  grain  do  the  same  thing? 

Mr.  Af  cELimiET.  Let  me  ask  you  a  question  which  I  asked  the  othei 
day  and  which  is  an  absolutely  practical  question.  I  think.  Take  i 
in  my  district,  at  Decatur,  is  the  Staley  Starch  Co.  that  uses  mon 
than  a  million  bushels  of  com,  as  you  know^  every  month.  Th 
Staley  Starch  Co.  will  want  to  use  a  million  bushels  of  com  nex 
September.  The  farmer  who  has  the  corn  now  wants  to  sell  it  ti 
get  his  monej.  In  your  bridge  proposition  the  man  who  wants  ti 
build  the  bndge  goes  right  U)  the  manufacturer  and  he  rolls  tli 
steel  out  of  the  iron,  but  the  Staley  Starch  Co.  can  not  pay    tl^ 


FUTURE  TRADING.  105 

fanner  or  farmers  the  money  for  the  million  bushels  of  corn  that  it 
iieeds  next  September  because  it  has  not  the  money.  Who  is  going 
to  put  the  cash  in  to  carry  it  from  the  time  that  the  farmer  selb  the 
com  until  next  September? 

Mr.  £gkhardt.  1  get  your  point,  Mr.  McKinley.  If  it  is  not 
net^essary  in  all  of  these  other  businesses,  I  can  not  see  why  we  have 
to  build  up  an  institution  whereby  we  have  40,  j)robably  100,  times 
as  many  deals  as  in  the  handling  of  cash  grain  and  afford  those 
facilities  simply  to  make  a  very  large  business  for  the  Staley  Starch 
Co.  and  not  give  a  damn  for  the  man  down  on  the  farm. 

Mr.  McKim^ET.  That  is  not  an  answer  to  the  question.  What  I 
asked  was  what  you  were  going  to  work  out  in  your  committee  when 
vou  have  had  more  time — ^what  we  have  to  consider  when  we  have 
to  pass  a  bill  of  some  kind  is  what  kind  of  an  arrangement  is  to  be 
made  and  who  will  furnish  the  cash  for  this  com  &om  the  1st  of 
January  until  the  next  September? 

ilr.  EcKHABDT.  My  answer  to  that  would  be,  if  I  was  buying  that 
CTain,  I  would  go  to  the  Armour  Grain^  Co.  and  would  say  to  Mr. 
Armour,  "  What  can  you  furnish  this  grain  for  ?  '*  And  Mr.  Armour 
would  say  that  he  could  furnish  it  at  a  certain  price.  Mr.  Armour 
takes  a  margin  large  enough  there,  sizes  up  every  class,  and  contracts 
act^ording  to  the  production.    I  think  that  womd  be  my  answer. 

Xow,  gentlemen,  by  eliminating  all  the  need  of  this  complicated 
machinery  of  speculation  which  becomes  the  price  determimng  fac- 
tor, you  have  a  real  thing  dealt  in  between  Mr.  Staley  and  the 
farmers  in  Iowa,  Illinois,  and  all  the  rest  of  the  country.  The 
farmer  would  say  to  his  local  agent  what  he  is  willing  to  take. 
There  would  be  bartering  in  real  Suff,  and  Mr.  Armour  would  say, 
"  I  1  an  furnish  it  to  you  at  this  price." 

Mr.  McKiNLEY.  Would  you  control  Mr.  Armour  as  to  the  profit 
that  he  should  make? 

Mr.  EcKHARDT.  That  would  control  a  good  deal.  Armour  han- 
dles, according  to  reports,  approximately  25  per  cent. 

Mr.  McKiNiiET.  I  was  askmg  after  the  profit  in  furnishing  the 
1,000,000  bushels.  That  is  the  whole  trouble,  what  the  farmer  gets 
and  what  the  consumer  pays. 

Mr.  EcKSABDT.  At  the  same  time  that  Armour  is  dealing  with 
these  respective  people  there  are  some  six  or  eight  thousand  other 
elerator  companies  m  the  United  States  and  1^.  Staley  could  say 
direct  to  those  men,  "How  much  will  you  furnish  this  grain  for,'' 
and  make  the  deal  direct  with  the  local  conmiunity,  the  people  that 
ire  handling  that  commodity. 

Mr.  MoKiNUBT.  Who  is  going  to  furnish  the  money  ?  Will  these 
six  or  eight  thousand  elevator  men  carry  it  from  the  Ist  of  January 
to  the  1st  of  September? 

Kr.  EcKHABDT.  In  that  case  he  does  not  want  it  all  at  one  time. 

Mr.  McKinley.  He  wants  a  million  bushels  on  the  1st  of  Sep- 
tember? 

Mr.  EcTKHARDT.  That  is  one-twelfth,  a  million  bushels  a  month, 
aod  he  will  find  enough  to  furnish  the  million  bushels  in  September, 
enough  to  carry  him  through  the  entire  year. 

Mr.  McKiNi-ET.  Can  you  furnish  us  with  the  words  that  we  can 
put  into  a  law  ? 
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Mr.  EcKHARDT.  I  wish,  Mr.  McKinley,  that  I  understood  the  law 
well  enough  to  do  that,  but  that  is  not  within  my  province.  I  appre- 
ciate very  deeply  the  tremendous  task  you  have  before  you.  I  have 
read  the  laws  as  far  as  I  can  understand  them,  but  I  think  it  will 
take  men  who  understand  the  law  much  better  than  I  do  to  give  you 
constructive  advice  on  that  line. 

Mr.  Dickinson.  Does  the  man  who  wants  pork  and  beef  have  any 
protection  of  the  kind  that  Mr.  McKinley  has  referred  to  in  the 
grain  trade  in  future  dealings? 

Mr.  EcKHARDT.  No ;  he  has  to  buy  on  the  market  as  it  comes  in. 

Mr.  Dickinson.  The  amount  involved  in  beef  and  pork  is  much 
greater  than  in  the  Staley  starch  factory  ? 

Mr.  EcKHARDT.  The  farmers  like  it  very  much;  it  makes  a  lot  oi 
market  for  grain.  The  Staley  starch  factory  represents  a  tremendous 
business,  and  it  represents  much  else. 

Mr.  Dickinson.  If  legislation  is  necessary  by  this  committee  and 
it  is  found  that  in  order  to  protect  the  producer  and  consumer  you 
must  interfere  slightly  with  the  miller  and  the  starch  company  fac- 
tory, which  do  you  think  should  have  the  protection  of  this  com- 
mittee. 

Mr.  EcKHARDT.  There  is  no  question  in  my  mind,  I  am  sure,  but 
that  these  98  growers  and  producers  should  have  the  right  over  the 
two  men  who  stand  between  them.  That  is  my  own  feeling  of  it, 
to  stand  for  the  welfare  of  the  larger  number ;  but  can  not  a  system 
be  worked  out  so  that  we  can  all  work  along  together,  without  inter- 
ference and  with  justice  to  every  element  in  the  land?  I  hope  that 
can  be  done. 

The  Chairman.  If  it  is  necessary  for  a  starch  company  to  have  th< 
benefit  of  the  hedge,  it  would  also  be  necessary  for  the  packer  tc 
have  the  same  privilege,  to  provide  for  a  future  supply  of  live  stock 
The  live  stock  industry  is  as  much  important  as  the  starch  company 

Mr.  McKinley:  I  think  the  gentlemen  have  an  entirely  wron^ 
opinion  of  what  I  am  trying  to  get  at.  I  am  not  taking  care  of  tin 
starch  company.  The  corn  that  they  use  they  will  not  use  until  nexl 
Januanr  and  somebody  has  to  own  it  between  now  and  that  time 
What  I  am  trying  to  ascertain  is  who  is  going  to  own  it  betweer 
the  first  of  January  and  the  first  of  September  ? 

Mr.  Chairman  :  The  same  rule  applies  to  the  packers  ? 

Mr.  EcKHARDT :  Yes,  sir. 

Mr.  Dickinson:  The  monthly  sales  of  com  show  very  slight  va 
nation  on  the  Chicago  market  during  the  entire  year,  with  a  littl 
surplus  in  December  and  January,  but  the  other  months  run  ver 
similar.  I  shall  ,be  glad  to  put  in  the  record,  if  it  is  the  desire  o: 
the  Conmiittee,  a  statement  that  shows  the  sales  of  com  on  th( 
market 

Mr.  McKiNiJBY :  It  has  been  sold  40  times,  as  they  say,  then  ? 

Mr.  Dickinson  :  This  is  actually  spot  com  that  I  am  talking  about 

The  Chairman:  If  it  is  necessary  for  the  farmer  to  have  th 
privilege  of  the  hedge,  it  is  certainly  necessary  then  that  he  shoul< 
have  a  market  for  his  live  stock  so  that  it  may  be  disposed  of  whei 
ready  for  market.  The  live  stock  must  be  marketed  when  read; 
and  can  not  be  kept  over,  but  grain  can  be  kept  from  year  to  yeai 
I  think  it  is  more  important  than  the  grain. 
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Mr.  PuBNEUi :  I  am  somewhat  interested  in  Mr.  McKinley's  ques- 
tion When  the  farmer's  corn  is  ready  for  the  market,  he  wants  to 
market  it  and  get  his  money? 

Mr.  EcKHARDT :  Yes,  sir. 

Mr.  PuRXELL :  And  to  pay  bills  and  to  pay  up  notes  at  the  bank 
and  so  forth.  That  is  in  the  fall.  Here,  is  this  starch  factory  or 
some  other  consumer  who  does  not  want  to  use  it  for  six  or  seven 
moDths  and  they  will  not  buy  until  they  need  to  use  it,  they  do  not 
want  to  carry  it  that  time.  The  farmer  wants  the  money  and  does 
not  want  to  carry  the  com  for  six  or  eight  months.  During  that 
period  of  time,  as  Mr.  McKinley  contends,  who  holds  the  sack, 
assuming  that  the  farmer  gets  his  money  which  he  ought  to  have} 

Mr.  EcKHARDT :  I  get  your  point. 

Mr.  PuRNisx :  I  am  very  anxious,  just  as  anxious  as  you  are,  to 
weed  out  the  objectionable  gambling  features  in  this  whole  system. 

Mr.  EcKHARDT :  Yes,  sir. 

Mr.  PnBi«£LL:  But  I  want  to  do  what  is  essentially  necessary  for 
the  Drotection  of  the  producer. 

m.  EcKHARDT :  I  think  I  can  answer  your  question.  In  the  first 
place,  the  farmer  does  not  sell  his  com  in  just  a  few  days  or  a  few 
months,  but  he  sells  his  com  distributed  fairly  well  throughout  the 
year.   I  shall  prove  that  to  you. 

Mr.  Purnell:  Sometimes  that  is  true  and  at  other  times  a  man 
must  sell  his  entire  crop  immediately  to  realize  money? 

Mr.  EcKHARDT.  An  individual  farmer  does,  but  the  farmers  as 
a  whole  do  not,  because  there  was  produced  this  year  over 
.3.00(},00O,OOO  bushels  of  corn.  In  Chicago  alone  there  is  only  about 
o6,lHJOjOOO  bushels  storage  capacity  of  com,  the  total  amount  of 
storage  capacity.  There  is'  not  half  of  it  used,  not  much  over  26 
per  cent  of  the  capacity  that  is  actually  used,  and  that  is  used  for 
t>arley,  rye,  corn,  wheat  and  oats,  not  for  com  alone.  In  other 
words,  there  is  no  time  that  any  concern  like  the  Armour  Grain 
Co.  carries  any  large  amount  of  grain  from  December  or  January 
antil  the  Staley  Starch  Co.  wants  the  corn  delivered  to  them.  That 
^in  is  constantly  moving  on  the  market.  I  think  I  have  proof 
that  is  absolutely  conclusive.  Another  thing,  the  farmers  send 
their  com  to  market  so  that  they  can  get  that  work  done  without 
mterfering  with  the  regular  work  on  the  farm  and  they  can  do 
that  work  also  when  the  roads  are  impassible,  like  they  are  in 
Champaign  County,  and  so  there  is  an  interval.  In  another  sec- 
tion of  the  State  there  will  be  a  different  period.  The  result  of 
that  is  that  the  com  is  hauled  to  market  in  such  a  way  that  it 
results  in  a  fairly  steady  supply  of  com  from  the  farmer  to  the 
3iarket  as  it  is  needed.  Now,  the  total  storage  capacity  that  we  have 
for  it  is  only  a  drop  in  the  market.  The  farmer  has  to  carry  that 
stuff. 

Mr.  Ptjknell.  But  you  take  the  farmer  who  can  not  carry  it.  I 
have  hundreds  of  small  farmers  in  my  district  who  sell  their  com 
immediately.  Some  of  it  is  sold  before  completed  and  they  get  the 
iDoney  on  it.    Somebody  has  to  carry  that  load. 

Mr.  EcKHARDT.  The  total  of  the  group  selling  it  in  that  way  is 
'lot  more  than  the  amount  of  com  that  needs  to  come  on  the  market 
*t  that  time.   It  is  being  carried. 
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Mr.  PuBNEUL.  Suppose  that  the  local  elevator  is.  full  and  that  th< 
iocal  elevator  man  can  not  get  cars  and  the  man's  product  is  hackee 
up  on  his  farm  and  he  wants  to  sell  it,  are  you  going  to  deny  th< 
right  of  the  local  elevator  man  to  sell  or  hedge  in  the  market  tx 
provide  a  market  for  this  fellow  who  has  the  product  backed  u( 
on  his  farm  ? 

Mr.  EcKHABDT.  If  he  can  not  get  use  of  the  elevator,  he  has  to 
Take  Carl  Vrooman,  who  was  the  Assistant  Secretary  of  Agricul 
ture,  and  who  has  a  large  farm  near  Bloomington.  Mr.  Vroomai 
tried  to  sell  his  corn  month  in  and  month  out  and  he  could  not 
When  it  was  $1.50  a  bushel  he  tried  to  get  cars  to  ship  and  he 
could  not.  Then  he  tried  again  to  sell  it  when  it  came  aown  to  i 
dollar,  and  he  could  not.  He  had  some  20,000  bushels.  There  ii 
a  typical  case.  The  farmers  in  that  district  could  not  sell  theii 
com  and  they  had  to  hold  it  and  they  have  held  it. 
Mr.  McKiNLEY.  Is  that  a  good  condition? 
Mr.  EcKHARDT.  No,  sir. 

Mr.  McKiNUET.  If  you  take  away  all  the  markets  would  not  that 
create  a  bad  condition,  that  the  farmer  could  only  sell  when  some- 
body wanted  to  buy? 

Mr.  EcKHAROT.  We  are  not  taking  away,  I  hope,  the  cash  market, 
the  same  cash  market  that  we  have  had.  We  are  surely  not  taking 
that  away. 

Mr.  PuRNEiiL.  I  do  not  want  to  make  it  impossible  for  a  farmer 
to  sell  his  com  until  he  has  actual  facilities  for  shipping  it  out  of 
the  country? 

Mr.  EcKHARDT.  But  I  think  this,  gentlemen,  that  you  have  exactly 
the  same  cash  market.  The  total  storage  capacity  for  the  cash 
material  that  comes  in  is  very  small  compared  to  the  total  volume 
of  business.  You  have  at  Chicago  alone  annually  600,000,000  bushek 
of  grain,  and  the  total  storage  capacity  is  only  56,000,000  bushels. 
That  has  to  be  used  over  and  over  again  during  the  year. 

Mr.  McKiNiiET.  You  know  more  about  that  than  I  do.  It  i^ 
your  business.  Everybody  knows  their  own  business  best.  Does  not 
the  opportunity  to  sell,  call  them  future  sales  or  whatever  you 
please,  does  not  the  opportunity  to  sell  stabilize  prices  more  tnai^ 
if  a  farmer  should  only  come  in  to-day  and  somebody  wanted  t<^ 
buv  it? 

Mr.  EcKHARDT.  Mr.  McKinley,  in  the  grain  trade 

Mr.  McICiNMSY  (interposing).  What  do  you  think?  , 

Mr.  EcKHARDT.  My  jud^ent  is  that  it  is  a  piece  of  machineri 
that  is  subject  to  the  manuipulation  of  the  big  men  to  suit  their  will 
It  is  my  judgment  that  between  individual  sales  it  may  stabili  ^ 
prices  just  slightly.  There  are  spreads  between  the  sales  that  coi 
m  this  minute  and  the  sales  that  come  in  30  seconds  from  nowj 
You  have  a  steady  flow  there.  It  is  my  judgment  that  it  is  possibl 
for  men  to  so  organize  themselves  tliat  they  can  sell  that  market  U] 
and  down  to  suit  their  will.  Just  as  the  testimony  which  I  gave  her 
yesterday — ^you  were  not  present — a  report  was  made  by  a  certaJ 
man  who  was  drawing  grain  from  some  30  elevator  companies ;  t^ 
days  before  there  was  a  drop  of  23  cents  in  cash  grain.  ^^  Do  m 
buy  anything,  under  any  circumstances^  the  next  two  days.'' 
was  possible  tor  a  man  to  make  a  pront  of  35  cents  a  bushel 
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that  grain,  because  of  the  tremendous  loss  to  the  farmers.  That  was 
a  case  where  somebody  knew  and  sent  down  the  line  that  they 
^ould  not  buy  grain.  This  piece  of  machinery  is  manipulatea, 
in  my  judgment. 

Mr.  Hutchinson.  What  authority  did  that  man  have  to  tell 
that? 

Mr.  EcKHARDT.  He  is  going  to  lose  his  job. 

Mr.  Hutchinson.  I  will  tell  you  of  a  little  instance  in  flour.  A 
certain  man  who  had  been  in  charge  of  the  food  control  was  invited 
down  to  Philadelphia  recently  to  a  dinner  and  in  his  speech  to  all 
the  bakers  of  the  country  he  advised  everybody  to  buy  flour  and 
they  loaded  up  with  milnons  of  barrels.  There  were  about  87,000 
barrels  bought  at  $13  or  $14.  That  man  had  no  authority.  He  made 
a  mistake.   Do  you  think  that  is  a  fair  proposition? 

Mr.  EcKHARDT.  If  I  had  tried  I  could  have  gotten  together  enough 
illustrations  to  have  filled  a  book  about  half  as  big  as  this  book 
here  [indicating]. 

Mr.  Hutchinson.  I  think  these  people  should  know  it. 

)Ir.  EcKHARDT.  Getting  right  back  to  the  point,  they  should  follow 
those  deals,  every  one  of  the  deals  made  on  that  market  from  A  to  Z, 
and  study  their  cause.  Then  you  would  have  a  true  basis  to  work  on. 
That  is  something  that  no  man  has  yet  been  able  to  get.  The  ex- 
changes themselves  say  that  they  do  not  have  it,  they  &  not  go  into 
tk  (ktails  of  getting  that  information.  You  and  I,  I  am  sure,  both 
sbuld  have  that  information. 

Mr.  HtiTCHiNSON.  The  information  which  this  prominent  man 
gave  at  this  dinner  loaded  up  all  the  bakers  in  the  country  with 
thousands  of  barrels  of  flour  on  the  theory  that  it  was  going  nigher 
iod  it  has  gone  down  $5  or  $6  a  barrel. 

Mr.  HuiJNGs.  In  the  lumber  business  or  the  coal  business  or  the 
hmiture  business  do  they  have  a  system  whereby  they  make  short 
^es  and  gamble  in  the  commodity? 

Mr.  EcKHABDT.  No,  sir. 

Mr.  HuLiNGs.  Is  it  necessary? 

Mr.  EcKHABDT.  The  volume  of  coal  is  tremendously  large,  prob- 
ably as  large  as  the  volume  of  grain  that  is  handled.  It  is  necessary 
there. 

Mr.  HuuNGS.  Do  you  believe  that  the  process  that  is  used  in  any 
of  these  commodities,  grain,  com,  and  wheat,  is  the  consensus  of 
opinion  of  those  b^t  informed  as  to  the  value  of  the  stock  and  the 
consensus  of  opinion  between  the  men  who  want  to  buy  and  the  men 
who  want  to  sell  it ;  or  is  it  a  fixed-up  thing,  subject  to  manipulation 
and  unaffected  by  supply  and  demand  ? 

Mr.  EcKHABDT.  I  wish  before  I  close  that  I  could  get  back  to  the 
point  that  I  was  making.  It  is  my  feeling,  positively,  when  I  go 
into  the  bucket  shop,  as  they  call  it — ^I  do  not  suppose  they  call  it 
fhat  now,  to  the  wire  house,  and  see  a  group  of  people  there  dealing 
in  com,  that  those  men  do  not  represent  the  high  intelligence  of  the 
f-eople  of  the  United  States,  and  yet  they  have  their  mfluence  in 
fixing  the  price  which  the  farmer  has  to  take  for  this  stuflf.  It  is 
impossible  for  me  to  believe  that  those  men  represent  the  man  who 
blows  himself  the  true  value  of  the  grain.  I  resent  that  end  of  it 
tremendously. 
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Mr.  TiNCHER.  I  want  to  ask  you  a  question  or  two  about  th 
Staley  Starch  Co.,  and  in  asking  the  question  I  do  not  wish  to  refleci 
upon  the  company,  because  I  have  no  doubt  in  the  world  that  ib 
standing  is  high  from  the  statement  of  Mr.  McKinley,  but  do  yoi 
know  of  anyone  who  proposes  any  legislation  that  would  require  th( 
Staley  Starch  Co.  to  purchase  its  corn  differently  from  the  way  the} 
are  doing  now  ? 

Mr.  EcKHARDT.  No,  sir. 

Mr.  TiNCHER.  The  Staley  Starch  Co.,  as  I  understand  it,  buy  theii 
corn  in  the  fall  of  the  year  for  the  entire  year? 

Mr.  EcKHARDT.  Yes,  sir. 

Mr.  TiNCHER.  And  it  is  contended  by  some  that  the  fact  that  i 
few  men  have  the  right  to  gamble  in  grain  futures  gives  the  Stale} 
Starch  Co.  a  more  positive  credit  than  it  would  have  if  the  gamblin| 
in  com  futures  was  destroyed.  Is  that  your  understanding  of  th( 
matter? 

Mr.  EcKHARDT.  I  do  not  know  individually  of  anybody  interestec 
in  the  business  suggesting  that. 

Mr.  TiNCHER.  Mr.  McKinley 

Mr.  McKinley  (interposing) .  You  are  putting  words  in  my  moutl 
right  now. 

Mr.  TiNCHER.  No.  I  never  said  that  you  said  that,  I  said  thai 
Mr.  McKinley  suggests  that  if  we  do  away  with  futures  in  grain  ii 
would  not  have  a  tendency  to  work  a  hardship  upon  the  starcll 
company. 

Mr.  McKiNusY.  No;  I  did  not  say  that. 

Mr.  TiNCHER.  To  buy  com  for  future  delivery  instead  of  buyin« 
it  and  paying  for  it. 

Mr.  McKinley.  You  have  the 'wrong  idea.  What  I  was  trying  t( 
get  at 

Mr.  TiNCHER  (interposing).  I  do  not  want  to  interfere,  of  course 

Mr.  McKinley.  I  understand.  What  I  was  trying  to  suggest  wai 
that  there  is  a  time  going  on,  from  1  month  to  11  months,  oetweeJ 
the  producer  and  the  consumer,  that  someone  has  to  own  the  product 

Mr.  Tinoher.  You  do  not  contend  that  the  grain  gamblers  owr 
the  product  and  furnish  that  credit.  They  do  not  do  it  now.  Mj 
proposition  is,  if  it  is  necessaiy  to  have  gambling  in  grain  future 
in  order  to  make  sure  that  the  Staley  Starch  Co.  can  buy  a  vear'i 
supply  of  corn  at  the  low  time — at  the  time  Mr.  Pumell  speaks  ot 
when  the  farmer  must  sell  a  ^eat  quantity  of  com — and  hold  it  fo^ 
their  entire  year's  output  without  paying  for  it,  then  the  Salej 
Starch  Co.  ought  to  sell  their  products  based  on  the  price  at  the  lo^ 
time  which,  with  all  their  recommendations,  T  doubt  whether  they  dc^ 

Mr.  McKixLEY.  T  do  not  believe  the  Staley  Starch  Co.  buys  a  year'f 
supply  at  a  time. 

Mr.  TiNCHER.  Ts  it  not  a  fair  inference,  then,  that  the  Staley  Starol 
Co.,  the  same  as  any  milling  company  milling  wheat,  have  a  line  o| 
credit  that  will  enable  it  to  buy  all  the  corn  Tor  future  delivery  thai 
they  would  probably  need  without  maintaining  a  gambling  institii 
tion  at  Chicago  that*  you  think  is  able  to  fix  the  prices  of  the  farmers 
products  by  manipulation?  ^  ' 

Mr.  EcKHARDT.  Getting  back  into  the  whole  situation,  it  seems  t^ 
me  that  Mr.  Staley  has  got  to  take  the  cash  grain  just  as  it  flows  t^ 
day  without  very  'much  change.    It  seems  to  me  also  that  we  do  nd 
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want  to  do  anything  that  will  prevent  Mr.  Staley,  if  he  has  an  op- 
portmuty  to  seU  abroad  a  large  amount  of  corn  products,  oontractinff 
or  all  the  com  based  upon  that  future  sale,  if  he  can  get  it.  I  thini 
Mr.  Jjtaley  ought  to  have  that  right,  or  he  could  not  do  business  and 
^ive  his  people  employment.  On  the  other  hand,  let  him  deal  in  the 
real  thmg:  let  him  buy  corn.    We  have  got  the  corn  in  the  States. 

Mr.  TiNCHER.  T^t  me  ask  y6u  right  there,  do  you  think  a  bill  that 
provid^  that  Mr.  Staley,  or  people  m  Mr.  Staley^s  situation,  may  buy 
and  sell  three  times  the  amount  of  corn  they  contemplate  using  or 
have  iised  m  the  past  would  be  fair  protection  for  Mr.  Staley? 

Mr.  EcKHARDT.  I  feel 

Mr.  TiNCHER  (interposing).  Will  you  answer  that  question? 

Mr.  EcKHARDT.  I  will  answer  it  in  this  way :  I  believe  you  will 
nave  men  before  your  committee  here  who  can  go  into  the  technique 
of  that  and  give  you  information  much  more  reliable  than  I  can  give. 

Mr.  TiNCHER.  We  do  not  need  to  go  into  the  technique.  Do  you 
think  that  allowing  him  to  buy  three  times  what  he  expects  to  use 
Jjnd  has  used  and  will  use,  and  letting  him  sell  three  times  what  he 
m  used  or  what  he  will  use  is  enough,  or  do  you  think  it  ought  to  be 
made  five  or  ten  times  as  much  ? 

Mr.  EcKHARDT.  If  you  want  to  know  what  I  feel  about  it,  I  feel  he 
<"i^ht  to  have  the  right  to  buy  all  he  can  use. 

Mr.  TiNCHER.  Do  you  thmk  three  times  the  amount  would  be 
"nough  ? 

Mr.  EcKHARDT.  I  say  just  what  he  needs.  I  do  not  see  any  need 
for  anything  more. 

Mr.  Hutchinson.  Do  you  think  Mr.  Staley  would  carry  a  million 
'►Mshels  of  corn  without  hedging? 

Mr.  EcKHARDT.  Not  the  way  we  are  marketing  to-day. 

Mr.  HuTCHTNaoN.  It  would  not  be  safe? 

Mr.  EcKHARDT.  Under  our  present  system,  where  the  market  goes 
'Ae  this  [indicating] ,  T  can  not  see  how  any  man  could  put  up  ttiat 
3inrh.'  The  only  man  who  has  to  stand  that  is  the  bimiper  down  on 
the  farm,  and  he  has  no  way  of  protecting  himself. 

Mr.  TiNCHER.  Do  you  faiow  who  fixes  the  prices  of  Mr.  Staley's 
products?  Is  there  gambling  in  the  products  that  Mr.  Staley  manu- 
factures? 

Mr.  EcKHARDT.  I  do  not  know  that  there  is. 

Mr.  TiNCHER.  What  does  he  manufacture?  I  take  it  he  manufac- 
^wes  something  besides  pure  starch. 

Mr.  EcBtHARDT.  I  judge  he  manufactures  starch  and  probably 
nunufactures  com  syrup,  but  I  do  not  know  whether  that  is  manu- 
latnred  in  the  Staley  plant  or  not.  That  is  one  by-product  of  com, 
jnd  there  are  many  by-products  like  breakfast  foods.  T  understand 
"r  Staleyhas  largely  a  starch  factory. 

Mr.  McKiNLEY.  I  do  not  know  what  he  makes,  but  it  is  a  tremen- 
i''ns  plant. 

Mr.  EcKHARDT.  It  is  a  tremendous  institution  and  of  the  very 
'  i?hest  standing. 

Mr.  TiNCHER.  The  chances  are  he  has  something  to  do  with  fixing 
^^  prices  of  his  own  products,  and  is  not  governed  in  his  prices  by 
'  f^w  Chicago  gamblers  who  fix  the  prices  of  his  products. 

Mr.  EcKHARDT.  In  knowing  what  he  can  get  the  com  for,  he 
^^'iws  definitely  what  margin  he  can  work  on  and  sell  the  finished 
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products,  and  a  plant  as  large  as  Mr.  Staley's  can  operate  sureh 
much  safer  if  he  can  work  on  a  contract  that  covers  a  considerahl< 
period. 

Mr.  TiNCHER.  I  still  think  the  whole  proposition  gets  back  to  th< 
proposition  of  whether  we  should  maintain  a  board  of  trade  in  Chi 
cago  to  trade  in  grain  futures,  and  permit  them  to  trade  in  graii 
futures,  and  gamble  in  grain  futures,  for  the  purpose  of  maintain 
ing  a  proper  credit  system  for  Mr.  Staley. 

The  Chairmak.  Is  that  all,  Mr.  Eckhardt? 

Mr.  EcKHAKDT.  Yes,  sir. 

The  Chairman.  Thank  you,  sir.  We  will  now  hear  Senator  Car 
away. 

STATEMENT  OF  HON.  THADSEVS  H.  CAEAWAT,  A  BEPBESENT 
ATIVE  nr  CONOBESS  EBOM  THE  STATE  OF  ABKAHSAS,  AN! 
SENATOB-ELECT  FBOH  THAT  STATE. 

Mr.  Caraway.  Mr.  Chairman  and  gentlemen  of  the  committee,  j 
come  before  your  comn^ittee  with  some  hesitancy  because  I  have  ik 
expert  information  to  give.  In  the  beginning  permit  me  to  say  that  i: 
the  committee  intends  to  wait  until  it  has  scientific  information  t< 
show  the  effect  of  each  deal  in  futures  upon  the  marketing  of  th< 
product  before  it  acts,  it  will  never  enact  any  legislation. 

I  recall  that  for  at  least  a  quarter  of  a  century  when  the  struggle 
was  going  on  between  those  who  thought  we  ought  to  be  a  Natioi 
drunk  and  those  who  thought  we  ought  to  be  a  Nation  sober,  the  ques 
tion  whether  whisky  was  necessary  could  never  be  determined;  be 
cause  one  doctor  would  swear  you  would  die  without  it,  and  anothei 
you  would  die  with  it ;  and  Congress  said  that,  inasmuch  as  they  coulc 
not  believe  both  of  them,  they  would  believe  neither  and  not  act  at  all 

I  am  astonished  also  that  the  tendencv  of  the  questions  here  aske^ 
seems  to  suggest  that  it  rests  upon  the  larmers  to  show,  first,  exactb 
what  effect  tne  legislation  will  have  upon  every  industry,  and  thei 
put  into  the  hands  of  Congress  the  exact  language  in  which  the  la^ 
should  be  written.  It  seems  to  me  that  when  220,000  people  hav( 
intrusted  you  with  a  commission,  that  you  ought  to  be  able  when  yo\ 
know  an  evil  exists  to  suggest  the  remedy  yourselves.  I  practiced  laV 
before  I  came  to  Congress,  and  sometimes  defended  criminals  if  thei 
were  able  to  pay,  and  I  thought  that  when  my  client  told  me  what  hi) 
resources  were  that  it  was  my  duty  to  find  out  some  way  to  kee| 
him  from  hanging.  When  the  farmer  comes  here,  and  tells  yoj 
what  we  already  know — that  he  is  being  destroyed ;  it  we  then,  as  hil 
representatives,  are  going  to  sit  down  and  say,  "Well,  we  knov 
that,  but  we  are  not  going  to  move  until  you  can  tell  us  just  what  w< 
ought  to  do  " ;  that  the  best  thing  he  can  do  when  he  gets  the  chanc< 
would  be  to  select  some  other  as  nis  representative. 

That  way  of  proceeding  would  be  treating  the  farmer  somewhai 
like  the  two  negro  preadiers  down  in  Mississippi  County,  in  m] 
district,  this  fall,  who  were  talking,  and  one  said  to  the  other 
"  Brother,  do  you  reckon  the  Lord  knows  how  the  white  folks  ar 
taking  our  cotton  awav  from  us  and  still  leaving  us  in  debt?  "  an^ 
the  other  one  said,  "  Surely,  surely  he  knows,  T)ut  the  trouble  it 
brother,  he  dont  give  a  damn.'* 
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Xow,  we  know  that  somebody  is  destroying  the  farmer,  and  if 
ve  insist  that  we  are  not  going  to  act  until  the  farmer  tells  us  what 
we  ought  to  do,  I  think  he  is  very  likely  to  go  back  and  make  the 
same  answer  that  the  negro  made  about  the  white  man  getting  his 
cotton. 

1  am  interested  in  the  question  that  Mr.  McKinley  asked  over 
and  over  Again,  If  the  gambling  in  futures  were  destroyed,  what 
Tould  become  of  the  Staley  Starch  Co.  ? 

\rr.  McKiNiiET.  I  object  to  your  making  that  statement,  that  I 
a>ked  if  gambling  in  futures  was  stopped 

Mr.  Carawat  ([interposing).  I  am  willing  for  the  gentleman  to 
'jse  his  own  language,  but  I  know  what  his  Question  imports  and 
eYerybody  else  knows  that  the  man  who  sells  tne  Staley  Starch  Co. 
futures,  or  to  whom  it  sells,  knows  that  that  man  is  not  ffoing  to  de- 
liyer  it  a  bushel  of  com,  or  if  it  has  sold  a  bushel  as  a  hedge,  it  is  not 
^oing  to  deliver  a  bushel  of  com.  If  a  man  deals  in  something  that 
does  not  exist  but  bets  it  will  be  up  or  down,  I  do  not  know  whether 
he  is  a  gambler  or  not.    I  had  always  thought  he  was. 

Mr.  McKiNUEY.  If  a  man  buys  a  bushel  of  corn  on  the  1st  of 
January  and  takes  his  chances  about  selling  it  later,  is  he  not  a 
cambler? 

Mr.  Carawat.  If  a  man  who  buys  a  hog  to  ship  to  the  Chicago 
niarket  and  pays  5  cents  a  pound  for  it  and  hopes  to  get  7  cents 
^hen  it  reaches  the  market  is  a  gambler,  your  statement  makes  the 
'  ther  man  a  gambler;  but  if  there  is  no  difference  between  a  legiti- 
mate transaction  where  a  man  buys  an  actually  existing  product 
arrd  puts  it  on  the  market  and  the  man  who  sells  something  he  never 
iiad.  he  would  not  know  if  he  saw  it,  never  expects  to  have,  to  a  man 
T^ho  never  wanted  it  and  never  expects  to  receive  it,  then  I  will 
idmit  that  I  do  not  know  what  gambling  is.  But  here  is  what  I 
Ho  know,  and  the  gentleman  from  Illinois  knows  it,  that  if  the 
"^taley  Starch  Co.  wants  to  buy  corn  in  January  for  June  delivery 
and  does  not  want  to  take  the  actual  com  because  it  is  not  able  to 
hrnish  the  cash,  some  one  must  supply  it,  and  I  am  curious  to  know 
The  does  furnish  it.    I  would  like  for  the  gentleman  to  tell  me  that. 

Mr.  McKiNLET.  I  have  got  the  wrong  impression  put  forward 
here.  I  do  not  think  the  Staley  Starch  Co.  wants  to  buy  that  com 
in  January  and  use  it  in  June.  If  they  want  to  use  it  in  June  they 
^ant  to  buy  it  in  June.  My  question  was  what  vehicle  we  would 
i.are  to  own  the  com  between  the  1st  of  January  and  the  1st  of 
•^une:  not  that  the  Staley  Starch  Co.  wanted  to  buy  any  fuures. 

Mr.  Caraway.  I  imderstood  the  gentleman's  question  entirely 
-Troneously,  because  the  gentleman  kept  on  saying  that  the  Staley 
>iarch  Co.  wanted  to  contract  for  corn. 

Mr.  McKiNLET.  No,  I  beg  j^our  pardon. 

Mr.  Caraway.  Then  the  Staley  Starch  Co.  has  nothing  to  do  with 
^'je  case.  ^ 

Mr.  McKinley.  No;  nothing  at  all. 

Mr.  Caraway.  I  know  this,  and  the  gentleman  knows  it;  I  know 
'hat  it  is  easy  under  present  marketing  conditions  for  the  people 
^ho  want  to  use  the  raw  product  and  the  manipulators  of  the  mar- 
irt  to  enter  into  an  agreement  by  which  the  man  who  is  ultimately 
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to  use  the  product  and  the  man  who  simply  wants  to  gamble  in  th 
price  of  it  can  agree  and  ruin  both  the  producer  and  consumer. 

I  am  going  to  speak  now  about  cotton  because  I  am  not  much  of  i 
grain  farmer.  In  my  section  of  the  country  we  work  12  months  ij 
the  year  to  grow  cotton,  and  then  with  whatever  we  get  out  of  it  ^| 
go  to  Illinois  and  buy  corn  and  meat,  and  it  sometimes  looks  as  if  th| 
people  from  whom  we  buy  do  not  care  whether  we  have  ariy  resourcd 
with  which  to  buy.  But  I  know  this  is  true,  and  I  have  watched  i 
since  legislation  has  gone  out  through  this  committee  more  nearly  en 
abling  the  market  to  be  controlled  than  under  both  the  old  and  ti\ 
new  system,  that  when  the  farmer  has  something  to  sell  there  is  nl 
market  for  it ;  but  when  he  is  being  stimulated  to  produce  somethin 
there  is  a  future  market  that  is  unusually  strong  and  high,  but  jj 
soon  as  he  gets  his  crop  planted  and  his  product  oegins  to  approac 
the  stage  of  maturity  the  market  falls  off. 

In  cotton,  for  instance,  the  best  price  of  cotton  is  always  at  th 
time  when  there  is  no  cotton  in  the  hands  of  the  farmer  and  not 
seed  in  the  ground  to  grow  another  crop ;  when  no  living  man  kno 
how  many  bales  will  be  produced,  not  even  how  many  acres  will  Ij 
planted,  nor  how  much  demand  there  will  be  for  cotton.  Right  the 
these  exchanges  register  that  cotton  is  worth  more  than  at  any  oth^ 
time. 

Last  year,  before  there  was  any  cotton  planted,  October  and  N^ 
vember  of  this  year  cotton  was  up  above  40  cents  a  pound.  Now,  thj 
price-registering  machine  did  not  know  how  many  acres  would  n 

Elanted,  did  not  know  within  5,000,000  bales  how  many  bales  woul 
e  grown,  did  not  know  within  5,000,000  bales  how  many  bales  woiil 
be  required,  fixed  a  price  for  cotton.  It  had  a  registration  day  in  an| 
day  out  of  October  and  November  cotton  when  there  was  not  a  sed 
in  the  ground  and  nobody  knew  how  many  would  be  planted.  1 
was  from  40  to  42  and  43  cents.  It  encouraged  the  farmers  t 
plant  a  big  crop,  paying  an  enormous  price  for  labor  and  i<\ 
materials  in  order  to  grow  a  crop,  and  this  very  crop,  now  that  tho^ 
gamblers  were  selling  in  February  and  March  last  year  at  40  ceni 
a  pound,  is  on  the  market  at  10  cents  a  pound,  and  you  can  n<j 
find  a  buyer.  It  cost  the  farmer  30  cents  a  pound  to  grow  it  and  h 
paid  it  because  he  had  no  more  sense  than  to  imagine — and  I  happe 
to  have  been  one  of  them — that  this  index  fixing  machine  saying  co 
ton  next  October  and  November  would  be  worth  40  cents  a  poun 
knew  what  it  was  talking  about.  It  is  worth  less  than  10  cents  no^ 
and  I  know,  and  everybody  knows,  if  he  just  takes  time  to  think,  th 
with  a  macnine  that  undertakes  to  fix  a  price  for  a  product  that  d 
not  exist,  when  it  does  not  know  how  much  of  that  product  there  wi 
be  or  how  much  is  going  to  be  consumed,  and  yet  when  a  man  go^ 
into  that  market  and  oners  to  sell  you  more  than  he  knows  can  ij 
produced  or  will  be  produced,  there  is  one  of  two  things  certain,  th^ 
ne  knows  that  back  somewhere  he  has  got  the  power  to  manipula^ 
that  market  or  else  he  is  just  a  fool;  and  since  he  has  got  money, 
know  he  is  not  a  fool ;  and  therefore  I  know  there  is  not  an  exchang 
in  the  world  that  could  exist  unless  it  had  some  power  to  fix  an 
manipulate  prices. 

We  have  all  gone  to  a  country  fair  and  have  seen  some  fellow  wi4 
a  wheel  who  is  telling  you  that  he  is  a  poor,  unfortunate  fellow^  wli 
always  loses,  but  his  love  for  taking  a  chance  just  compels  him  1 
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go  ahead  and  offer  you  an  opportunity  to  take  away  everything  he 
has*  and  there  is  not  a  man  here  who  at  some  time  or  other  has  not 
t&ken  him  at  his  word  and  lost  what  he  had. 

Mr.  Wilson.  Speak  for  yourself,  John. 

Mr.  Caraway.  I  am  goin^  to  speak  for  both  myself  and  the  gentle- 
man who  interrupted  me  with  equal  authority  ror  both  of  us. 

Mr.  TiNCHER.  There  might  he  an  exception  in  the  case  of  the 
gentleman  from  Illinois.    He  may  have  broken  the  machine. 

Air.  Caraway.  No,  he  did  not.  He  may  have  broken  something 
f Ise,  but  he  never  broke  that  sort  of  machine. 

There  is  such  a  broad  line  of  demarcation  between  the  right  to 
hedge  and  the  present  exchange  system,  against  which  the  legisla- 
tion now  under  consideration  is  directed,  that  the  two  questions  are 
not  involved  at  all. 

Nobody  will  say  that  a  man  who  expects  to  have  the  very  arti- 
cle that  he  sells  ought  not  to  have  the  right  to  sell  it.  There 
i<  DO  legislation  anywhere  aimed  at  that  sort  of  a  transaction.  If 
the  Staley  Starch  Co.  wants  to  protect  itself,  there  is  not  anvbody 
^ho  would  object  to  its  going  to  grain  elevators  and  saying,  "I  am 
coin^  to  need  1,000,000  bushels  of  corn  in  June  and  I  want  you  to 
«<»ll  it  to  me."  There  is  nobody  who  would  object  to  the  elevator 
selling  it  to  it,  if,  in  return,  the  elevator  company  went  to  somebody 
who  was  growing  the  grain  and  bought  it  to  be  delivered  when  it  was 
n^tured.  Nobody  would  complain  of  that  and  there  is  not  any 
power  in  Congress  to  prevent  that  sort  of  transaction. 

ilen  have  the  right  to  deal  in  the  things  which  they  honestly 
■>wn,  whether  they  are  actually  in  possession  or  not,  and  Congress 
^)uld  not  prevent  them  from  doing  it,  and  nobody  seeks  to  prevent  it ; 
^'Ut  I  do  know  this,  and  everybody  else  knows  it,  that  instead  of 
?oing  to  the  elevator  and  contracting  for  the  grain  as  he  may  need 
It  and  letting  the  elevator  go  to  the  farmer  and  in  turn  contract 
'nth  him,  which  would  make  a  good  faith  transaction  and  which 
^ould  give  the  farmer  an  opportunity  to  share  in  whatever  price 
the  Staley  Starch  Co.  was  to  pay,  there  would  be  a  future  market 
^•r  the  farmer  if  he  wanted  to  sell  his  grain.  If  it  were  just  planted 
and  if  he  thinks  he  will  have  1,000  bushels  of  com  to  sell  in  the 
'^oming  season,  he  could  go  to  the  elevator  man  and  sell  it,  and  the 
flerator  man  in  turn  could  sell  it  to  the  starch  company  and  it 
«rould  be  a  good  faith-transaction  and  the  farmer  would  be  the  bene- 
S'iary  as  well  as  the  elevator  man  who  would  get  his  commission, 
ind  the  starch  company  who  would  be  assured  of  the  grain  when 
it  needed  it.  But,  on  the  other  hand,  if  grain  is  like  cotton,  it  is  done 
this  way :  The  spinner  can  go  to  the  bear  in  the  cotton  market,  as  he 
•loes,  and  says  to  him, ''  I  am  going  to  need  cotton  next  summer.  If 
vou  will  agree  to  let  me  have  it  or  pay  me  the  commercial  difference 
•and  that  is  what  they  all  undertake  to  do)  I  will  stav  out  of  the 
market  now,  when  the  farmer  has  got  his  cotton  to  sell  and  let  the 
price  sag  and  sag,  and  you  can  give  me  my  cotton  at  that  price  upon 
vhich  we  may  agree  and  we  can  both  make  money,"  and  that  is  what 
they  do. 

I  have  noticed  ever  since  we  have  had  the  legislation  on  the  statute 
hooks  and  before  that  when  the  cotton  was  in  me  hands  of  the  farmer 
^  be  sold  there  was  no  market.    That  was  true  last  year  and  it  was 
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true  this  year.  I  have  in  my  possession  a  letter  I  got  the  other  da^ 
from  a  man  who  carried  over  600  bales  of  cotton,  oflFering  it  on  the 
market  every  day  at  the  market  quotations,  from  last  year  up  until 
this  time,  and  has  gone  broke  trying  to  find  a  market  for  it. 

The  spinner  can  go  to  the  bear  and  they  can  form  a  conspiracy 
The  only  man  who  uses  the  raw  cotton  is  the  spinner.  It  costs  lots 
of  money  to  buy  the  spot  cotton  and  hold  it,  out  it  does  not  cos( 
but  $20  a  bale  to  carry  k  future  contract,  and  the  result  is  that  wheij 
the  cotton  is  to  be  sold  there  is  no  market.  There  is  nobody  in  tW 
market.    The  spinner  has  hedged  and  the  farmer  has  been  Fumed. 

I  ran  a  gin,  and  before  the  legislation  that  passed  this  Congrei 
that  made  it  possible  to  make  a  contract  that  was  somewhat  enforce 
able,  there  were  buyers  of  cotton  on  your  gin  platform  every  week 
buy  your  spot  cotton.  I  have  seen  buyers  representing  English  an 
German  spinners.  Since  it  has  been  possible  to  make  the  contract^ 
and  let  some  one  who  never  saw  a  bale  of  cotton  fix  the  price,  I  bav^ 
not  seen  a  single  cotton  buyer  in  the  town  representing  anybody; 
but  local  merchants,  and  while  I  realize  that  because  omer  peopl^ 
make  profits  is  no  sign  I  have  been  robbed,  yet  I  wish  to  insert  twd 
clippings,  both  of  them  dated  January  1  of  this  year.  One  is  under  ^ 
Lewiston,  Me.,  headline,  "A  stock  dividend  of  100  per  cent  wa^ 
authorized  by  the  stockholders  of  the  Androscoggin  Cotton  Mill^ 
at  a  meeting  held  here  to-day.  The  action  increased  the  capi^ 
talization  $2,000,000."  What  cash  dividends  were  paid  I  do  noi 
know.  I  have  one  from  Spartanburg,  S.  C,  of  the  same  date  whiclj 
says :  "  Twenty-one  cotton  mills  in  Spartanburg  County  having  s 
total  capital  stock  of  $8,908,900  on  January  1  last  have  paid  stoclj 
dividends  amounting  to  $6,058,000,  and  cash  dividends  amounting  t^ 
$2,099,949.50  during  the  year." 

A  concern  which  can  make  that  sort  of  dividends  does  not  need  :l 
great  deal  of  insurance.    It  is  doing  reasonably  well. 

I  have  observed,  and  this  is  no  criticism  of  this  committee  an(| 
is  just  as  much  a  criticism  of  myself  as  anybody  else,  that  if  you  trj 
to  legislate  against  any  interest,  be  it  a  good  interest  or  a  bad  one 
it  can  always  make  itself  heard.  It  speaks  with  but  one  voice 
and  whenever  there  is  any  proposed  legislation  that  strikes  at  ai 
existing  condition,  it  always  is  able  to  be  heard.  The  great  masi 
of  the  people  are  not  heard  at  all,  because  the  great  mass  of  th^ 
people  do  not  have  any  information  about  the  legislation  pending 
nor  any  suggestions  that  they  can  offer,  and  that  brings  me  bad 
to  what  I  started  out  by  saying,  if  we  are  to  wait  here  until  th< 
farmers  can  not  only  convince  all  of  us,  the  most  skeptical  included 
that  the  legislation  would  not  hurt  anybody  and  would  help  some| 
body,  and  then  suggest  the  exact  language  tnat  the  legislation  shoul< 
contain,  we  are  not  going  to  legislate  at  all. 

Mr.  McKiNLEY.  Senator,  is  it  not  fair,  if  we  ask  a  witness  here 
to  ask  him  for  suggestions  or  for  ideas? 

Mr.  Caraway.  Well,  I  suppose  the  gentleman  is  a  lawyer? 

Mr.  McKiNijBY.  No ;  he  is  not. 

Mr.  Caraway.  I  thought  every  man  on  the  Committee  on  Agricul 
ture  was  a  lawyer. 

Mr.  McKtnley.  No  ;  I  am  a  farmer. 

Mr.  Caraway.  I  did  not  know  that.  I  have  practiced  law  and  i] 
a  man  came  to  me  and  told  me  what  the  facts  were,  I  never  did  wan! 
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him  to  tell  me  how  to  try  his  lawsuit.  If  he  felt  that  way  about  it 
and  had  not  confidence  in  me,  I  wanted  him  to  get  another  attorney, 
and  I  personally  confess  to  the  feeling  that  if  a  man  comes  here  and 
tells  me  of  an  evil  that  exists,  I  think  he  has  gone  as  far  as  he  should. 
I  want  to  be  trusted  with  enough  originality  to  suggest  the  language 
that  will  cure  the  evil. 

Mr.  McKiNi^Y.  But  do  we  not  all  know  about  this  evil  now  t 

Mr.  Cabaw^ay.  Oh,  we  know  it. 

Mr.  McKiNLET.  Then  if  he  is  not  to  suggest  any  plan  to  stop  it, 
what  is  the  use  of  his  coming  here  and  telling  us  anything. 

Mr.  Caraway.  I  so  thoroughly  agree  with  the  gentleman  that  I  do 
not  understand  that  there  is  any  use  in  compelling  the  farmers  to 
come  here  and  tell  us  that  a  system  which  has  robbed  them  year  in 
and  year  out  is  wrong. 

Mr.  TiNCHER.  I  introduced  a  bill 

Mr.  Caraway.  And  I  did. 

Mr.  TiKCHER  (continuing).  Assuming  I  knew  the  remedy. 

Mr.  Caraway.  Yes. 

)Ir.  TiNCHKR.  But  how  far  would  I  get  with  the  other  members  of 
this  committee  in  getting  my  bill  reported  out?  I  am  afraid  some 
of  the  gentlemen  from  Illinois,  New  Jersey,  and  around  there,  would 
ask  that  they  have  hearings  on  it. 

Mr.  Caraway.  I  know  that. 

Mr.  TiNCHER.  And  among  other  questions  they  would  ask  the  wit- 
nesses would  be  the  names  of  their  associates  in  business  and  prob- 
ably the  names  of  their  wives. 

ftr.  Caraway.  Oh,  yes;  and  how  many  children  they  expect  to 
hare  in  the  future  so  tnat  the  legislation  should  not  hurt  them,  and 
'>ne  is  just  as  relevant  as  the  other. 

Mr.  McKiNiiEY.  Senator,  let  me  ask  you  a  question,  and  this  is  for 
information.  Is  there  not  a  cotton-futures  act?  What  is  the  cotton- 
fiitures  act? 

Mr.  Caraway.  Yes:  I  would  like  to  read  you  what  a  man  who  ran 
itrainst  that  cotton-futures  act  said  himself  about  it. 

Mr.  McKiNixY.  What  is  the  cotton-futures  act? 

Mr.  Caraway.  The  cotton-futures  act  is  one  that  says  that  only 
•certain  grades  shall  be  tenderable — 10  grades — and  that  actual  de- 
livery sl^ll  be  in  contemplation ;  but  whether,  in  contemplation  of  the 
'•'irer  or  the  seller  or  somebody  else — the  law  does  not  say. 

Nlr.  McKiNiiEY.  Senator,  did  they  attempt  in  the  cotton  futures 
irt  to  restrict  speculation  ? 

Mr.  Caraway.  I  think,  sir,  that  the  purpose  of  the  act  without 
<]ue$^ion  was  to  make  the  gambling  less  hurtful,  just  as,  if  you  will 
pardon  me,  there  used  to  be  a  mayor  of  Memphis,  Tenn.,  whose 
name  was  Haddon.  The  negroes  all  shoot  craps,  and  they  f oimd 
'»nt  how  they  could  hold  the  dice  under  their  finger,  you  know,  the 
I -aded  dice,  and  skin  everybody  that  shot  with  them,  and  so  Haddon. 
'ho  was  a  reformer  and  anxious  that  everybody  should  have  a 
^lare  deal,  invented  a  tin  horn  and  put  two  wires  across  it,  and 
*ben  he  said,  '*  Every  negro  who  shoots  crap  in  Memphis,  unless  he 
*hoots  out  of  this  tin  horn,  I  will  have  arrested."  Haddon  has  been 
!<^d  a  long  time,  and  yet  every  negro  that  lives  knows  about  Had- 
'lon's  bom.    He  does  not  know  who  Haddon  was  and  he  has  not  anv 


118  JTUTrRE  TRADING. 

respect  for  his  principles  on  gambling,  but  he  knows  about  Had 
don's  horn. 

The  cotton  futures  act  undertook  to  say,  "  While  we  know  you  an 
gamblers  and  that  you  are  skinning  somebo,dv,  we  want  you  to  do  ij 
acxjording  to  the  rules  we  herein  prescribe,"  and  the  cotton  gpecui 
lators  did  just  what  the  negroes  did.  They  realized  that  there  wa| 
a  Haddon's  horn,  but  they  had  no  respect  for  it  and  never  observe^ 
its  provisions,  and  you  can  not  regulate  an  evil 

Mr.  Wilson.  Are  you  insinuating  anything  about  Mr.  Tinchel 
when  you  refer  to  this  Haddon  homf 

Mr.  Caraway.  Oh,  no. 

Mr.  Wilson.  About  Haddon's  horn. in  his  bill? 

Mr.  Caraway.  Oh,  no ;  it  happens  to  be  that  the  Had;don  horn  ii 
the  one  that  Congress  has  already  enacted,  and  the  one  Mr.  Tinche 
has  seeks  to  abolish  the  Haddon  horn  and  stop  the  gambling;  bii 
I  want  to  show  you  what  Mr.  Comer,  who  was  a  Senator,  and,  bj 
the  way,  a  big  spinner,  had  to  say  about  this.  Mr.  Comer  wa| 
talking  about  this  very  law  and  in  answer  to  a  question  that  wai 
asked,  if  they  did  not  use  exchanges  as  an  insurance,  said : 

To  be  sure.  That  is  what  it  is  for.  That  is  its  function.  And  let  me  te) 
you,  Senator,  since  you  have  brought  up  that  question,  this  last  year  we  a] 
thought  that  the  Smith-Lever  bill  was  going  to  do.  We  all  thought  the  amen^ 
ment  had  accomplished  its  purpose  and  the  contract  market  went  along  amoothlj 
until  last  fall.  Last  summer  and  early  fall  the  exchange  prices  were  runnin 
along  with  the  spot  cotton  prices  and  there  were  thousands  of  dealers  wn 
sold  middling  and  above,  based  on  the  exchange  price.  They  sold  cotton  ani 
then  bought  futures;  but  in  less  than  60  days  there  was  a  revolution  in  th 
exchanges.    Spot  middling  and  above  advanced  from  200  to  300  potnta 

That  means,  of  course,  from  $10  to  $15  a  bale. 

I 

It  went  up  just  like  this,  and  those  unfortunate  dealers  trusting  your  la^ 
for  protection  had  sold  spot  cotton  middling  and  above,  basis  contract  ml^ 
dling,  depending  on  the  proper  functioning  of  tiie  exchanges  because  of  t1^ 
last  amendment  to  the  Smith-Lever  bill,  lost  tens  of  thousands  of  dollars  a| 
because  the  exchanges  failed  to  function  as  Mr.  Thompson  says  they  should. 

He  runs  one  of  them  in  New  Orleans. 

It  was  wrong.  It  was  wrong.  They  had  insured  in  the  exchanges.  Th« 
had  a  "right  to  expect  the  exchanges  to  function  in  the  way  the  law  intende 
they  should  function,  and  the  right  to  believe  they  were  protected.  Not  merel 
in  my  section  of  the  country,  but  all  through  the  country,  those  people  wh 
trusted  in  the  exchange  market,  as  it  existed  then,  and  sold  the  higher  grad^ 
of  cotton,  middling  and  above,  suffered  because  they  did  not  anticipate  ths 
the  exchanges  would  permit  this  great  difference  between  the  middling  basi 
and  the  middling  spots — a  difference  that  was  fictitiously  accomplished. 

I  will  not  read  further,  but  over  and  over  again  it  is  stated  that  1 
is  by  manipulation  of  the  market.  I  know,  and  you  know,  too,  tha 
if  these  so-called  sales  in  futures  did  not  affect  the  price  of  the  proq 
uct  at  all  there  would  be  no  sense  in  making  them.  If  men  merel 
wanted  to  gamble  and  there  was  no  way  to  control  the  market  an| 
therefore  no  way  to  get  the  better  of  the  unsuspecting  man  witl 
whom  they  deal,  they  might  just  as  well  toes  heads  and  tails  or  di 
any  other  kind  of  betting.  When  we  know  that  they  sell  over  anl 
over  again  a  product  that  they  do  not  passess,  dozens  of  times  moij 
than  the  whole  product  is,  I  believe  that  they  are  dealing  with  som^ 
thing  that  they  know  how  to  manipulate.  I  do  not  always  require  t 
be  shown  how  a  man  does  it.    If  he  skins  me,  I  know  that  he  hn 
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skinned  me  and  I  am  not  very  much  interested  in  the  scientific  proc- 
ess by  which  he  does  it.  I  want  to  do  something  that  will  prevent 
his  doing  it  again.  That  is  all  this  legislation  is  aimed  at.  It  does 
not  strike  at  the  individual's  right  to  sell  a  product  that  he  expects 
to  have  or  receive ;  it  simply  says  that  you  can  not  by  manipulating 
the  market  destroy  both  the  man  who  produces  and  the  man  who 
roDsumes.  I  have  been  told  thai  $50,000,000  of  margins  were  paid 
on  the  grain  market  in  Chicago  last  year.  Somebody  paid  it;  the 
samblers  did  not  pay  it. 

Mr.  McKiNiiET.  In  what  way  does  this  bill  differ  from  the  cotton 
futures  act? 

llr.  Caraway.  They  differ  in  every  respect.  The  cotton  futures 
bill  simply  permitted  you  to  buy  or  sell  such  cotton  as  you  wanted, 
without  any  conditions  for  delivering  the  actual  product,  but  simply 
fixes  a  method  by  which  you  can  settle  with  the  party  with  whom  you 
cither  buy  or  sell  on  a  commercial  difference.  It  simply  undertook 
to  regulate  the  manner  in  which  you  should  conduct  the  sale  with 
your  neighbor. 

Mr.  McKiNLEY.  It  did  not  adopt  grades  ? 

Mr.  Caraway.  It  adopts  grades.  It  did  not  undeitake  to  make  a* 
^  of  grades  and  to  settle  certain  commercial  differences  for  which 
^here  was  always  a  rule.  None  of  these  bills  before  this  committee 
undertakes  to  say  that  you  shall  not  sell  for  future  delivery  even 
that  thing  you  do  not  have  if  you  have  expectation  to  have  the  actual 
product  for  delivery. 

Mr.  Leb.  I  am  not  familiar  with  it,  but  I  thought  that  if  a  cotton 
mill  bought  a  thousand  bales  of  cotton  that  they  could  demand  de- 
livery? 

Mr.  Caraway.  They  can.  If  the  man  has  not  the  cotton  to  deliver, 
then  they  must  take  the  commercial  difference  as  reflected  by  five 
markets  on  that  day.  You  can  not  demand  delivery  of  personal  prop- 
erty. If  you  owe  a  man  so  many  bales  of  cotton,  you  can  only  re- 
^nd  in  damages  for  failure  to  carry  out  the  contract.  We  all  know 
that  you  can  not  force  a  man  to  specific  performance  as  regards  per- 
sonal property. 

Mr.  Hutchinson.  Unless  he  has  stolen  it  ? 

Mr.  Caraway.  If  the  legal  title  is  in  the  other  fellow. 

Mr.  Hutchinson.  Are  you  in  favor  of  the  cotton  futures  act  ? 

Mr.  Caraway.  No,  sir. 

Mr.  Hutchinson.  Are  you  in  favor  of  a  change  in  the  law  ? 

Mr.  Caraway.  You  want  a  law  to  restrain.  The  law  is  the  only 
hing.  The  law  only  undertakes  to  restrain,  not  to  grant  an  ad- 
vantage. I  realize,  just  as  much  as  any  member  of  this  commit- 
t«^.  the  absolute  hopelessness  of  passing  any  legislation  which  helps 
•ne class  without  hindering  another;  it  can  not  be  done.  This  com- 
mittee of  seventeen^  after  it  gets  all  the  information  in  the  world, 
'an  not  do  that.  We  can  only  look  at  the  general  results.  We  know 
that  somebody  is  getting  an  imholy  advantage  over  somebody  else, 
«id  inasmuch  as  we  know  where  the  injury  is  we  ought  not  to  need 
•tnv  other  information. 

This  legislation  has  not  anything  to  do  with  the  marketing  system. 
It  does  not  have  to  wait  on  that.  I  am  thoroughly  agreed  with  the 
Hifmbers  of  this  committee  that  the  marketing  system  is  very  neces- 
^ry.    It  is  the  most  desired  piece  of  legislation  that  Congress  can 
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ever  consider,  if  it  were  possible  to  devise  some  means  by  which  thj 
consumer  and  the  producer  could  exchange  their  needs  so  that  wit! 
even  a  moderate  profit  for  the  middleman  the  consumer  could  get  thi 
product  at  a  price  at  which  the  producer  could  afford  to  sell  and  thj 
producer  what  the  consumer  could  afford  to  pay.  Then,  both  oj 
them  would  be  happy.  In  my  own  section  if  we  got  for  cotton  i 
very  small  part  of  what  the  consumer  pays  for  the  finished  producj 
we  would  be  enormously  rich  instead  of  oeing  absolutely  bankrupt 

Mr.  TiNCHER.  I  think  that  same  thing  applies  to  the  live  stocl 
of  the  country. 

Mr.  Caraway.  Of  course,  it  does.  I  was  speaking  of  cotton,  paii 
ticularly.  I  do  not  know  of  any  agricultural  product  that  is  growi 
that  requires  more  human  labor,  and  yet  by  going  into  the  section] 
where  cotton  is  grown  and  looking  at  the  manner  in  which  the  peopli 
live,  you  will  realize  that  there  is  no  class  of  agriculturists  whi 
receive  as  little ;  and  vet,  as  shown  right  here,  the  spinners,  as  I  re 
member  last  year,  made  more  than  300  per  cent  and  are  making  mori 
than  100  per  cent  this  year.  They  can  do  it  because  they  control  thi 
.flow  of  the  ^aw  material  by  future  dealings.  We  all  mow  if  threi 
or  four  people  want  an  article  and  there  is  only  one  article  to  be  sol< 
that  it  is  impossible  for  us  to  get  together  a^d  divide  up  the  article! 
and  we  will  all  go  to  the  sale  and  bid  on  it  and  the  one  will  take  it  whi 
is  able  and  willing  to  pay  the  most  for  it ;  but,  if  there  is  a  way  f o! 
us  to  agree  to  divide  it,  we  will  all  stay  away  from  the  sale  and  th 
one  who  goes  for  all  of  us  will  get  that  article  from  the  man  whi 
owns  it  for  nothing;  the  owner  of  the  article  will  reap  no  benefit  froB 
having  produced  it;  by  getting  together  we  will  pay  practically  noth 
ing  for  it.  Under  the  present  system  the  cotton  spmners  absolute!; 
stay  out  of  the  market  as  long  as  cotton  is  in  the  hands  of  the  f  arme 
to  sell,  and  the  enormous  dividends  which  they  are  able  to  pay  theij 
stockholders  show  how  profitable  the  arrangement  is.  Another  r^ 
suit  is  the  enormous  price  which  the  man  who  produces  the  cotto] 
has  to  pay  for  the  finished  product.  That  is  something  which  everji 
body  knows.  If  there  is  no  means  by  which  we  can  acquire  protec 
tion,  we  will  have  to  buy  the  product  from  the  man  who  has  it,  bu 
if  we  can  insure  ourselves  against  loss  we  can  stay  out  of  the  mark^ 
until  he  is  destroyed.    We  can  pay  our  agent  richly  for  helping  us-^ 

I'ust  as  the  exchanges  are  enormously  profitable.  Two  months  ag 
saw  in  a  newspaper  that  a  seat  on  the  New  York  Cotton  Exchang 
had  sold  for  $92,000,  which  is  simply  the  right  to  gamble. 

Mr.  Hutchinson.  You  spoke  about  the  spinners  making  30 
per  cent? 

Mr.  Carawat.  Yes,  sir. 

Mr.  Hutchinson.  Most  of  them  are  shut  down,  what  would  vol 
think  was  the  reason  for  that? 

Mr.  Caraway.  As  funny  as  it  may  sound,  the  best  way  sometime 
to  make  money,  when  you  have  an  absolute  control  of  the  supply,  i 
to  shut  down.  Nobody  else  can  spin  the  cotton  and  nobody  els 
can  sell  the  cloth  and  if  the  country  does  not  want  to  pay  the  pric 
they  demand,  they  can  remain  shut  down  until  we  get  down  to  th 
last  shirt  and  then  we  will  have  to  pay  as  much  for  one  shirt  as  w 
usually  pay  for  two. 

Mr.  Hutchinson.  That  is  your  idea  of  business  ? 
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Mr.  Caraway.  It  is  not  my  idea  of  the  way  that  business  should  be 
conducted,  but  I  faiow  that  it  is  the  way  that  it  is  sometimes  con- 
ducted. 

The  Chairman.  Did  I  understand  that  the  cotton  futures  act 
afforded  some  relief? 

Mr.  Caraway.  It  afforded  some  relief  to  the  spinners,  but  not  to 
the  farmers. 

The  Chairman.  It  helped  the  spinners? 

Mr.  Caraway.  Yes,  sir. 

The  Chairman.  Would  not  the  contract  grades  help  out  matters, 
would  not  that  cut  out  speculation? 

Mr.  Caraway.  Yes,  sir. 

The  Chairman.  The  contract  grades,  one  above  and  one  below? 

Mr.  Caraway.  Yes.  If  you  had  a  law  and  had  any  way  to  penal- 
ize him,  unless  he  actually  delivered  the  product,  you  would  stop  the 
exchanges,  because  no  man  could  afford  to  sell  a  product  that  he  did 
not  own  and  could  not  own  and  which  was  not  in  existence,  if  he 
could  be  penalized,  criminally,  for  not  fulfilling  his  contract. 

The  Chairman.  And  the  producer  of  the  cotton  could  operate 
under  that  law? 

Mr.  Caraway.  The  producer? 

The  Chairman.  Yes,  sir ;  or  the  one  who  had  the  cotton. 

Mr.  Caraway.  To  some  extent,  yes  sir.  No  bill  which  could  be 
introduced  would  deny  that  kind  oi  a  trade.  There  is  no  legislation 
pending  before  this  Congresis  that  would  deny  him  that  right. 

The  Chairai an.  An  amendment  to  the  cotton  futures  act  limiting 
it  to  the  grade  or  probably  stretching  it  to  a  grade  above  or  below 
and  requiring  delivery? 

Mr.  Caraway.  Yes,  sir ;  penalized  with  a  proper  penalty. 

The  Chairman.  If  you  do  that  you  close  tSie  exchanges? 

ilr.  Caraway.  Yes,  sir ;  you  close  them  so  far  as  what  we  usually 
call  "puts"  and  "calls,"  because  no  man  could  afford  to  sell  a 
thing  he  has  not  the  power  of  acquiring  if  he  is  going  to  be  ruined  if 
he  does  not  fulfill  his  contract. 

The  Chairman.  And  a  farmer  with  10,000  bushels  of  com  ready 
for  delivery  could  enter  into  an  agreement  to  deliver  it  by  the  first, 
of  May? 

Mr.  Caraway.  Yes,  sir ;  no  law  would  undertake  to  prevent  a  man 
tloing  that.  Congress  can  not 'do  it  to  start  with,  it  has  no  power, 
and  would  not  undertake  to  do  it.  If  you  write  that  sort  of  a  law, 
I  do  not  care  what  you  call  it,  you  will  do  just  what  the  cotton 
;nt)wer  wants  to  have  done.  The  thing  he  objects  to  is  the  unre- 
stricted selling  of  his  crop  by  men  who  never  planted  it,  never  ex- 
pect to  own  it  or  to  deliver  it. 

Mr.  HuLiNGS.  It  is  claimed  that  in  these  exchanges  they  have  all 
the  information  that  can  be  had  concerning  it  as  to  time  and  as  to 
the  value  of  the  thing  and  that  the  price  is  fixed  there  at  such  a 
market  ? 

Mr.  Caraway.  Yes,  sir. 

Mr.  HuiiiNGS.  Do  you  think  that  is  true  ? 

Mr.  Caraway.  I  know  it  is.  Suppose  you  and  I  know  absolutely 
nothing  about  some  specific  subject  and  get  together  and  say,  "  ^  o 
will  say  this  thing  is  true,"  it  would  not  make  it  true. 
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Mr.  HuMNGS.  No,  sir.  If  it  were  true,  wherein  is  the  power  of 
these  exchanges  to  make  unfair  profits  ? 

Mr.  Caraway.  Psycholo^  influences  the  minds  of  men  to  a  certain 
extent.  If  I  have  an  article  to  sell  and  if  everybody  I  see  pretends 
that  he  has  ten  times  as  many  of  the  article  to  sell  as  the  market  will 
absorb  that  he  is  trying  to  sell,  I  naturally  become  afraid  and  sell 
my  article  cheaper. 

Mr.  HuLiNos.  If  the  other  man  has  just  as  much  information  as 
you  have,  he  will  say,  "  I  will  take  it."  Then  the  price  of  the  article 
fluctuates  one  way  until  the  consensus  of  opinion  of  the  trade  meets 
at  a  certain  price. 

Mr.  Caraway.  I  think  that  the  gamblers  can  agree,  and  bv  bidding: 
backward  and  forward  they  can  reach  something  near  a  staole  agree- 
ment mon^  themselves. 

Now,  Eferbert  Hoover,  whom  you  gentlemen  should  be  eminently 

?»roud  of,  since  he  is  to  be  the  whole  Cabinet.    There  is  only  one  place 
or  which  he  has  not  been  suggested,  and  that  is  the  Attorney  Gen- 
eraL  and  I  think  he  would  take  that. 

Mr.  Wilson.  You  tried  to  nominate  him  at  one  time? 

Mr.  Caraway.  Yes;  but  I  suspect  we  could  not  have  sold  our  nomi- 
nation to  any  pawnbroker  for  15  cents,  because  the  people  were  tem- 
porarily out  of  their  minds,  and  the  article  was  not  in  demand. 

Mr.  Wilson.  The  people  were  not  as  much  out  of  their  minds  as 
some  of  the  Democrate  in  high  places. 

Mr.  TiNCHER.  The  people  just  had  a  lucid  interval. 

Mr.  Caraway.  I  think  myself  that  two  years  from  now  they  will 
find  that  they  were  temporarily  wandering. 

Mr.  Wilson.  Twenty  years  or  more  they  will  not  show  the  kind 
of  mind  that  you  think  tliey  will  show. 

Mr.  Caraway.  When  Mr.  Herbert  Hoover  was  buying  beans  for 
the  Belgians  he  said  that  he  came  into  the  market  and  he  bought 
millions  of  bushels  of  beans  and  then  he  would  sell  beans,  buy  beans 
and  sell  beans  until  finally  he  beat  down  the  price  until  he  could  buy 
them  cheap  for  the  Belgians,  and  he  testified  that  "I  was  working 
in  the  interest  of  a  worthy  cause."  He  saved  thousands  of  dollars 
and  bought  a  million  more  bushels  of  beans  by  reason  of  the  fact  that 
he  was  buying  and  selling  until  he  beat  down  the  price. 

The  Chairman.  Manipulated  the  wheat  market? 

Mr.  Caraway.  Somebody  did. 

The  Chairman.  Down  to  the  minimum  price. 

Mr.  Caraway.  I  only  want  to  say  that  I  am  thoroughly  in  accord 
with  the  suggestion  oi  the  chairman,  that  Congress  should  not  ii\ 
prices,  and,  coming  back  to  the  question  which  was  asked  me,  let  me 
say  that  the  sins  of  this  administration  gave  you  folks  a  new  lease 
of  power  that  nothing  you  ever  did  would  justify. 

Mr.  McKiNLEY.  Is  not  the  only  way  in  which  we  are  going  to  <rel 
away  from  speculation  to  control  the  price  and  the  profits  from  the 
producer  to  the  consumer? 

Mr.  Caraway.  No.  If  that  were  true,  I  would  rather  bear  the 
evils  which  we  have  than  to  fly  to  others  that  I  know  not  of.  I  am 
unalterably  opposed  to  the  Government  interfering:  with  the  natural 
flow  of  business,  the  unrestricted  right  of  men  to  do  business  as  long 
as  thev  do  it  honestlv. 
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Mr.  McKiNiiET.  How  can  you  make  them  honest?  You  can  not 
make  people  honest. 

Mr.  Caraway.  I  know  that.  I  have  seen  a  good  many  people  who 
have  acted  honest,  however,  because  they  did  not  want  to  go  to  the 
penitentiary.  That  is  all  the  law  can  ever  do.  It  can  not  change 
men's  moral  traits ;  even  religion  does  not  always  accomplish  that. 

The  American  farmer  asfa  less  of  Congress  than  anybody  else. 
He  never  asks  a  privilege.  He  only  asks  that  we  give  him  a  square 
tleal  and  a  chance  to  function  under  a  law  that  wijl  prevent  somebody 
else  from  robbing  him.  He  does  not  want  to  rob  anybody.  Most  of 
my  people  are  farmers,  and  I  want  to  say  that,  because  it  is  popular. 

It  is  true  that  the  farmer  has  no  power  oi  organizing  and  pre- 
senting a  solid  front,  and  has  therefore  not  much  power  to  get  an 
unholy  advantage.  All  that  he  has  ever  asked  is  that  he  should  have 
protection  against  these  people  who  can  organize  and  manipulate 
the  market  and  destroy  him. 

There  are  some  things  that  I  absolutely  know.  I  do  know  that 
gambling  in  the  future  products  of  the  farm  has  practically  destroyed 
the  farm. 

Mr.  McKiNLEY.  Is  it  not  a  fact  that  you  have  got  to  do  one  of 
two  thin^.  You  either  have  got  to  provide  a  vehicle  like  the  Staley 
Starch  Cx). 

Mr.  Caraway  (interposing).  I  shall  never  be  able  to  forget  it. 

Mr.  McKiNLEY.  You  have  to  provide  some  way,  some  ownership 
of  the  product  between  the  time  that  the  producer  wants  to  sell  and 
the  consumer  wants  to  buy. 

Mr.  Caraw- AY.  Who  owns  it  now,  between  the  time  that  the  farmer 
in  Illinois  wants  to  sell  it  and  the  Staley  Starch  Co.,  as  you  have 
said,  wants  to  buy  it? 

Mr.  McKnOiEY.  The  speculators, 

Mr.  Caraway.  Oh,  no ;  there  is  no  place  to  sell  or  buy  actual  grain. 
Ninety  per  cent  of  them  would  not  know  a  bushel  of  corn — they  never 
^aw  a  bushel  of  corn. 

Mr.  McKiNUEY.  I  know  this,  I  have  heard  the  qi^estion  asked  over 
and  again,  "Who  is  going  to  carry  this  corn  from  the  time  the 
fanner  wants  his  money  m  January  until  the  Staley  Starch  Co. 
wants  to  buy  it  ?  "  * 

Mr.  Caraway.  I  think  Mr.  Eckhardt  has  made  a  correct  state- 
ment, that  a  large  amount  of  it  is  carried  by  the  farmer  and  a  great 
amount  is  carried  by  people  who  are  termea  in  this  record  as  specu- 
lators— for  instance,  tne  Armour  Grain  Co. 

Mr.  McKiNLEY.  The  question  is  if  we  pass  a  law  it  is  for  us  to 
<Iefine  the  demarcation  between  a  man  who  we  think  is  going  to  buy 
p^in  and  who  we  do  not  think  is  going  to  buy  it. 

Mr.  Caraway.  That  is  not  difficult  at  all.  The  line  of  demarca- 
tion is  very  wide.  I  am  going  to  say  this,  with  all  kindness,  that 
liobody  is  going  to  be  very  much  concerned  about  that  line  of  demarca- 
tion, because  we  all  know  where  it  lies.  If  the  man  who  sells  has 
vithin  his  power  at  the  time  or  in  the  future  to  deliver  and  expects 
to  deliver  the  thing  he  sells,  and  if  the  man  who  buys  it  has  the  power 
to  buy  it  and  expects  to  receive  it,  that  is  a  legitimate  transaction. 
\  man  who  neither  owns  nor  expects  to  own,  as  well  as  the  man  who 
does  not  receive  and  never  expects  to  receive,  that  is  purely  gambling. 
That  line  of  demarcation  is  not  in  any  borderland  of  uncertainty 
at  alL 
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Mr.  McKiNLEY.  Take,  for  instance,  Mr.  Patton,  we  recognize  him 
as  a  speculator? 

Mr.  Caraway.  No.  I  happened  to  have  been  a  member  of  an  inves- 
tigating committee  last  year  in  Chicago  and  he  was  before  the  com- 
mittee and  I  asked  him  what  his  occupation  was  and  he  said  he  was 
a  farmer.    That  was  his  sworn  testimony. 

Mr.  McKiNLEY.  He  is  recognized  as  a  speculator? 

Mr.  Caraway.  He  says  that  he  has  reformed. 

Mr.  McKiNLEY.  When  he  was  buying  grain,  was  he  not  recognized 
as  a  speculator? 

Mr.  Caraway.  Yes,  sir. 

Mr.  Mc&NiiEY.  Did  he  not  buy  grain  ? 

Mr.  Caraway.  Yes,  sir. 

Mr.  McKiNiiBY.  Could  you  not  make  him  take  it  ? 

Mr.  Caraway.  No,  sir.  You  can  not  make  a  man  take  personal 
property  or  deliver  personal  i)roperty  which  has  not  been  requested  or 
designated.  All  you  can  do  is  to  make  him  respond  in  damages  for 
breach  of  contract.  There  was  never  a  court  m  the  land  from  the 
justice  court  down — because  I  recognize  that  that  is  the  highest 
court — that  ever  thought  it  could  do  that. 

Mr.  McKiNLEY.  You  could  not  convict  Patton  of  being  a  specula^ 
tor  if  you  had  the  law  ? 

Mr.  (yARAWAY.  I  realize  that  some  people  you  can  not  convict.  Yoi^ 
can  not  convict  a  man  if  he  expects  to  carry  out  his  contract  and  is 
able  and  willing  to  do  it.  I 

Mr.  MoKiNilr.  How  can  you  decide  whether  he  expects  to  do  it  I 

Mr.  Caraway.  If  a  man  has  coi*n  and  sells  it,  and  he  has  a  right  tci 
sell  what  he  is  going  to  deliver,  and  if  he  makes  a  good- faith  contract 
with  some  one  who  then  turns  around  and  sells  the  contract  to  some^ 
body  else  who  he  believes  is  going  to  take  it,  why,  his  intention  was 
good  and  he  commits  no  offense.  It  is  the  intent  that  makes  the 
crime.  A  man  can  take  a  horse  that  he  never  owned  and  not  be  guiltj 
of  larceny,  because  he  thought  it  was  his,  but  if  he  took  his  owii 
horse  and  believed  that  it  was  not  his  horse,  he  is  a  thief.  The  intent 
under  the  law  can  readily  fix  that,  it  is  so  susceptible  of  proof.  Ther^ 
is  no  difficulty  there  at  all.  The  only  difficulty  is  will  Congress  b^ 
pursuaded  that  it  wants  US  protect  tne  farmer  against  other  people 
who  exploit  the  farmer.  There  is  absolutely  no  difficulty.  No  la^^ 
ever  contemplated  denying  a  man  who  has  a  product  either  in  h\i 
possession  or  has  a  good  faith  contract  where  he  has  a  right  to  be 
lieve  it  will  come  into  his  possession,  the  right  of  selling  that  again 
It  has  no  right  to  do  it.  It  would  not  do  it,  and  nobodj  is  so  crazij 
as  to  expect  or  to  want  Congress  to  do  it.  The  only  thing  Congresi 
could  do  or  ought  to  do  is  to  prevent  that  man  from  beating  th< 
prices  down  or  raising  them  to  the  consumer  by  artificial  meani 
when  he  is  not  dealing  in  the  product  but  just  merely  betting  upoi 
the  price. 

Mr.  Hutchinson  asked  a  question  yesterday  that  was  perfectly 
legitimate.  He  asked  if  he  bought  10,000  bushels  of  corn  in  Januari 
and  intended  to  use  it  in  his  mill  but  was  offered  60  per  cent  advanc^ 
on  it  and  sold  it,  would  he  be  gambling.  He  would  not.  That  woul^ 
be  a  perfectly  legitimate  transaction  and  nobody  would  seek  to  penal 
ize  him. 

Mr.  TiNCHER.  And  no  bill  before  the  committee  does  seek  to  dl 
that. 
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Mr.  Cahaway.  Nobody  outside  of  St.  Elizabeths  would  think  of 
offering  a  bill  of  that  kind. 

The  Chairman.  Senator,  it  seems  to  be  generally  conceded  that 
there  is  a  good  deal  of  speculation  and  gambling. 

Mr.  Caraway.  Everbody  knows  that,  of  course. 

The  Chairman.  Then  we  will  accept  that  statement  as  conceded. 
If  you  were  to  do  away  with  speculation  through  the  exchanges,  is 
it  not  possible  that  these  same  speculators  and  gamblers  would  resort 
to  some  other  way  of  doing  that. 

Mr.  Caraway."  Yes. 

The  Chairman.  By  buying'  up  the  supply  and  storing  it. 

Mr.  Caraway.  Yes:  that  same  thing  is  pcMSsible  with  any  law  we 
put  upon  the  statute  books.  We  make  it  against  the  law  to  bet  on 
a  horse  race  and  we  did  it  right  here  in  the  District  of  Columbia 
and  yet  every  day  they  make  books  rig:ht  here  in  the  District.  You 
can  not  keep  people  from  being  criminals  but  when  they  can  not 
publish  their  contracts  and  thereby  influence  the  market,  they  can 
not  hurt  anybody  but  the  man  they  gamble  with.  Whenever  you 
deny  them  the  right  to  band  themselves  together  to  deal  in  a  thW 
so  as  to  influence  the  market,  that  is  the  way  you  can  prevent  it.  If 
they  want  to  get  out  on  the  side  and  gamble,  then  they  do  not  hurt 
anybody  but  themselves,  and  they  will  not  do  that  because  there  is 
not  anybody  but  themselves  to  skin  and  they  are  not  profitable 
objects  to  skin. 

Mr.  VoiGT,  There  is  nothing  under  existing  conditions  that  would 
prevent  any  set  of  speculators  from  buying  up  the  existing  supply. 

Mr.  Caraway.  Absolutely  not.  There  is  not  anyway  to  prevent 
that. 

The  Chairman.  One  is  as  bad  as  the  other. 

ilr.  Caraway.  Oh,  no;  one  is  a  theoretical  evil  and  the  other  is 
an  actual  one. 

The  Chahiman.  It  would  also  be  necessary  to  have  a  law  against 
hoarding,  would  it  not  ? 

Mr.  SfkRAWAY.  This  committee  thought  so  and  put  a  law  on  the 
^atute  books.  Frankly,  Mr.  Chairman,  I  am  a  little  doubtful  that 
you  can  regulate  business  successfully,  and  I  mean  by  that  legitimate 
business,  by  acts  of  Congress.  I  never  have  believed  that  some  one 
who  sits  here  in  the  basement  of  some  Government  building  with 
his  hair  parted  in  the  middle  can  run  this  country  better  than  all 
'he  people  can  run  their  own  private  business.  I  have  no  patience 
^ith  that.  I  never  went  to  a  department  in  my  life  I  did  not  come 
away  thoroughly  angry  and  half  ashamed  of  my  government  be- 
cause they  can  not  do  lU  and  this  buying  up  of  the  actual  product 
never  has  and  never  will  be  a  fact.  If  they  do,  they  will  pay  so 
mnch  when  it  begins  to  get  scarce  that  they  will  be  broke  before  the 
comer  is  ever  finallv  consummated.    I  am  not  afraid  of  that. 

The  Chairman.  Your  contention  then  is  that  this  thing  should  be 
abolished  entirely  and  wiped  out. 

Mr.  Caraway.  I  am  so  certain  of  that,  that  I  have  not  any  doubt 
at  all,  and  every  penny  that  I  have  or  that  any  member  of  my  family 
has,  not  only  actually  but  all  the  credit  we  have,  is  invested  in  ctow- 
ing  cotton,  and  I  would  not  want  to  ruin  myself  and  my  kinf oiks. 

I  have  a  brother  who  thinks  he  owns  a  jBaptist  churchy  and  you 
know  there  is  a  great  deal  of  comfort  in  the  Baptist  religion.    It 
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teaches  that  if  you  have  it  you  can  not  lose  it,  and  if  you  lose  it  you 
never  had  it,  and  therefore  there  is  nothing  to  worry  about;  but  a 
few  years  ago,  he  and  the  other  leading  members  of  the  church, 
decided  there  was  something  in  the  cotton  market  and  they  took  up 
a  collection  and  went  down  and  got  cleaned  out  in  a  day,  and  they 
are  very  much  against  gambling  in  futures.  I  think  they  have 
written  that  in  the  tenets  of  their  church  now. 

If  I  may  be  permitted  to  say  just  a  word  about  myself,  personally. 
I  went  to  the  fields  so  early  that  I  do  not  hardly  rememoer,  and  I 
have  been  a  day  laborer  and  a  share  -cropper,  and  I  own  some  land 
now — rather  more  than  I  think  it  is  good  for  the  country  for  one 
man  to  own — I  grow  cotton;  I  am  a  ginner  of  cotton,  and  aU  ray 
family  is  bound  up  in  the  same  industry,  and  I  know  from  watch- 
ing and  trying  to  protect  myself  against  conditions  that  other  men 
make,  that*  we  have  never  been  able  to  make  anything  off  of  produc- 
ing cotton,  and  I  know  where  the  evil  lies. 

Mr.  Hutchinson.  Do  you  still  keep  at  it.  Senator? 

Mr.  Caraway.  Yes,  sir. 

Mr.  Hutchinson.  And  vou  are  losing  money  aH  the  time? 

Mr.  Caraway.  Well,  I  5id  not  say  that. 

Mr.  Hutchinson.  I  would  like  to  ask  you  one  other  question : 
suppose  we  do  abolish  the  chamber  of  commerce  or  the  board  of 
trade  or  the  cotton  exchange;  how  would  you  handle  your  grades? 
Who  would  you  leave  that  to? 

Mr.  Caraway.  If  I  may  answer  the  question  by  asking  a  Ques- 
tion, do  you  imagine  that  the  man  on  the  cotton  exchange  in  New 
York  has  anything  to  do  with  the  grades?  The  grades  are  the 
things  that  the  cotton  itself  presents,  its  length  of  staple,  its  strength^ 
and  its  color.  All  those  things  determine  its  grade,  and  the  exchanges 
merely  gamble  in  grades.  They  do  not  fix  them.  This  committee 
gave  the  Government,  through  the  Secretary  of  Agriculture,  the 
power  to  establish  grades.  I  rather  think  it  was  a  good  thing,  but 
it  never  amounted  to  anything,  because  it  did  not  do  the  farmer  ^ 
bit  of  good  to  know  what  grade  his  cotton  is  if  he  has  no  powei 
to  sell  it. 

Mr.  Hutchinson.  But  suppose  a  man  in  the  East  buys  a  certairl 
grade  of  cotton,  and  when  it  gets  up  there  it  is  not  that  grade,  bu^ 
of  a  poorer  quality? 

Mr.  Caraway.  Then  the  man  in  the  East  does  not  take  it  for  th^ 
grade  he  buys.  We  all  know  that,  Mr.  Hutchinson.  If  I  sell  fl 
man  a  horse  and  try  to  deliver  him  a  mule,  he  is  under  no  obliga* 
tion  to  take  it,  and  if  I  sell  him.  a  certain  grade  of  cotton,  and  wheij 
I  try  to  deliver  him  that  cotton  it  is  not  that  grade,  he  is  under  n< 
obligation  to  take  it,  and  the  exchanges  have  nothing  to  do  witli 
that.  The  cotton  does  not  go  throu^  the  New  Yort:  exchanged 
Millions  and  millions  of  bales  are  sold  there,  and  less  than  tw< 
thousand  bales  were  actually  delivered  through  it,  as  I  recall  now 
last  year.  On  Monday  of  this  week  cotton  went  up  $5.20  a  bale  and 
the  next  day  it  fell  $4  a  bale. 

Mr.  Hutchinson.  Then  I  think  your  exchange  ought  to  be  abol 
ished.  The  grain  exchanges  are  different.  For  instance,  if  I  buj 
10,000  bushels  of  No.  1  October  wheat  and  it  comes  to  Trenton 
where  my  mill  is  located,  and  it  is  not  that  grade,  I  have  a  redress 
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Mr.  Carawat.  Of  course  you  have,  and  you  ought  to  have,  and 
Congress  could  not  take  that  right  away  from  you,  and  does  not 
want  to. 

Mr.  Hutchinson.  Would  you  attend  to  that  in  a  case  of  that 
sort?    With  us,  we  take  it  up  with  our  exchanges. 

Mr.  Caraway.  Suppose  you  buy  it  from  a  legitimate  dealer  in 
grain — a  warehouse  dealer— you  do  not  have  to  take  it.  It  is  not  a 
delivery  to  you  until  they  deliver  you  what  you  bought. 

Mr.  Hutchinson.  He' might  say  it  is  No.  1  October  wheat,  and 
I  might  say  it  is  not. 

ilr.  Caraway.  Who  does  fix  that — the  grain  exchanges? 

ilr.  Hutchinson.  Yes. 

Mr.  Caraway.  The  men  who  buy  and  sell  grain  there  would  not 
know  wheat  from  oats,  would  they? 

Mr.  TofCHXR.  I  may  be  wrong,  because  I  know  you  are  an  au- 
thority on  cotton,  but  I  think  perhaps  jou  are  somewht  confused, 
t)ecause  I  thought  we  had  a  Federal  gram-inspection  law. 

Mr.  Caraway.^ We  have. 

Mr.  TiNCHER.  And  I  thought  that  settled  the  matter  which  Mr. 
Hutchinson  seems  to  think  the  grain  exchanges  settle. 

ilr.  Caraway.  I  was  just  going  to  say  that  the  man  on  the  exchange 
knows  that  he  must 

Mr.  Ttncher  (interposing).  I  do  not  think  the  grain  exchanges 
are  responsible  for  the  good  condition  that  Mr.  Hutchinson  men- 
tions, because  I  think  our  Federal  grain-inspection  law  and  our  grain 
inspectors  operating  under  that  law  are  responsible  for  that. 

Mr.  Caraway.  "Hiat  is  true. 

Mr.  Hutchinson.  But  we  have  redress  through  our  exchanges. 

The  Chairman.  And  the  grain  is  generally  inspected  by  licensed 
inspectors. 

Mr.  Caraway.  Yes,  sir. 

The  Chairman.  And  m  some  instances  they  are  appointed  by  the 
exchanges,  or  they  are  State  officials,  and  they  have  the  right  of  ap- 
peal to  the  Federal  Government. 

Mr.  Caraway.  I  do  not  think,  myself,  that  forms  any  difficulty. 
I  do  not  presume  the  gentleman  would  buy  10,000  bushels  of  wheat 
from  somebody  who  was  wholly  irresponsible,  and  if  he  were  re- 
sponsible, and  even  if  he  succeeded  in  unloading  the  wheat  on  you 
and  got  your  money,  you  would  have  your  redress  anyway,  and  that 
is  all  you  could  have.  The  exchange  could  not  make  the  man  do 
anything.  It  could  put  him  off^  the  board,  but  if  he  were  insolvent 
that  would  not  do  you  any  particular  ^ood. 

Mr.  VoiQT.  That  man  would  not  be  in  any  worse  position  than  a 
man  who  bought  a  carload  of  lumber  or  a  carload  of  coal. 

Mr.  Caraway.  Not  a  bit.  The  only  advantage  a  coal  dealer  has 
is  when  my  friend  Newton  D.  Baker  pays  $11  a  ton  for  it  when  it 
is  worth  $3.50. 

The  Chairman.  We  are  very  grateful  to  you,  Senator. 

Mr.  Caraway.  I  thank  the  gentlemen  of  the  committee. 

The  Chairman.  The  committee  will  now  recess  until  Friday 
morning. 

(The  committee  thereupon  took  a  recess  until  10  o'clock  a.  m.  Fri- 
lay.  January  7, 1921.) 
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Committee  on  AoRioui/ruKB, 

HoTJSB  OF  Representatives, 

Friday^  January  7, 19&1. 

The  committee  met  at  10  o'clock  a.  m.  pursuant  to  adjournment  on 
yesterday,  Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chairman.  I  have  here  a  number  of  telegrams  reouesting 
hearings  before  this  committee  on  the  pending  legislation.  For  the 
benefit  of  the  members  present  I  will  read  one : 

Representing  the  clearing  house  association  and  hanks  as  well  as  the  First 
National  Bank  of  Minneapolis,  I  wish  to  ask  for  an  opportunity  to  be  given 
a  hearing  hefore  your  committee  on  the  question  of  future  trading  which  you 
now  have  under  consideration.  V^lll  you  kindly  suggest  a  day  which  will  be 
satisfactory. 

There  are  about  20  of  such  requests.  What  is  the  pleasure  of  the 
committee  ? 

Mr.  TiNCHER.  That  is  from  a  bank  ? 

The  Chaibman.  It  is  from  a  gentleman  who  represents  a  clearing 
house  association  and  a  bank. 

Mr.  HuLiNQS.  Mr.  Chairman^  I  move  that  this  bill  be  reported  out, 
and  that  the  clerk  of  the  committee  be  requested  to  answer  that  com- 
munication that  we  will  hear  the  party  the  next  session.  We  have 
heard  this  subject  discussed  for  montns  and  years,  and  have  now 
heard  it  here  for  about  a  week,  and  everybody  on  this  committee, 
doubtless,  has  made  up  his  mind  the  way  we  are  goin^  to  report  on 
this  bill,  or  at  least,  whether  we  are  going  to  report  the  bill  or  not. 
If  we  are  going  to  turn  it  down  let  us  do  so  and  go  to  work  on 
somethingelse.    We  have  heard  all  the  talk  we  want  to  hear,  I  think. 

Mr.  McteiNLET.  Question. 

The  Chairman.  Are  you  ready  for  the  question? 

Mr.  VoioT.  Which  bill  do  you  suggest  being  reported  out,  Mr.  Hu- 
lings? 

The  Chairman.  Gen.  Hidings,  please  state  the  bill  which  you  de- 
sire to  be  reported  out,  on  vour  motion. 

Mr.  HtnjNGS.  The  Tincher  bill. 

The  Chairman.  The  Chair  will  put  the  question  if  the  committee 
is  ready? 

Mr.  McLatjghlin  of  Nebraska.  I  would  like  to  ask  if  the  mover 
of  the  motion  means  the  Dickinson  bill,  the  Tincher  bill,  the  Hoch 
bill,  or  what  bill. 

Mr.  HuiiiNGS.  The  Tincher  bill,  the  one  that  has  been  discussed 
most. 
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The  Chairman.  Are  you  ready  for  the  question? 

ilr.  HuLiNGs.  I  call  for  the  question. 

The  Chairman.  All  those  in  favor  will  say  aye. 

Mr.  Tincher.  Aye. 

Mr.  McKiNXET.  Mr.  Chairman,  there  is  only  about  half  a  quorum 
present. 

The  Chairbcan.  The  gentleman  makes  the  point  of  no  quorum  ? 

Mr.  HuLiNGB.  I  wiU  withdraw  my  motion  until  a  quorum  arrives. 

The  Chairman.  The  motion  is  withdrawn  by  imanimous  consent. 

What  action  will  be  taken  on  these  requests  for  hearing? 

Mr.  TiNCH£R.  I  do  not  want  to  deny  to  anyone  the  ri^t  to  a  full 
hearing,  but  I  understand,  and  I  have  it  pretty  reliably,  that  the 
Minneapolis  Board  of  Trade,  or  not  the  Board  of  Traae  properly 
speaking,  but  some  Minneapolis  grain  dealers  who  trade  in  futures, 
are  taking  steps  to  stall  us,  and  they  have  had  some  bankers  and 
others  to  wire  in  for  hearings,  and  propose  to  have  others  to  make 
request  for  hearings  in  order  to  stall  us  off  through  this  session.  In 
fact,  I  have  been  advised  they  intend  to  filibuster  against  this  reso- 
lution, so  to  speak. 

I  am  in  favor  of  wiring  every  one  of  them  that  hearings  are  on, 
and  that  they  are  absolutely  open,  and  that  we  would  like  to  have 
them  here;  but  I  do  want  this  bill  reported  out  if  we  can  get  a 
quorum  some  day  to  do  it. 

ilr.  VoiGT.  Would  it  be  a  good  idea  to  set  a  tentative  date  now  for 
a  closing  of  the  hearings?  Otherwise  this  sort  of  thing  will  peter 
along  for  a  month  or  more. 

Mr.  TiKCSER.  They  have  had  a  meeting  in  Minneapolis,  and  have 
agreed  that  they  will  have  bankers  and  others  to  wire  the  committee 
for  hearings,  and  they  purpose  to  stall  us  off. 

Mr.  RiDDiGK.  Wouldn't  it  be  a  good  idea  to  bring  the  senders  of 
those  telegrams  together,  and  suggest  that  we  will  give  them  two 
boars«  and  let  them  select  those  who  wish  to  speak  for  them ;  and 
then  give  other  representative  people  two  hours,  and  bring  the  hear- 
ings to  a  prompt  close,  and  in  the  meantime  give  everyboify  a  chance 
who  wishes  to  be  heard? 

ifr.  TiNCHE».  Yes. 

Mr.  VoiGT.  Suppose  you  give  them  one  week. 

Mr.  BnoDicK.  Ix  we  tell  the  Minneapolis  people  they  may  have 
two  hours  then  they  will  select  their  best  men  who  will  give  us  all 
the  information  they  really  have  to  present. 

Mr.  Hnui^os.  Is  there  any  use  of  holding  these  seances  longer 
than  next  week? 

Mr.  RniDiGBL  I  hope  not. 

The  Chairman.  I  have  been  looking  over  this  list  and  find  that 
the  parties  applying  for  hearings  are  greatly  scattered.    They  are : 

F.  A.  GhamDerlam,  chairman  board  of  directors,  First  National 
Bsnk,  Clearing  House  Association  of  Bankers,  Minneapolis^  Minn. 

Bzrry  H.  Tange^b^rg,  Merchants'  Exchange  of  St.  liouis. 

C.  6.  Anderson,  mani^r  Farmers  Union  Urain  Co.,  representing 
^  farmers^  Aherde^  S.  Dak. 

Heme  Farmers'  Elevator  Co.^  Sam  Ellenbau,  Frederick,  S.  Dak. 
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G.  F.  Ewe,  Terminal  Elevator  Grain  Merchants'  Association, 
Minneapolis. 

George  A.  Kolb,  manager  Belgrade  Flour  Mill  Co.,  Belgrade, 
Minn. 

Farmers  Elevator  Co.,  Conde,  S.  Dak. 

C.  A.  Nelson,  secretary  Farmers  Elevator  Co.,  Brooten,  Minn. 

Frank  B.  Bice,  Star  &  Crescent  Milling  Co.,  Chicago,  111. 

Wm.  S.  Miles,  president  Peoria  Board  of  Trade,  Peoria,  lU. 

A.  A.  Haagensono,  Red  River  Seed  Produce  Co.,  Bamesville 
Minn. 

C.  D.  Curry,  Columbia  Equity  Exchange  Elevator  Co.,  Columbia 
S.  Dak. 

A.  C.  Loring,  president  Pillsbury  Flour  Mills  Co.,  Minneapolis. 

Toledo  Produce  Exchange,  Toledo,  Ohio. 

Harry  J.  Berry,  Indianapolis  Board  of  Trade,  Indianapolis,  Ind 

Quaker  Oats  Co.,  Chicago,  111. 

M.  J.  Cull,  Leeds,  N.  Dak. 

F.  P.  Manchester,  Omaha  Grain  Exchange,  Omaha,  Nebr. 

Farmers  Elevator  Co.,  Lamberton,  Minn. 

J.  F.  Meyer,  Groton  Farmers'  Elevator,  Groton,  S.  Dak. 

Mr.  TiNCHER.  I  do  not  want  to  deprive  them  of  the  right  to  be 
heard.  But  those  are  gentlemen  who  were  invited  to  a  banquet  in 
Minneapolis,  and  they  attended  that  banquet,  and  they  have  agreed 
to  stall  us  off  and  keep  this  thing  going  on  during  the  winter  ii 
they  can.  I  want  them  to  be  heard,  but  do  not  want  that  banquet 
to  stall  us  off  and  prevent  legislation.    Let  them  come  on  now. 

The  Chairman.  I  think  it  was  tentatively  a^eed  that  we  would 
give  a  week  or  ten  days  to  the  hearings.  Will  any  member  of  th« 
committee  suggest  how  long  we  shall  go  on? 

Mr.  HuLiNos.  I  move  that  the  hearings  be  ended  the  last  of  next 
week,  whatever  date  that  is. 

Mr.  McKiNLEY.  That  will  be  the  15th. 

Mr.  HuMNGS.  All  right,  that  is  my  motion. 

The  Chairman.  You  make  a  motion  that  the  hearings  be  close(j 
on  January  15? 

Mr.  HuLiNGS.  Yes,  sir;  and  that  the  sessions  of  the  committee  hi 
held  so  as  to  meet  as  far  as  may  be  the  convenience  of  those  wh< 
want  to  be  heard.  , 

The  Chairman.  All  in  favor  of  that  motion  will  say  aye.  [ifl 
chorous  of  ayes.]  It  is  unanimously  a^eed  to.  Those  who  hav«| 
applied  for  hearings  will  be  so  notified. 

Is  anyone  present  who  wishes  to  be  heard  this  morning? 

Mr.  Calvin.  Mr.  Chairman,  if  no  one  else  wants  to  be  heard  thi 
morning,  I  might  say  what  I  wanted  to  say  to  the  committee, 
thought  there  was  a  regular  program,  and  therefore  I  did  not  co 
here  this  morning  with  the  expectation  of  being  heard  today,  but 
will  go  ahead  of  it  is  the  desire  of  the  committee  that  I  should  do  a 

The  Chairman.  The  committee  will  be  pleased  to  hear  you 
this  time. 

STATEHEBT  OF  MK.  E.  A.  OALVDT,  HOITSTOir,  TEX. 

The  Chairman.  You  will  please  give  your  name,  address,  ani 
the  name  of  those  you  represent  to  the  reporter  so  that  the  recor 
may  show  it. 


PUTUEE  TRADING.  131 

Mr.  Calvik.  My  name  is  E.  A.  Calvin ;  my  residence  is  Houston, 
Texas ;  and  I  am  here  at  this  time  myself  as  a  cotton  grower.  I  will 
add  that  a  number  of  farmers  met  in  Houston,  Texas,  a  few  days 
a^  and  asked  me  to  come  and  present  the  matter  to  the  committee 
as  best  I  could. 

In  this  connection  I  will  say  that  for  two  years  I  was  president 
of  the  Fanners'  State  Union  and  was  also  for  a  short  while  presi- 
dent of  the  National  Farmers'  Union.  I  have  worked  with  farmers' 
orjranizations  since  1905  almost  continuously.  For  two  years  and  a 
half  I  represented  the  market  board,  composed  of  the  commissioners 
of  agriculture  and  the  presidents  of  the  various  farmers'  union 
organizations  of  the  cotton  States  and  was  here  in  Washington  during; 
the  war. 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  will  state  at  the 
outset  that  it  will  not  inconvenience  me  for  the  members  of  the  com- 
mittee to  ask  me  questions  whenever  they  are  disposed  to  do  so.  I 
would  rather  talk  in  a  conversational  way  than  in  any  other  way^ 
and  think  that  better  results  can  be  obtained  by  the  members  of  the 
^^ommittee  asking  me  questions  and  my  attempting  to  answer  them. 

I  desire  to  say,  Mr.  Chairman,  that  I  have  given,  in  my  own  work 
with  farmers'  organizations,  quite  a  good  deal  of  study  to  this  ques* 
tion.  In  fact,  I  have  been  studying  the  question  since  1905,  at  which 
time  we  had  up  in  Texas  the  matter  of  putting  out  of  business  what 
we  called  bucket  shops.  Representing  the  Farmers'  Union  at  that 
rime  I  made  the  fight  before  the  Texas  Legislature  to  abolish  bucket 
shops  from  the  State  of  Texas,  and  we  succeeded  in  abolishing  them^ 

What  I  shall  say  to  this  committee  in  regard  to  exchanges 

The  Chairman  (interposing) .  Have  you  abolished  branch  houses^, 
too? 

Mr.  CaijVIN.  No,  sir. 

The  Chaermak.  What  is  the  difference  between  a  bucket  shop  and 
a  branch  house? 

Mr.  Calvot.  Well,  my  understanding  is  that  the  difference  is  about 
this,  to  make  a  simple  illustration :  I  could,  by  putting  a  wire  into^ 
tfiis  building  and  tapping  some  one  else's  wire,  convert  this  room: 
into  a  bucket  shop  m  about  10  minutes;  that  is,  by  making  the 
'"hainnan  of  this  committee  or  some  one  else  the  owner,  operator, 
and  controller  of  the  bucket  shop.    The  remainder  of  us  in  the  room 
would  purchase  and  sell  cotton  or  grain  in  small  or  large  lots  based 
upon  the  quotations  shown  on  the  blackboard.    If  we  paid  in  our 
margins  the  owner  of  the  bucket  shop  would  receive  them  and  put 
them  into  his  pocket,  he  depending  upon  there  being  as  many  sales 
as  purchases  to  prevent  him  from  gomg  broke  in  case  of  a  radical 
rhange  in  the  market.    The  result  of  those  purchases  and  sales 
would  not  be  reflected  in  any  market  in  the  world;  they  would' 
simply  be  bucketed  in  that  shop,  or  stopped  there.    We  would  be- 
merely  betting  on  the  quotations  placed  on  the  blackboard. 
The  Chaihman.  Based  on  quotations  from  where? 
Mr.  Calvin.  Based  on  the  quotations  quoted  from  the  regular  ex^ 
^iianges. 

The  Chatbman.  In  that  respect  a  bucket  shop  would  be  identical 
with  a  branch  house? 

Mr.  Calvin.  Oh,  no.    In  a  branch  house  every  sale  made,  every 
sale  of  cotton  bought  or  sold,  every  bushel  of  wheat  bought  or  sold 
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goes  iiito  a  central  market  or  to  one  of  the  exchanges,  and  there  be-j 
comes  a  sale  or  purchase. 

Mr.  HuMNGS.  As  it  is  fluctuated. 

Mr.  Calvin.  And  if  there  is  no  fluctuation  in  the  market,  and  thel 
(Quotations  are  made  correctly,  the  sale  would  be  exactly  the  same 
in  a  bucket  shop  as  in  a  branch  house,  with  this  important  exception^ 
that  in  the  case  of  the  bucket  shop  you  would  get  immediate  retunisj 
and  in  the  case  of  the  branch  house  the  transaction  would  go  through 
an  exchange  before  returns  could  be  made. 

Mr.  HuLiNGS.  All  sales  or  purchases  made  in  branch  houses  g(\ 
through  an  exchange  and  are  registered? 

Mr.  Calvin.  Yes,  sir ;  and  sales  or  purchases  in  a  bucket  shop  ar€ 
not  registered  anywhere  except  on  the  wall  of  the  bucket  shop,  anc] 
those  m  the  room  of  the  bucket  shop  merely  bet  on  the  market  aS 
quotations  appear  on  the  wall. 

Mr.  HuMNos.  Who  keeps  the  bucket? 

Mr.  Calvin.  The  owner  of  the  bucket  shop. 

Mr.  SiDDiCK.  And  transactions  in  a  bucket  shop  do  not  affect  th^ 
value  of  cotton  or  grain  at  all? 

Mr.  Calvin.  Not  at 'all,  because  those  transactions  are  not  reg^ 
istered  in  the  market  at  all. 

Mr.  BiDDiGK.  What  was  the  reason  for  your  action  in  abolishing 
bucket  shops  in  Texas?    I  just  want  to  get  it  into  the  record. 

Mr.  Calvin.  Because  they  were  purelygambling  institutions;  tha^ 
was  all  they  amounted  to  in  Texas.  We  had  1,520  bucket  shop^ 
scattered  throughout  the  State  in  small  towns,  and  we  made  a  fighl 
on  the  bucket  shops  because  they  were  purely  gambling  places. 

Mr.  TiNOHEK.  Well,  I  might  say  that  it  is  the  big  bucket  shot 
that  I  am  after  in  my  bill.  The  gambling  now  is  all  centered  ii 
one  big  bucket  shop.  It  is  purely  the  gambling  end  of  the  proposiJ 
tion  tnat  I  want  to  put  a  stop  to.  I  do  not  want  to  outlaw  an^j 
legitimate  trading,  and  do  not  think  any  other  member  of  the  Coni 
sress  wants  to  do  otherwise.  As  I  understand  vou  are  not  any  mor^ 
for  the  Chicago  bucket  shop  than  you  were  for  the  Texas  buckei 
shops. 

Mr.  Calvin.  I  am  not  for  a  bucket  shop  anywhere ;  that  is  corredj 
But  I  will  say  this,  I  heard  some  of  the  qu^ions  propounded  am 
answers  made  on  yesterdav  and  the  day  before  relative  to  why  ex 
changes  exist  at  all:  In  tne  days  when  men  swapped  peanuts  fo 
potatoes  and  coon  skins  for  com  whisky  exchanges  were  not  neces 
sary^  but  as  the  population  of  the  world  increased  and  as  grea 
cities  were  builded  and  transportation  facilities  built  up  ancT  ou 
commerce  became  world-wide  in  its  ramifications,  the  time  came  whei 
we  had  to  ship  immense  cargoes  of  foodstuffs  and  raw  material  f o| 
the  manufacture  of  wearing  apparel  and  other  things  across  th| 
ocean,  taking  perhaps  60  and  90  or  120  days  or  more  to  transpoil 
the  cargoes  from  seller  to  purchaser ;  I  say  then  it  became  necessary 
to  inaugurate  some  system  whereby  such  commerce  could  be  carried 
on  without  too  great  a  hazard. 

For  instance,  if  it  took  three  or  four  or  five  or  six  months  to  tran^ 
port  a  cargo  of  wheat  or  of  cotton  to  Europe,  of  course  there  wa 
danger  of  fluctuation  in  price  and  the  contract  might  be  cancelled  oj 
arrival  of  the  cargo.  So  the  exchange  came  into  existence,  yoj 
mifffat  sav  as  an  evolution  in  business,  tlie  purpose  being  to  enabi 
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men  to  do  business  on  as  narrow  a  margin  of  profit  as  possible  and 
at  the  same  time  try  to  do  a  safe  business.  That  is  my  understanding 
of  the  evolution  in  the  method  of  doing  business  and  the  establish- 
meat  of  the  exchange,  and  it  is  upon  that  ground  that  I  would  at- 
temjpt  to  defend  it. 

Mr.  HuuNGS.  And  no  one  farmer  ever  has  enough  to  load  a  ship. 

Mr.  Calvin.  That  is  the  idea.  Believing  that  to  be  the  function 
of  the  exchange,  it  is  perfectly  plain  to  me  why  it  is  to  the  farmer's 
interest  to  have  the  exchange  properly  regulated  and  conducted; 
because,  if  the  middle  man,  through  the  existence  of  the  exchange, 
can  handle  grain,  cotton,  or  other  farm  commodities  on  a  narrow 
mai^^in  of  profit,  it  enables  him  to  give  the  farmers  more  nearly  what 
(be  middle  man  receives  from  the  manufacturer  than  he  could  other- 
wise give  them,  based  on  the  market  at  the  time. 

A  good  deal  has  been  said  before  this  committee  as  to  the  hedging 
features  of  exchanges.  It  seems  to  me  that  that  is  the  principal  pur- 
pose and  function  of  an  exchange ;  that  is,  to  afford  hedging  facilities 
for  the  carrying  on  of  business,  the  buying  and  selling  of  products. 
>offle  have  said  here  that  if  the  business  could  be  limited  to  hedging 
there  would  be  no  objection  to  the  operation  of  exchanges,  probably. 
In  other  words,  if  all  speculation  could  be  cut  out  there  would  be  no 
objection  to  the  operation  of  exchanges.  It  was  our  contention,  and 
we  have  given  some  thought  to  the  question,  that  it  is  impossible  to 
bave  proper  hedging  facilities  without  some  speculation.  We  do  not 
see  how  hedging  could  be  carried  on  unless  there  was  some  specula- 
tion. For  instance,  to  illustrate :  One  of  you  gentlemen  may  desire 
to  sell  a  thousand  bales  of  cotton,  we  will  say,  and  some  one  else,  at 
the  other  end  of  the  line,  engaged  in  manufacture^  wants  that  cotton 
but  that  some  one  else  is  not  ready  yet  to  make  his  purchase.  Then 
vou,  as  a  dealer,  have  got  to  sell  your  hedge.  Your  order  is  sent  into 
tbe  market,  to  the  exchange. 

Now,  then,  if  it  is  sent  in  a  little  later  or  if  it  had  been  sent  in  a 
little  earlier,  I,  as  the  manufacturer,  might  have  purchased  the  hedge 
tiiat  you  are  desiring  to  sell  because  I  might  be  wanting  to  hedge  in 
t!je  same  amount  you  are  wanting  to  hedge  in.  But  I  am  not  ready ; 
1  am  not  on  the  market  at  that  time.  The  speculator,  then,  who 
itands  by  and  is  willing  to  take  some  risk  .believing  that,  based  on 
^mditions  as  he  sees  them,  cotton  is  lower  than  it  should  be,  is  willing 
to  take  the  risk  and  buy  the  order  that  you  have  sent  in  for  sale,  for 
a  thousand  bales  of  cotton.  Later  on  I  go  in  and  I  want  to  buy  a 
liiousand  bales  of  cotton  and  he,  the  speculator,  who  had  bought  the 
thousand  bales  you  have  offered  for  sale,  turns  around  and  sells  them 
to  me.  Each  of  us  has  been  hedging,  each  of  us  has  been  protected, 
*nd  each  of  us  has  so  arranged  our  business,  through  that  means, 
tbat  we  can  do  business  on  the  narrowest  possible  margin  of  profit. 

In  1914,  gentlemen  of  the  committee,  the  cotton  exchanges  were 
closed  as  a  result  of  the  war.  I  do  not  believe  the  grain  exchanges 
*^ere  closed  at  that  time,  were  thay  ? 

Mr.  TiNCHEB.  No. 

Mr.  Calvix.  There  was  a  period  of  six  or  eight  months  whein  the 
cotton  exchanges  were  closea;  and,  of  course,  no  hedging  facilities 
were  offered  to  anyone  dealing  in  cotton.  During  that  time  I  saw 
cotton  sell,  of  the  same  grade  and  the  same  staple,  for  $20  more  a 
bale  m  one  little  local  market  in  the  country  than  the  same  cotton 
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sold  for  less  than  10  miles  away.  Why?  Because  no  one  knew 
what  the  market  was,  in  the  first  place.  Farmers  in  the  country 
were  at  the  mercy  of  the  man,  be  he  scrupulous  or  unscrupulous, 
who  knew  what  he  was  doing.  It  became  a  question  of  bailer  be- 
tween individuals,  with  the  fanner  unequal  in  th6  bartering  contest. 
Why?  Because  he  had  no  Imowledge  or  information  whatever  as 
to  what  cotton  was  worth.  There  was  no  medium  then  in  existence 
through  which  that  knowledge  might  be  gained  or  the  market  could 
be  determined. 

Mr.  VoiGT.  Well,  if  you  will  pardon  me,  that  was  at  a  time  when 
the  exchanges  were  closed  entirely. 

Mr.  Calvin.  Yes,  sir ;  the  exchanges  were  closed  entirely.  That 
was  the  condition  existing  then.  There  was  no  method  of  reflecting 
the  market  to  the  farmers;  there  was  no  way  by  which  they  coulo 
obtain  the  market,  except  from  the  morning  papers.  There  would 
be  quotations  in  the  morning  papers,  but  those  quotations  were  based 
upon  what?  Just  someone^  information,  perhaps  some  individual's 
information  as  to  what  cotton  was  worth  at  that  particular  time. 

Some  one  has  said  here  before  this  committee,  and  I  believe  it  was 
Mr.  Beynolds  the  day  before  yesterday,  and  I  think  he  was  some- 
what selfish  in  his  belief  or  in  his  argument,  that  so  far  as  the  big 
exchanges  were  concerned  he  thought  they  ought  to  continue  to 
operate,  but  that  he  was  opposed  ao  the  wire  houses  scattered 
throughout  the  country  because,  he  said,  men  went  in  and  gambled 
on  the  cotton  market  or  the  grain  market. 

Now,  gentlemen  of  the  committee,  nearly  everything  that  we  tackle 
has  some  evil  in  it.  It  is  bound  to  have.  What  I  object  to  is  the 
taking  of  these  facilities  away  from  the  farmers  of  the  country  sc 
that  they  might  not  know  what  the  market  is  or  what  the  conditions 

are. 

Mr.  PuRNELL.  Do  you  think  it  possible  to  maintain  the  good  fea^ 
tures  and  eliminate  the  bad  in  any  legislation  that  this  committer 
could  report? 

Mr.  Calvin.  We  have  attempted  to  do  that  in  the  legislation  or 
cotton  exchanges.  I  came  to  Washington,  gentlemen  of  the  commit 
tee,  at  least  half  a  dozen  or  more  times  during  the  time  that  sucl* 
legislation  was  pending, •  covering  a  period  of  five  or  six  years,  an(i 
before  we  finally  got  what  we  considered  a  reasonable  bill.  It  wai 
a  very  diificult  task,  a  very  diflScult  matter,  but  I  thouffht  we  had 
worked  out  something  that  was  pretty  satisfactory,  and  I  still  thinl 
so.  I  think  that  our  legislation  covering  cotton  exchanges  is  prettj 
good. 

Mr.  PrRXELL.  What  about  the  cotton  futures  act? 

Mr.  Calvin.  That  is  what  I  am  referring  to.  I  do  not  agree  witi 
Mr.  Caraway. 

Mr.  I^URNELL.  I  was  going  to  ask  you  if  you  agreed  with  Mr.  Cara 
way's  statement  made  before  the  committee  on  yesterday  afternoon 

Mr.  Calvin.  I  heard  what  he  said,  and  you  understand  that  Mi 
Caraway  is  opposed  to  all  exchanges.  That  is  his  position.  ^  He  doe 
not  believe  they  have  any  right  to  exist,  and  does  not  believe  thej 
perform  any  function  in  this  economic  life  of  ours,  and  therefor 
that  they  ought  to  go  by  the  board.  There  are  very  few  people  whj 
take  that  view  of  the  question. 
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Mr.  VoiOT.  I  did  not  understand  that  Mr.  Caraway  was  opposed  to 
an  exchange  where  the  actual  commodity  was  dealt  in. 

Mr.  Calvin.  Well,  a  question  is  raised  there.  He  is  opposed  to  all 
exchanges  dealing  in  futures. 

Mr.  VoiGT.  I  do  not  think  you  ought  to  misstate  what  the  gentleman 
said. 

Mr.  Calvin.  I  did  not  intend  to  do  it. 

Mr.  VoiGT.  My  understanding  of  Mr.  Caraway's  testimony  was 
that  he  is  opposed  to  gambling  in  farm  products,  but  that  he  has  no 
objection  to  the  existence  of  exchanges  where  the  actual  commodity 
can  be  dealt  in. 

Mr.  HuuNGS.  And  the  selling  of  futures. 

Mr.  Calvin.  He  was  opposed  to  the  selling  of  futures,  except 

Mr.  VoiGT  (interposing).  He  was  not  opposed  to  the  future  sale 
of  a  commodity  providing  the  commodity  was  in  existence  or  that  the 
man  who  made  the  sale  had  control  over  the  commodity. 

Mr.  HuuNos.  That  was  his  idea,  exactly,  as  I  understood  it. 

Mr.  McLaughun  of  Nebraska.  I  think  that  is  correct. 

Mr.  Hutchinson.  I  think  I  asked  him  the  question  and  that  he  said 
he  was  in  favor  of  wiping  out  exchanges  dealing  in  futures. 

Mr.  Calvin.  I  am  quite  positive  that  you  will  find  that  in  the 
stenographer's  notes. 

Mr.  Voicrr.  I  do  not  believe  that  is  the  substance  of  Mr.  Caraway's 
testimony  given  here,  that  he  is  in  favor  of  wiping  out  the  market 
place  for  rarm  commodities. 

Mr.  ritjLiNos.  He  distinctly  said  he  was  in  favor  of  future  sales 
where  the  property  was  in  existence  or  where  the  man  expected  to 
iave  it. 

Mr.  Voicrr.  That  is  what  I  understood  him  to  say. 

The  Chairman.  I  believe  he  said  that  he  was  opposed  to  exchanges 
dealing  in  futures,  but  not  opposed  to  any  transaction  between  pro- 
ducer and  consumer;  and,  of  course,  in  those  transactions  the  future 
eirhanges  arc  not  necessary. 

Mr.  Calvin.  No  one  opposes,  of  course,  as  Mr.  Caraway  said,  the 
ttistence  of  exchanges  where  spots  of  either  grain  or  cotton  or  any- 
tJung  else  is  dealt  in.  But  let  us  see  about  that,  now.  The  cotton 
exchange  was  organized  as  a  place  to  afford  facilities  for  hedging 
of  contracts  of  purchase  and  sale.  It  was  not  organized  as  a  spot 
''otton  exchange  originally.  That  was  not  the  purpose  of  it.  Men  do 
^t  do  a  spot  business  to  a  great  extent  through  future  exchanges. 
That  was  not  the  original  purpose  of  them.  Men  transacted  spot 
j-usiness  with  individuals  and  firms,  and  then  used  the  exchange  for 
hedging  those  transactions  made  between  individuals  and  firms 
dealing  in  actual  spots.  So,  if  you  would  <5onvert  all  the  cotton  ex- 
^'han^  into  spot  cotton  exchanges  only,  why,  then,  you  would  de- 
^roy  the  function  absolutely  of  the  exchanges  and  convert  them  into 
we  same  kind  of  business  that  individuals  and  firms  are  carrying 
f»n  all  over  the  world  at  this  time. 

I^et  me  illustrate  that  for  you,  if  I  may,  just  for  a  moment:  Sup- 
P<»<;  I  am  a  dealer  in  spot  cotton  in  this  country,  say — a  large  dealer, 
lor  instance.  I  hope  to  make  myself  dear  if  I  can,  gentlemen  of  the 
^^^JDunittee.  Let  us  say  that  over  a  period  of  years  I  have  made  my 
^^^^lu^ons  in  Fall  Biver  in  the  East,  and  in  foreign  countries.    That 
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is,  let  US  say  that  I  have  been  selling  cotton  to  them  rej^arly  for  € 
number  of  years,  and  they -look  to  me  for  a  part  of  their  supplies  oi 
cotton,  or  all  of  their  supply.  I  have  been  furnishing  them  the  grad< 
they  want,  the  staple  they  want,  the  kind  of  fiber  they  want,  th< 
character  of  cotton  they  want;  and  they  continue  dealing  with  m< 
from  year  to  year.  Let  us  say  that  one  of  the  mills  in  a  foreigi 
country  is  visited  some  morning  by  a  jobber  who  wants  to  buy  good 
manufactured  from  cotton ;  and  we  will  say  it  will  take  a  thousanc 
bales  of  cotton  to  manufacture  the  goods  that  this  jobber  wants  U 
buy  for  future  delivery,  over  a  peri<m  of  six  or  eight  or  ten  months 
The  jobber  has  got  to  have  the  goods  because  he  has  to  seU  them  to  hi 
retail  trade.  This  jobber  goes  to  the  spinner  in  Europe,  who  is  i 
customer  of  mine.  I  am  on  this  side,  dealing  in  spot  cotton,  anc 
before  the  millman  makes  the  deal  with  the  jobber  he  ascertains  wha 
the  cotton  is  going  to  cost  him  on  the  exchange.  The  millman  close! 
the  deal  with  the  jobber  on  the  basis  of  the  exchange  price,  and  goe 
on  the  exchange  and  buys  a  thousand  bales  of  cotton  for  future  de 
livery.  In  that  instance  he  would  not  deal  with  me,  perhaps — ^not  a 
that  time.  But  later  on  he  might  send  me  an  order  tor  cotton  of  th< 
kind  he  wanted,  and  I  might  supply  the  cotton  at  the  proper  time 
when  he  wanted  it,  and  he  would  close  out  his  future  transaction— 
when  he  receives  the  cotton  or  when  he  makes  the  purchase  from  me 

In  another  case,  probably  he  would  not  go  on  the  exchange  and  bui 
the  cotton  at  all  himself,  but  would  wire  to  me,  his  connection  iii 
the  United  States,  and  ask  what  can  you  furnish  me  a  thousand 
bales  of  cotton  for,  for  we  will  say,  delivery  July  of  this  year.  ] 
have  hot  got  the  cotton ;  and,  if  I  had  it,  probably  I  could  not  carr^ 
it  that  long.  Say  I  have  not  got  the  cotton,  but  I  wire  him  that  1 
will  furnish  him  that  cotton  at  a  certain  price.  He  accepts  my  offer 
and  I  go  on  the  exchange  on  this  side  in  New  Orleans  and  buy  thai 
cotton.  July  comes,  and  I  buy  the  cotton;  I  select  it  from  all  ovei 
the  country  the  cotton  he  wants.  I  buy  a  certain  length  of  staple 
29  or  30  millimeters,  or  something  like  that.  I  get  the  actual  stuff 
and  get  it  together,  a  thousand  bales,  and  ship  it  to  my  man  in  s 
foreign  country ;  and  I  sell  the  futures  bought  on  the  exchange.  I  hav< 
been  completely  hedged;  my  transaction  has  been  completely  hedged 
and  it  has  enabled  me  to  do  business  on  the  narrowest  possible  margin 
perhaps  less  than  a  dollar  a  bale.  Otherwise,  if  I  had  not  had  the 
hedging  facilities,  I  would  have  had  to  assume  a  great  risk,  and 
womd  nave  become  a  gross  speculator  myself.  If  I  had  sold  i^ 
advance  for  future  delivery  witnout  any  of  the  facilities  for  hedging 
I  would  have  been  the  grossest  speculator. 

Now  here  is  where  the  farmer's  part  comes  in  in  the  game.  If  ] 
had  not  had  any  facilities  as  a  buyer  of  cotton  to  hedge  my  tran^ 
actions  for  future  delivery,  if  I  had  bought  the  cotton  in  now,l 
would  have  had  to  have  bought  safe;  that  is,  I  would  have  had  t^ 
make  the  farmer  carry  the  risk.  I  would  have  had  to  increase  tb 
spread  between  what  I  paid  the  farmer  and  what  the  mill  expec 
to  pay  me,  because  the  market  is  subject  to  fluctuation,  and  I  coi 
not  afford  to  buy  this  cotton  and  carry  it  along  for  several  mon 
without  knowing  what  I  was  going  to  get  for  it. 

Let  me  give  you  another  illustration  of  hedging.  I  am  trying  t^ 
discuss  this  from  the  farmer's  standpoint.  We  will  say,  Mr.  Chail 
man,  that  you  are  a  large  cotton  dealer.    Now  cotton  exchanges  hav^ 
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been  abolished.  The  hedging  facilities  would,  of  course,  go  along 
with  them.  You  are  a  lar^  cotton  dealer  and  I  am  a  cotton  farmer. 
I  eome  to  you  some  morning,  and  I  say,  "Mr.  Haugen,  I  have  got 
200  bales  of  cotton  out  here  that  I  have  got  to  sell.  My  land  notes 
we  due,  and  my  year's  expenses  are  due,  and  I  have  got  to  sell  this 
cotton."  You  say,  "  Calvin,  I  am  loaded  to  the  guards  with  cotton ; 
I  have  got  lOfiOO  bales  on  hand.  Now  there  are  no  exchanges,  fu- 
tnres  have  been  abolished,  and  hedging  can  not  be  done.  I  am  carry- 
ing it  open;  the  banks  are  carrying  it  for  me.  I  have  a  margin  of 
perhaps  $8,  $10,  $15,  or  $20  a  bale.  My  name  is  behind  it,  but  the 
banks  are  carrying  it  for  me.  I  have  10,000  bales  on  hand,  and  no 
orders  for  cotton  from  anywhere,  and  the  market  is  dull.  Now, 
Calvin,  if  I  could  buy  your  cotton  and  sell  it  to-day  I  could  pay 
you  15  cents  for  it,  but  1  can  not  sell  it.  I  have  got  10,000  bales  on 
hand,  and  I  can  not  sell  any.    If  I  buy  it  I  have  got  to  carry  it." 


that  is  what  vou  would  have  to  do  if  you  remained  in  business.  You 
would  have  do  it  or  go  out  of  business.  And  when  you  do  that  kind 
of  business,  when  you  buy  large  quantities  of  cotton  and  carry  it  open 
you  become  a  worse  speculator  than  the  man  that  is  described  aa 
sitting  around  the  wire  houses  and  betting  on  the  chalk  marks,  be- 
cause you  are  liable  to  carry  down  with  you  in  your  transactions  some 
of  the  best  business  institutions  and  banking  institutions  of  the 
country.  You  are  carrying  it  open,  hedging  facilities  have  been 
destroyed,  and  there  is  no  way  to  do  business  except  to  increase  the 
margin  between  the  producer  and  the  ultimate  consumer. 

As  some  one  said  here  yesterday,  it  is  not  the  operation  of  the  ex- 
changes that  increases  the  margm  or  the  spread  between  the  pro- 
ducer and  the  consumer.  I  say,  no,  it  certainly  does  not  do  it.  It  has 
a  tendency,  and  does  when  it  is  operating  and  functioning  properly, 
to  narrow  that  spread  to  the  narrowest  possible  margin.  Why  ?  Be- 
cause if  the  exchanges  are  functioning  properly,  then  the  parity  be- 
tween spot  cotton  or  spot  wheat  and  futures  is  maintained,  and  it 
affords  a  legitimate  price  insurance  or  a  hedge.  It  enables  you  as  a 
dealer  to  do  business  on  the  narrowest  possible  margin  of  profit.  It 
enables  you  to  pay  the  most  you  possibly  can,  based  on  the  market 
that  day,  for  the  farmers'  product,  and  at  the  same  time  turn  around 
and  sell  it  later  to  the  mills  on  the  narrowest  possible  margin  of 
profit. 

Mr.  TrNCHER.  Mr.  Calvin,  I  can  not  follow  you  through  your  dis- 
cussion of  the  cotton  transaction,  because  I  am  not  as  familiar  with 
that  as  I  am  with  wheat.  Let  us  transfer  the  discussion  to  wheat. 
Let  us  say  that  Mr.  Haugen  had  10^000  bushels  of  wheat  and  that 
wheat  had  been  purchased  over  a  period  of  10  days.  Every  day  that 
he  purchased  wheat  he  would  have  purchased  it,  not  based  on  the 
future  market  but  based  on  the  cash  market  that  he  had  that  day,  the 
cash  bids  that  he  had  on  the  cards  for  that  day.  Is  that  true  of 
cotton?    You  buy  cotton,  do  you< 

Mr.  Oai«vik.  No,  sir;  I  sell  cotton ;  I  am  a  farmer. 

Mr.  TixcHEB.  Does  not  the  man  that  buys  your  cotton  buy  it  on 
the  basis  of  a  cash  market  for  cotton,  instead  of  a  gambling  market! 

Mr.  Caz^vik.  No. 
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Mr.  TiNCHER.  You  think  then  that  cotton  is  different  from  wheat? 

Mr.  Calvin.  No  ;  I  think  it  is  very  much  like  wheat. 

Mr.  TiNCHER.  Mr.  Reynolds,  who  testified  here,  made  a  very  fair 
statement  about  the  wheat  situation,  and  he  said  that  he  bought 
wheat  every  day  on  the  basis  of  his  cash  offers  for  wheat. 

Mr.  Calvin.  That  is  true.  Those  cash  offers  are  based  on  the 
future  market. 

Mr.  TiNCHER.  Well,  if  they  are  based  on  the  future  market,  what 
would  the  cash  offers  oe— why  do  you  say  they  are  based  on  the  future 
market? 

Mr.  Calvin.  Well,  as  I  said  a  while  ago,  if  the  future  market  is 
functioning  properly — and  it  does  in  normal  tim^,  outside  of  war 
times — ^the  parity  between  futures  and  spots  is  maintained,  you  see. 

Mr.  TiNCHER.  He  said  the  other  day  his  cash  offers  were  based 
upon  the  export  offers  to  the  millers  here. 

Mr.  Calvin.  He  said  sometimes,  wh^a  there  was  an  undue  amount 
of  exports.  I  heard  his  testimony,  too — ^when  there  was  a  large 
amount  of  exports,  and  because  of  that  exportation  wheat  was  bring- 
ing ^  good  price,  he  sometimes  based  his  cash  price  to  the  farmers  on 
the  export  price.    But  that  is  rather  an  abnormal  condition. 

Mr.  TiNCHER.  Well,  if  you  do  away  with  the  futures,  if  you  do 
away  with  gambling  in  the  wheat  futures,  then  you  remove  any 
doubt  as  to  what  it  would  be  based  upon.  Then  the  man  would  buy 
his  wheat  upon  whati  Upon  his  card  offers  for  cash  wheat.  And 
if  he  holds  tnat  wheat  for  10  days  or  2  months,  ought  not  he  to  take 
that  risk?  If  he  is  not  willing  to  take  it  to-aay  for  $1.65  and  sell 
it  on  his  cards  at  home  for  $1.65  to-day,  if  he  is  going  to  hold  it  until 
he  thinks  it  will  be  $1.90,  why  afford  him  some  gambling  device  for 
that  purpose? 

Mr.  Calvin.  I  think  you  have  stated  the  question  very  clearly  there. 
He  will  buy  the  wheat  on  these  card  prices.  Now,  then,  in  the  ab- 
sence of  any  exchange  or  future  sales  of  any  kind,  who  would  make 
the  cards  ? 

Mr.  TiNCHER.  The  man  that  actually  pays,  as  he  said,  or  bids  for 
the  wheat — either  the  exporter  or  the  miller. 

Mr.  Calvin.  You  are  touching  one  of  the  most  fundamental  and 
vital  points  in  the  whole  proposition  right  now.  Who  is  going  to 
make  the  cards?  Who  would  determine  what  should  go  on  these 
cards  as  cash  offers  for  wheat?    Who  would  determine  that? 

Mr.  TiNCHER.  The  man  that  is  going  to  buy  the  product  and  then 
sell  it. 

Mr.  Calvin.  What  man  ? 

Mr.  TiNCHER.  Either  the  miller  or  the  exporter,  and  the  con- 
sumer even  would  have  something  to  do  with  determining  it,  because 
his  bids  for  flour  for  that  day  would  have  something  to  do  with  it 
But  you  propose,  in  addition  to  that,  to  constitute  a  fictitious  miracle 
man  that  gambles  in  it  and  let  him  fix  it  t 

Mr.  Calvin.  No,  sir. 

Mr.  TiNCHER.  One  is  right  and  one  is  wrong. 

Mr.  Calvin.  No,  sir :  I  do  not  think  that  is  fictitious. 

Mr.  TiNCHER.  As  M.r.  Caraway  said,  they  do  not  have  any  cotton, 
they  do  not  buy  any  cotton,  they  do  not  sell  any  cotton,  they  do  not 
handle  cotton,  they  never  touch  cotton;  they  gamble  in  the  futures 
in  cotton  and  live  off  of  them.    They  live  as  between  the  man  that 
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produces  it  and  the  man  that  consumes  it,  in  addition  to  the  man  that 
raanufactares  it.  They  live  and  exist  and  prosper  and  thrive,  while 
the  other  fellow  does  not  prosper  and  thrive. 

Mr.  Cajsvtn.  Let  us  see  who  these  gamblers  are  that  you  refer  to, 
I  do  not  think  they  are  all  on  the  exchange  to-day.  If  I  would 
teU  you  that  there  are  very  few  gamblers  on  the  exchange  you  might 
not  believe  it,  but  it  is  a  lact  nevertheless. 

Mr.  Ttncher.  Well,  there  is  some  $50,000,000  paid  in  commissions 
on  these  transactions.    Who  pays  that? 

Mr.  Calvik.  Surely.  It  is  paid  by  the  people  all  over  the  country 
who  buy  and  sell,  not  the  men  on  the  exchange.  The  men  on  the 
exchange  act  as  agents  for  these  people  in  the  country. 

Mr.  Teacher.  Now,  let  use  see  if  we  are  together  on  that.  It  is 
paid  by  the  people  that  buy  and  sell  wheat,  but  do  not  handle  wheat  ? 

Mr.  Calvin.  They  may  and  they  may  not;  there  are  some  of  them 
that  do  not,  no  doubt. 

Mr.  TiNCHBR.  And  that  is  paid  to  whom  ? 

Mr.  Calvin.  The  fellows  that  receive  the  orders. 

Mr.  Ttncher.  That  is,  the  fellows  that  run  tilie  bucket  shops,  the 
fellows  that  run  the  blackboard  in  Chicago,  where  they  have  the 
board  and  do  the  chalk  marking? 

Mr.  Calvin.  Where  the  quotations  are  put  up ;  yes,  sir. 

Mr.  TiNCHER.  And  you  justify  that  on  the  proposition  that  it  has 
a  tendenqr  to  stabiliise  the  farmers'  market? 

Mr.  Calvin.  Yes,  sir ;  I  will  go  that  far. 

Mr.  TiNOHER.  Well,  that  is  the  way  they  justify  it. 

ilr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  Now,  we  did  not  have  that  when  the  Grain  Corpo- 
nition  ceased  to  exist  the  1st  day  of  last  June ;  we  did  not  have  the 
benefit  of  those  gentlemen's  operations  until  by  Executive  order 
they  were  permitted  to  resume  business  on  the  15th  day  of  July. 
From  the  1st  of  June,  without  that,  until  the  15th  day  of  July  there 
was  not  a  fluctuation  of  7  cents  a  bushel  on  wheat,  and  within  3 
davs  after  they  started  operations  there  was  a  big  fluctuation. 

Mr.  Calvin.  You  will  not  contend  for  a  moment  that  if  the  ex- 
changes had  not  been  open  wheat  would  still  be  the  same  price? 

Mr.  TiNCHER.  I  contend  this,  that  if  the  exchanges  had  not  opened 
the  farmer  would  have  had  a  stable  market,  just  like  he  had  beiore — 
I  <lo  not  want  to  use  the  word  "  exchanges  " ;  I  will  say,  if  the  gam- 
blers had  not  resumed.  I  distinguish  between  gambling  in  wheat 
and  the  legitimate  exchanges  in  wheat.  There  are  legitimate  ex- 
changes in  cotton  and  gamblers  in  cotton.  If  they  had  not  resumed 
the  &,rmer  would  have  had  the  benefit  of  a  more  stable  market  for 
his  wheat,  and  the  consumer  would  have  had  the  benefit  of  a  more 
stable  price  for  his  flour,  because  he  would  not  have  been  affected 
by  the  gamblers,  llie  example  we  have  of  the  situation  in  that 
brief  period  of  time  in  which  the  legitimates  were  permitted  to  run 
the  markets  is,  it  seems  to  me,  unanswerable. 

Mr.  Calvin.  Well,  I  repeat  the  question :  Do  you  believe  for  one 
moment  that  if  the  wheat  exchange  had  not  reopened  wheat  would 
still  have  remained  at  the  same  price? 

Mr.  TiNCHER.  I  do,  for  this  reason :  When  those  men  went  in  there 
and  made  fictitious  sales  of  wheat  the^  beat  the  prices  down,  and 
those  same  men  will  profit  again  this  winter  by  putting  it  back  up; 
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and  the  consumer  and  producer  will  both  suffer  by  reason  of  that 
manipulation,  which  is  notlung  more  nor  less  than  plain  straight 
gambling. 

Mr.  Calvin.  Let  us  see.  Of  course,  when  we  make  statements  like 
that  they  are  generally  pretty  broad.  To  whom  do  you  refer  !  Who 
is  it  that  desires  to  put  wheat  down  at  this  time  ana  put  it  up  again 
in  the  winter?    To  what  agency  do  you  refer? 

Mr.  TiNCHER.  I  refer  to  the  people  that  did  do  it. 

Mr.  Calvin.  You  know,  the  speculator  pure  and  simple  has  no 
interest  whatever  in  low-priced  stuff  or  high-priced  stuff ;  he  does  not 
care  anything  about  that.  He  is  passive  about  prices.  All  he 
wants  to  do  is  to  speculate,  and  he  does  not  give  a  continental  what 
the  prices  are. 

Mr.  TiNCHER.  Do  you  mean  to  say  they  do  not  want  to  adjust 
to  the  low-water  mark  when  the  farmer  has  it  and  to  the  high- 
water  mark  after  it  leaves  him? 

Mr.  Calvin.  I  believe  the  speculator  likes  a  high  market  better  than 
a  low  market.  A  high  market  is  an  active  market,  always,  a  chang- 
ing market.  A  low  market  is  a  sagging,  a  regular  market,  and  there 
is  no  chance  for  variation  or  speculation.  So  the  speculator,  as 
such,  pure  and  simple,  alwajrs  favors  a  high  market,  because  it  is 
an  active  market  and  gives  him  a  chance  to  get  in  and  out. 

Mr.  TiNCHER.  How  do  you  explain  this  proposition?  The  price 
of  corn,  without  the  production  of  an  ear  of  com,  changes  a  dollar  a 
bushel  from  one  season  of  the  year  to  another. 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  There  is  that  much  of  a  change  from  the  time  the 
f ramer  delivers  the  bulk  of  his  com  in  the  fall  until  the  time  some 
other  poor  farmer  buys  the  last  of  it  to  make  his  next  crop  with. 

Mr.  Calvin.  Well,  I  have  seen  potatoes  change  $2  a  bushel.  I 
have  seen  other  farm  products  change  more  than  that,  products  that 
are  not  dealt  in  on  exchanges  at  all.  Those  changes  come  about 
whether  we  have  got  an  exchange  or  whether  we  have  not.  It  does 
not  make  any  di^rence. 

Mr.  TiNCHBR.  Your  theory  then  is  that  the  eveil  exists,  that  the 
unfairness  in  marketing  exists,  and  that  to  do  away  with  this  gam- 
bling would  probably  hurt  instead  of  help  ? 

]M&.  Calvin.  How  is  that? 

Mr.  TiNCHER.  Your  theory  is  that  that  evil  exists,  and  will  con- 
tinue to  exist,  and  will  perhaps  exist  in  worse  degree  if  we  do  away 
with  gambling  in  futures? 

Mr.  Calvin.  My  position  is  this,  that  the  exchanges  perform  an 
economic  function  in  the  system  of  marketing  farm  products.  And 
my  position  is  this,  further,  that  if  the  farmers  did  not  have  the 
facilities  afforded  by  the  exchanges  of  the  country  for  the  marketing 
of  their  products,  they  would  be  solely  and  absolutely  at  the  mercy 
of  some  one  great  institution  in  the  country  that  would  forever  fix  the 
price  upon  everything  they  produce,  and  fix  it  as  rigidly  as  the  steel 
company  fixes  the  price  of  steel,  as  rigidly  as  the  International  Har- 
vester Co.  fixes  the  price  of  farm  machinery,  and  as  rigidly  as  John 
D.  Eockefeller  fixes  the  price  of  oil.  I  do  not  believe  anybody  can 
challenge  that  proposition. 

Mr.  TiNCHER.  Well,  Kockefeller  produces  the  oil.  The  steel  com- 
pany produces  the  steel. 
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Mr.  CAL.VI3*.  Listen,  my  friend,  I  will  tell  you  what  I  will  do.  If 
you  will  join  hands  with  me  and  hundreds  of  others  who  have  been 
working-  in  the  interests  of  the  farmers  for  the  last  15  years  to  or- 
ganize the  farmers,  until  the  farmer  can  become  the  Bockefeller  of 
his  business  or  the  Carnegie  of  his  business  or  the  International  Har- 
vester Co.  of  his  business — that  is  what  we  have  been  trying  to  do, 
and  when  that  day  comes,  let  me  tell  you  here  and  now  that  the  ex- 
changes will  go  out  of  business  voluntarily,  because  the  fluctuations 
of  the  market  will  have  ceased. 

Mr.  TiKCHEB.  What  farm  organization  are  you  working  for? 

Mr.  Calvin.  I  have  been  working  in  the  farmers'  Union  for  the 
last  15  years.  As  I  said  in  the  beginning,  I  was  president,  both 
State  and  national,  at  one  time. 

Mr.  TtNcsHER.  And  you  represent  that  organization  officially  here? 

Mr.  Calvin.  No,  sir;  I  do  not. 

Mr.  TiNCHER.  The  Farmers'  Union  in  my  State  have  indorsed  this 
legislation.    They  are  asking  for  it. 

Mr.  Calvin.  Well,  the  farmers'  unions  in  the  various  States  differ, 
don't  you  see? 

Mr.  Ttncher.  The  Farmers'  Union  are  not  willing  to  say  to  Con- 
gress^  "  Do  not  pass  any  laws  for  us ;  we  are  going  to  work  for  our- 
selves." 

Mr.  Calvin.  I  am  not  saying  thatj  I  have  not  finished  my  state- 
ment yet.  I  started  to  tell  you  awnile  ago  that  according  to  my 
view  our  Cotton  Futures  Act  has  functioned  properly,  and  I  am 
here  to  defend  it. 

Mr.  TiNCHER.  Have  you  read  any  of  the  bills  that  are  before  this 
committee? 

Mr.  Calvin.  Yes,  sir;  I  have  read  most  of  them. 

Mr.  TiNCHER.  Have  you  read  the  bill  that  I  introduced? 

Mr.  Calvin.  1  do  not  recall  it  by  name,  whether  I  have  or  not. 
I  read  one  bill  that  provided  for  a  30  days'  period  of  delivery,  and 
another  that  levied  $20  on  every  man  that  dealt  on  the  grain  or  cotton 
exchanges,  and  Mr.  Caraway's  bill,  which  provides  for  abolishing 
the  cotton  exchanges  altogether. 

Mr.  TiNCHER  (handing  copy  of  the  bill  to  the  witness) .  Have  you 
read  this  one  ?  The  definition  of  the  word  "  exchange  "  is  very  im- 
portant in  these  hearings,  because  so  many  people  talk  about  ex- 
changes. 

Mr.  Calvin.  I  do  not  believe  I  have  read  that  bill. 

Mr.  TiKCHER.  I  wisli  you  would  examine  that  and  indorse  it. 
[Laughter.] 

Mr.  Calvin.  I  would  not  feel  like  indorsing  it,  because  I  would 
not  feel  that  I  could  speak  for  our  farmers  to  that  extent.  That  re- 
fers to  wheat,  and  that  is  a  subject  with  which  I  am  not  altogether 
familiar. 

Mr.  TiNCHER.  It  covers  cotton,  too;  I  never  introduced  a  sec- 
tional bill  in  mylife. 

Mr.  Cai^vin.  That  is  a  wonderful  spirit ;  it  is  to  be  commended. 

Mr.  TiNCHER.  But  I  would  not  want  your  testimony  to  be  con- 
strued as  a  denunciation  of  my  bill  unless  you  have  at  least  read  it. 

Mr.  Calvin.  I  have  not  denounced  anybody's  bill  yet;  I  do  not 
intend  to. 
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Now,  the  exchanges  do  this.  They  afford  to  the  fanner  a  regular 
market.  Have  you  ever  tried  to  figure  out  just  what  would  be  the 
result  if  there  were  no  exchanges  at  the  present  time,  no  dealing  in 
these  world-wide  conmiodities,  a  large  percentage  of  whidi  must  be 
exported,  going  to  foreign  markets? 

Mr.  TiNCHEB.  Right  nere,  let  me  call  your  attention  to  this^  so 
that  there  may  be  no  misunderstanding,  i  ou  are  making  a  speech 
against  exchanges,  and  it  might  be  taken  by  some  members  of  the 
committee  as  being  against  the  proposed  legislation.  The  bill  that 
Senator  Capper  and  I  have  introduced  has  the  indorsement  of  the 
legitimate  grain  exchanges  in  some  of  the  biggest  centers  in  the 
United  States.  Now,  a  grain  exchange,  a  great  big  building  that 
houses  a  thousand  men  engaged  in  the  grain  business,  does  not  neces- 
sarily harbor  more  than  a  nundred  or  two  that  are  gamblers  in  grain 
futures.  I  want  you  to  bear  in  mind  that  distinction  between  an 
exchange  and  what  we  consider  illegitimate  gamblers. 

Mr.  Calvin.  I  wish  you  would  remind  me  to  say  something  about 
that  very  difference  between  the  two  before  I  get  throu^i;  but 
there  was  something  I  wanted  to  say  in  connection  with  your  state- 
ment that  certain  grain  exchanges  have  indorsed  your  biU. 

Gentlemen,  I  heard  the  president,  I  believe  it  was,  or  some  one 
representing  the  president,  of  the  Southwestern  Millers'  Association 
testify  day  before  yesterday,  and  in  his  statement  he  indorsed  tliis 
legislation  and  indicated  that  he  believed  the  exchanges  ought  to  be 
done  away  with.  I  find  that  same  idea  in  the  cotton  trade  to  some 
extent.  Since  the  exchanges  were  closed  in  1914  and  the  more  avari- 
cious of  our  cotton  men  got  a  taste  of  what  they  could  do  when  the 
cotton  exchanges  were  closed — ^that  is,  go  out  and  pay  what  they 
pleased  for  cotton,  because  the  bargaining  power  of  the  farmer  was 
not  equal  to  theirs — many  of  them  are  arguing  to-day  for  the  aboli- 
tion of  the  cotton  exchanges.  Before  coming  up  here  I  talked  to 
some  of  the  cotton  men  in  Houston,  some  of  uie  oiggest  cotton  men 
there,  and  the  majority  of  them  told  me  they  felt  no  interest  what- 
ever in  this  cotton  legislation,  that  thev  would  just  as  soon  see  the 
cotton  exchanges  abolished  as  not.  Ana  each  ana  every  one  of  them 
admitted  finally  that  with  the  cotton  exchanges  abolished  thev  could 
increase  their  margin  or  spread.  Why?  Because  then  the  rarmers 
would  not  be  in  possession  of  the  information  that  enables  them  to 
obtain  the  market  price  for  their  stuff. 

So  do  not  overlook  the  fact  that  certain  middlemen — I  do  not  want 
to  criticize  anybody,  but  it  will  be  to  the  advantage  of  certain  middle- 
men to  have  the  exchanges  abolished  entirely.  It  would  be  to  their 
advantage,  but  it  would  not  be  to  the  advantage  of  the  farmer.  As 
I  said  before,  if  they  were  abolished  we  would  then  have  to  have  a 
Carnegie  of  the  wheat  trade,  a  Rockefeller  of  the  cotton  trade,  and 
that  would  doubtless  be  some  great  concern — I  won't  say  McFadden 
&  Co.,  but  they  are,  I  suppose,  the  biggest  cotton  firm  in  the  world, 
and  it  would  be  logical  that  they  should  become  the  price  fixers  for 
the  world. 

Then  what  would  happen  ?  Men  in  the  cotton  business  buy  cotton 
on  limits.  They  get  these  limits  every  morning,  and  they  buy  from 
the  farmers.  Now  then,  from  whom  would  they  get  the  limits?  Why, 
they  would  get  them  from  the  one  great  concern  that  was  able  final  iy 
to  constitute  itself  the  dictator  of  prices  throughout  the  world.    That 
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is  where  they  would  get  them  from ;  they  could  not  get  them  any- 
where else.  It  is  inevitable.  Before  stuff  can  be  bought  throughout 
the  country  their  men  must  know  what  the  market  is.  The  men  must 
know  what  they  can  get  for  it  when  they  sell  it.  So  they  must  look 
to  some  great  central  head  somewhere  or  other  to  sajr  to  them  every 
morning,  by  wire  or  otherwise,  that  to-day  cotton  will  bring  a  cer- 
tain pnce,  or  to-day  wheat  will  bring  a  certain  price. 

Do  we  want  a  condition  like  that  ?  Men  have  appeared  before  this 
committee  and  made  the  statement  that  the  International  Harvester 
Co.  does  not  sell  futures,  and  all  that  kind  of  stuff.  Well,  gentlemen, 
that  is  not  a  parallel  case  at  all.  In  one  case  the  concern  is  big 
enough  to  dictate  the  price ;  in  the  other  case  the  farmer  who  holds 
the  raw  material  is  not  bi^  enoujgh;  he  is  bi^  enough  if  he  is  or- 
ganized^ but  he  is  not  organized  sufficiently  to  dictate  the  price  to  any- 
body. Then  the  dictation  must  come  from  the  other  ends :  that  is  the 
inevitable  result. 

So  I  am  not  surprised  when  men  come  here  who  are  engaged  in  the 
wheat  business  or  in  the  cotton  business — and  some  very  intelligent 
men  engaged  in  the  cotton  business  will  come  before  this  committee 
and  advocate  the  same  thing  that  Mr.  Caraway  advocates.  Why? 
Because  with  some  dictatorial  power  sitting  up  yonder  and  every 
morning  sending  out  tele^ams  throughout  the  world  as  to  what 
cotton  ^all  bring,  saying,  ^uy  on  a  ce^ain  basis  to-day,  the  farmer 
does  not  know  any  more  about  what  the  man  up  yonder  has  said 
that  cotton  shall  lie  worth  to-day  than  the  man  in  the  moon.  And 
that  is  what  we  will  have,  absolutely  and  inevitably,  when  you 
abolish  the  exchanges. 

Mr.  SmoiCK.  Might  not  that  very  fact  hasten  the  day  when  the 
farmers  will  orgamze,  and  instead  of  there  being  a  buyers'  market 
might  not  the  producers  and  sellers  have  something  to  -do  with  fixing 
the  prices? 

Mr.  Cal-vin.  If  the  legislation  passes  I  sincerely  hope  that  will 
be  the  result. 

Mr.  RronicK.  Well,  would  you  not  think  that  legislation  along  that 
line  would  be  helpful  in  that  direction  ? 

ilr.  Cajlvix.  It  is  said  that  necessity  is  the  mother  of  invention.  It 
may  be  that  in  time  the  farmers  would  see  that  the  prices  were  being 
dictated  to  them  by  some  power  that  they  can  not  see,  by  some  man 
fitting  in  a  place  on  his  throne,  and  would  revolt,  and  there  is  no 
telling  how  far  they  might  go. 

Mr.  TiKCHER.  You  think  the  trouble  would  be  that  if  we  would 
exchange  the  bunch  of  gamblers  who  dictate  the  price  now  we  might 
make  a  bad  trade? 

Mr.  CAiiViN.  I  can  not  agree  with  you  that  any  bunch  of  gambleis 
dictates  the  price.  The  gambler  gambles  in  the  market  as  he  sees  it, 
<is  he  thinks  it  is  going  up  or  down.  He  does  not  gamble  to  make  a 
market,  but  because  there  is  a  market  and  because  there  is  a  varia- 
tion in  price. 

Mr.  TrwcHER.  Let  us  see  if  you  are  right  about  that.  They  do 
not  sell  millions  of  bushels  of  wheat  to  put  the  price  down,  and  then 
biiv  wheat  to  put  it  up  again  ? 

Mr.  Calvin.  Who  sells  millions  of  bushels  of  wheat  to  put  it 
down? 
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Mr.  TiNCHER.  I  say,  you  do  not  say  they  do  not  do  that  ? 

Mr.  Iln>DicK.  I  do  not  know  whether  that  is  true  or  not,  but  I  have 
read  that  the  wheat  exporting  interests  right  now  have  pooled  their 
interests  and  that  they  refuse  to  go  on  the  market  on  certain  days  to 
buy  wheat  for  exportation,  and  on  certain  days  they  do  go  in  and 
bu^  wheat  intending  to  bring  the  price  up,  and  then  to  hammer  the 
price  down  they  sell  some  of  their  purchases.    Is  that  probably  true? 

Mr.  Calvin.  I  do  not  know  about  that;  I  have  seen  reports  to  that 
effect. 

But  let  us  get  the  fundamental  side  of  this  question  in  view. 
Speaking  of  gamblers  setting  the  market  by  offering  thousands  and 
even  millions  of  bushels  of  wheat,  I  concede  that  it  is  possible  oii 
the  Chicago  wheat  market  or  the  New  York  or  the  New  Orleans  Cot- 
ton Exchange  to  sell  the  price  of  cotton  or  wheat  down,  because  you 
have  the  money  to  put  up  the  margin  and  back  your  transactions; 
but  I  also  say  you  would  oe  a  fool  if  you  did  it,  and  the  gambler  is 
not  a  fool,  as  a  rule.  He  does  not  dare  sell  the  market  below  what 
he  considers  the  market,  based  on  the  law  of  supply  and  demand; 
for  the  reason  that  every  bale  of  cotton  that  you  sell,  backed  bv  your 
millions  of  dollars,  and  every  bushel  of  wheat  that  vou  sell,  oacked 
by  your  millions  of  dollars,  must  be  bought  back  by  you — ^not  by 
somebody  else,  but  by  jon — before  you  can  close. 

You  may  have  millions  of  dollars  of  profit  on  paper,  but  before 
you  get  through  buying  your  stuff  back  that  you  have  sold  you  may 
have  millions  of  dollars  of  loss,  and  that  is  usually  the  case. 

There  is  nothing  that  the  gambler  likes — if  you  are  going  to  call 
him  a  eambler — like  a  man  going  in  and  setting  the  market  vigor- 
ously, because  it  creates  a  healthy  condition.  Why?  Because  they 
realize,  each  and  every  one  of  them,  that  he  has  got  to  buy  every 
bale  of  it  back,  or  every  bushel  back,  and  when  he  goes  to  buy  it 
back  they  pinch  him.  They  are  in  it  for  the  money,  and  they  make 
him  pay  for  it. 

I  am  telling  you  that  the  ordinary  gambler,  the  man  that  has  been 
designated  as  a  gambler,  is  the  little  fellow  that  pikes  in,  makes  no 
effort  to  control  the  market,  but  gambles  because  there  is  a  market 
to  gamble  on.  I  am  not  guessing  at  that  phase  of  the  question  at  all : 
it  is  absolutely  true.  Somebody  once  said,  ^Oh,  if  mine  enemy  would 
write  a  book.^'    Back  as  far  as  1909  I  tried  to  write  a  book  on  this 

Jiuestion,  I  got  so  thoroughly  stirred  up  over  it  when  I  was  fighting 
or  the  farmers.  Then  the  great  ouestion  was  to  distinguish  by  law 
between  the  bucket  shop  and  the  legitimate  warehouse,  and  it  took 
two  or  three  good  lawyers  two  or  three  years  to  work  out  a  plan, 
but  it  finally  worked  out  and  was  satisfactory,  and  I  think  the  courts 
throughout  the  country  have  recognized  that  there  is  a  difference. 

Mr.  RmoicK.  Take  these  thousands  of  inexperienced  people  who 
jump  in  and  out  of  the  market,  buying  and  selling  wheat  just  because 
there  is  a  market.    Do  most  of  them  make  or  lose  money  ? 

Mr.  Calvin.  Oh,  they  make  an  even  break,  I  suppose,  like  fellows 
playing  poker.  .        fi~   ' 

Getting  back  to  the  Question  that  we  were  discussing,  somebody 
said  that  millions  of  dollars  of  margins  had  been  paid  on  the  Chi- 
ca^  Board  of  Trade.  I  go  on  an  exchange — ^I  never  was  on  the 
Chicago  Board  of  Trade,  but  I  have  been  at  mw  Orleans — ^and  I  see 
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50  or  Y5  men  aroxuid  the  ring.  You  know  what  that  ring  is,  where 
they  buy  and  sell.  Now,  I  doubt  if  there  are  half  a  dozen  that  are 
buying  and  selling  for  their  own  account  at  all ;  they  are  executing 
orders  for  the  country.  They  are  commission  men  or  the  repre- 
sentatives of  commission  men.  The  farmers  are  buying  cotton.  The 
farmers  are  selling  cotton.  Some  of  them  are  speculatively  inclined. 
Some  of  the  merchants  do  it. 

There  are  thousands  and  thousands  of  bales  offered  every  day  as 
hedges  that  must  go  through.  A  considerable  quantity  of  these 
orders  are  legitimate  hedges,  and  they  are  being  transacted,  and 
they  go  to  the  commission  men  and  are  executed  on  the  exchange. 

So  this  little  fellow  that  we  call  a  gambler — there  are  not  many 
of  them  on  the  exchange ;  they  are  around  through  the  country,  buy- 
ing and  selling,  because  they  think  the  market  is  going  up  or  going 
down.  As  Brother  Caraway  said  yesterday,  somelx)dy  convinced  the 
Baptist  Church  up  there  that  it  was  safe  to  buy  cotton,  and  they 
bought  some  and  it  was  wiped  out  the  next  day.  There  are  orders 
like  that  from  all  over  the  country  coming  in  and  bein^  executed. 

Now,  those  men  in  the  country  do  not  feel  that  they  are  mfluencing 
the  market.  You  talk  to  one  of  them,  a  farmer  out  in  the  country. 
He  does  not  feel  that  he  is  affecting  the  market  by  his  buying  or 
selling  some  wheat.  He  is  speculating;  he  thinks  wheat  is  going 
higher  and  he  is  buying  because  he  thinks  so,  or  he  thinks  it  is  going 
lower  and  he  is  selling  because  he  thinks  so.  He  is  away  off  to  him- 
self. And,  believe  me,  they  come  in,  many  more  than  people  would 
think  for.  I  know  many  people  over  all  the  South  who  are  speculat- 
ing the  year  around ;  thousands  of  them  do  it.  They  are  the  gamblers 
we  are  talking  about. 

Of  course,  we  are  inclined,  you  know,  to  talk  about  a  mysterious 
something  up  there  that  is  doing  certain  things,  fixing  the  prices 
in  the  future,  and  yet  98  per  cent  of  those  fellows  on  the  exchange 
are  executing  orders  for  people  all  over  the  country  who  have  no  idea 
that  they  are  gambling,  who  are  buying  and  selling  just  simply 
because  they  think  the  price  is  going  up  or  down. 

I  started  to  say  awhile  ago  that  the  exchange  made  a  ready  market 
for  the  farmers'  products.  In  the  South  the  cotton  farmers  are 
apparently  determined  in  spite  of  all  we  can  do  to  sell  their  crop  in 
three  or  four  months.  I  wish  that  God  Almighty  or  some  other 
power  would  take  them  and  show  them  that  it  is  not  to  their  advan- 
tage to  do  that.  But,  gentlemen,  you  all  know  that  we  have  been 
preaching  in  this  county  for  25  years  to  market  your  stuff  slowly, 
and  yet  in  spite  of  that  it  will  be  dumped  in  the  fall  of  the  year,  and 
then  men  come  in  here  and  talk  about  the  market  going  down  in  the 
fall  and  up  in  the  spring.  And  the  farmer  that  sells  his  cotton  does 
not  know  that  he  himself  is  the  bear  on  the  market. 

Mr.  McLaughijn  of  Nebraska.  Mr.  Calvin,  may  I  say  this  right 
there?  Of  course,  no  doubt,  the  men  in  your  position  are  in  financial 
j^hape  to  hold  the  crop  and  distribute  it  throughout  a  period  of 
months,  but  is  it  not  a  fact  that  a  majority  of  the  cotton  producers 
and  the  grain  producers  can  not  do  that? 

Mr.  Calvix.  I  was  coming  to  that  very  thing.  Our  effort  has  been 
to  get  them  to  try  to  put  themselves  into  shape  to  do  that,  and  I  do 
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not  believe  we  will  ever  solve  this  question  until  by  some  method  we 
do  enable  these  farmers  to  understand  that  it  is  to  their  interest  to 
sell  this  stuff  slowly  and  as  the  trade  demands  it,  and  not  flood  the 
market  in  the  fall  of  the  year,  which  always  breaks  the  market. 

Mr.  McLaughlin  of  Jfebraska.  And  so  finance  them  as  to  enable 
them  to  carry  it. 

Mr.  PuRNELL.  That  means,  then,  that  the  Government  must  step  in 
and  finance  them?  Any  plan  you  might  have  would  not  anticipate 
anvthing  else? 

Mr.  C  ALviN.  I  do  not  know  how  to  work  that  out.  I  am  one  of 
those  old-time  fellows  that  are  opposed  to  the  Government  doing  any- 
thing for  a  man  that  he  can  do  for  himself.  I  was  just  raised  that 
way. 

Sir.  PuRNELL.  I  think  we  are  all  about  that  way. 

Mr.  Calvin.  Yes :  T  feel  that  we  are  taking  too  much  of  the  initia- 
tive away  from  the  American  people,  and  we  are  doing  that  right  in 
this  legislation.  A  lot  of  people  have  gotten  the  farmers  to  l)elieve 
that  there  is  a  cure-all  in  this  legislation.  I  make  the  prediction  that 
if  you  pass  this  legislation  you  will  never  see  any  visible  results  of  it 
on  the  farmers  of  this  country  or  the  farmer's  product.  We  are  at- 
tracting the  farmers'  attention  away  from  the  fundamental  things 
that  he  must  do  in  order  to  improve  his  condition.  We  make  him 
believe  that  sitting  up  yonder  in  Washington  is  a  body  of  men  that 
could  fix  everything  if  they  would,  but  they  won't  do  it.  Grentlemen. 
it  is  wrong.  It  makes  him  a  rainbow  chaser  instead  of  making  him 
look  at  his  own  business  in  the  ijroper  light  and  try  to  remedy  cer- 
tain conditions. 

However,  mark  you,  I  believe  the  farmers  ought  to  have  a  square 
deal  always.  And  I  will  go  further  and  say  that  I  believe  if  we  are 
to  have  a  tariff  upon  the  manufactured  article,  we  should  have  a  tariff 
upon  the  raw  material.  I  am  a  tariff  man  all  the  way  around,  or  a 
free  trader;  that  is  the  way  I  stand  on  the  tariff  question.  And  if 
you  gentlemen  are  going  to  pass  tariff  legislation  to  protect  the  othei' 
interests,  then  we  want  the  tariff  to  apply  to  cotton — not  to  cotton  sq 
much,  because  the  imports  are  so  small  that  it  would  not  affect  us,  hni 
to  apply  to  the  farm  products  that  are  affected  by  the  importation  ol 
products  from  foreign  countries.  1 

Now,  let  me  come  back  to  this  other  point  that  I  wanted  to  brin 
out,  about  where  the  farmer  will  be  in  the  marketing  of  this  stuff 
he  does  not  change  his  plan  of  marketing.    Somebody  asked  yeste 
day,  Who  carries  this  stuff?    The  speculator  does  not  carry  it,  dc 
he?    It  was  spoken  of  in  connection  with  a  storage  company — will 
carries  this  corn?    The  answer  is,  the  elevator  man  and  the  middl 
man  carry  it.    Somebody  says,  "  Then  the  speculator  does  not  car 
it?  "    No;  he  does  not  carry  a  bushel  of  it;  the  middleman  and  tl 
elevator  man  carry  the  grain.    But  how  do  they  carry  it?     Gentl 
men,  if  that  middleman  or  that  elevator  man  could  not  hedge  h 
transactions  he  could  not  afford  to  carry  it,  because  he  would  becon; 
a  rank  gambler  and  speculator  himself.  _ 

Mr.  HuLiNGS.  Nobody  has  to  carrj  any  of  the  actual  stuff,  dl 
they?    All  these  speculative  transactions,  or  gambling  transactioi 
if  you  choose  to  call  them  that,  are  simply  carried  on  this  margi 
the  margin  to  make  the  contract  good? 

Mr.  (Jalvin.  Surely. 
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Mr.  HuuKOS.  There  is  no  carrying  of  any  of  the  actual  stock? 

Mr.  Calvin.  Oh,  my — I  was  discussing  the  cotton  situation  in  the 
South ;  we  produce  a  year's  supply  and  sell  it  in  three  months.  The 
mills  take  it  in  12  months.  Who  carries  the  surplus?  That  is  the 
question.     Why,  the  middleman. 

Mr.  PuBNELL.  If  the  elevator  man  hedges  he  does  not  carry  any- 
thing, does  he? 

Mr.  Cai-vin.  Why,  he  carries  the  actual  grain. 

Mr.  PuBNELL.  But  he  does  not  carry  the  risk  ? 

Mr.  Cai^vin.  None  whatever,  and  that  is  exactly  what  we  want. 
That  enables  him  to  pay  the  farmer  all  there  is  in  his  stuff,  and  en- 
aiJes  him  to  sell  it  to  the  manufacturer  at  the  lowest  possible  price. 

Mr.  PuKNELL..  Who  carries  the  risk,  then? 

Mr.  Caxvin.  Part  of  that  risk  is  carried  through  hedging,  you 
understand.  Of  course,  part  of  it  is  carried  through  speculation,  but 
it  is  not  the  same  kind  of  a  risk.  For  instance,  it  is  possible  for  a 
man  to  commence  when  wheat  is  bringing  $3  a  bushel  and  buy  and 
sell  the  market  in  equal  quantities  every  day,  buying  a  hundred  to- 
day and  selling  a  hundred  to-morrow,  buying  a  hundred  the  next  day 
and  selling  a  hundred  the  next  day,  and  go  down  to  the  bottom  of 
the  market  and  never  lose  anything. 

Mr.  PuHNELi..  But  you  can  not  let  the  elevatoi  man  hedge  and  get 
insurance  in  that  way  without  letting  somebody  carry  the  risk. 

Mr.  Calvin.  That  is  carried  by  the  people  who  deal  on  the  ex- 
change. 

Mr.  Pi;rnell.  The  speculators? 

Mr.  Calvin.  The  speculators — not  all  speculations,  because  many 
of  them  may  be  hedging  transactions.  In  other  words,  my  hedge 
may  offset  yours ;  one  hedge  may  butt  up  against  another  one. 

Mr.  PuRNELL.  A  hedger  is  a  speculator,  is  he  not  ? 

Mr.  Calvin.  No,  sir ;  there  is  where  we  have  to  make  a  distinction. 
The  man  that  hedges  hedges  so  that  he  will  not  have  to  speculate; 
he  hedges  to  avoid  speculation. 

Mr.  PuRNELL.  You  mean  he  does  not  take  a  chance  ? 

Mr.  Calvin.  His  object  in  hedging  is  to  take  no  chance.  That  is 
tiie  meaning  of  the  word. 

Mr.  VoiGT.  But  the  man  that  takes  the  Mother  end  of  the  hedge  is 
a  speculator? 

Mr.  Calvin.  Unless  there  is  another  hedging  transaction  at  the 
other  end. 

Mr.  VoiGT.  But  as  a  general  rule,  in  9  cases  out  of  10,  he  would 
f*  a  speculator? 

Mr.  Calvin.  As  a  general  rule,  I  should  say  there  is  a  speculator. 

Mr.  PtJBNELL.  That  risk  has  to  be  carried  on  to  some  point.  If  two 
hedges  abut  then  the  fellow  who  bought  on  the  other  end  has  bought 
a  product  that  he  expects  to  manufacture  into  some  commercial 
article  ? 

Mr.  Calvin.  Yes,  sir. 

Mr.  PuRNELL.  Then  he  is  going  to  pass  that  on  to  the  consumer  in 
the  end,  is  he  not?    Somebody  has  got  to  carry  that  risk? 

Mr.  Calvin.  I  can  not  say  that  he  will  pass  it  on  to  the  consumer. 
Let  me  illustrate.  Here  is  a  man  that  is  manufacturing  cotton — ^I 
know  more  about  that.  We  will  say  cotton  is  15  cents  now.  Well, 
he  buys  a  future  contract  of  cotton  for  15  cents  for  July  delivery 
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next  year.  In  the  mean  time  he  is  ^oing  to  buy  actual  cotton  to 
manufacture  goods  out  of,  which  he  is  selling.  Well,  he  buys  that 
future  contract.    He  goes  ahead,  and  cotton  goes  to  30  cents. 

Now,  if  the  parity  of  spots  and  futures  is  maintained,  whidi  thej 
usually  are,  that  man  can  go  ahead  and  sell.  He  has  had  that  hedge. 
you  see.  He  can  go  ahead  and  buy  his  cotton  in  that  he  has  bought 
futures  as  a  hedge  against,  you  understand,  and  still  sell  his  goods 
to  the  consumer  oased  on  15-cent  cotton.  He  would  not  be  passiiijg 
anything  on  to  the  consumer  there.  He  can  still  manufacture  his 
goods  out  of  15-cent  cotton,  although  he  paid  30  cents.  Why  ?  Be- 
4^use  he  bought  a  hedge  when  it  was  15  cents.  It  may  be  vice  versa 
but  if  you  even  those  things  up  you  will  see  that  they  just  about 
average. 

Mr.  VoioT.  Let  me  see  about  that.  If  the  manufacturer  buys  cot- 
ton at  15  cents  and  hedges  on  it,  and  the  price  of  that  cotton  goes  u( 
to  30  cents  when  he  has  the  goods  manuxactured,  he  is  going  to  asl 
the  consumer  of  those  goods  to  pay  a  price  basea  on  30-cent  cotton 
is  he  not? 

Mr.  Calvik.  Oh,  I  am  only  telling  you  what  he  can  do;  he  can  sell 
on  the  basis  of  15-cent  cotton. 

Mr.  VoiGT.  But  you  know  he  will  not  do  that? 

Mr.  Calvin.  He  ought  to  do  it,  I  am  telling  you.  But  suppos( 
that  he  contracted  to-day  for  a  thousand  bales  at  15  cents  and  next 
June  it  is  down  to  5  cents.  He  has  lost  10  cents,  but  he  has  got  U 
sell  his  goods  on  that  basis.  In  that  instance,  you  see,  spot  cottoij 
goes  down,  and  he  buys  his  spot  cotton  at  5  cents.  So,  I  say,  in  th< 
aggregate  it  about  evens  up.  If  you  will  just  take  your  pencil  anc 
figure  out  the  hedging  transactions  that  go  on  throughout  all  busi 
ness  you  will  find  that  it  just  about  evens  up. 

Mr.  TiNCHER.  Here  is  a  good  illustration  of  what  you  are  saying 
I  think :  Yesterday  cash  wheat  No.  2  in  Chicago  sold  for  $1.82 ;  that 
was  the  market.  Now,  these  philanthropists  who  are  stabilizing  th^ 
market  and  gambling  in  wheat  had  a  market  of  $1.73  for  March- 
$1.73  a  bushel  for  the  same  class  of  wheat;  May,  $1.67  for  the  sam( 
option.  There  will  not  be  any  wheat  thrashed  and  put  on  the  markei 
between  now  and  May,  and  the  only  object  of  the  gamblers'  handlinj 
that  future  market  in  thaf  way  is  to  depress  the  wheat  market. 

Mr.  Cai.vin.  Now,  let  us  see  who  is  doing  that.  Who  is  th* 
gambler  that  you  are  referring  to  there,  and  what  object  has  he  go 
in  view? 

Mr.  TiNCHER.  I  do  not  know  which  individual  one  of  them  wen 
on  the  board  of  trade  of  yesterday  and  kept  the  future  price  dowi 
10  or  12  cents  below  cash.  Maybe  their  representative  will  be  hen 
to  tell  us. 

Mr.  Calvin.  If  any  man  did  go  on  the  board  of  trade  and  kee] 
it  down  through  the  weight  of  money — ^and  that  is  what  it  takes- 
then  the  men  that  do  not  believe  like  he  does  will  make  him  pay  fo 
it  when  he  buys  it  back. 

Mr.  TiNCHER.  The  history  of  this  bunch  of  philanthropists  for  2 
years  has  been  that  they  have  handled  the  farmers'  product  in  jiu 
that  way,  with  the  possible  exception  of  not  to  exceed  two  weeks  i 
20  vears. 

Mr.  Calvin.  The  view  I  have  of  that  is  this.  This  speculatio 
is  based  upon  world  conditions;  it  is  the  concensus  of  opinion  € 
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the  people  generally  as  to  what  prices  are  or  should  be  at  a  given 
time,  and  that  is  reflected  through  actual  purchases  and  sales,  and 
if  we  did  not  have  that  we  would  have  to  rely  upon  some  other 
agency  to  determine  that  for  us,  which  agency  would  be  oflf  in  a  dark 
corner,  no  telling  where,  maybe  in  Europe. 

Mr.  TmcHER.  What  good  did  that  agency  do  yesterday?  It 
existed  yesterday ;  it  operated  yesterday.  If  I  had  had  wheat  at 
home  yesterday  I  could  have  sold  it,  based  on  Chicago,  at  $1.82. 
Now,  if  I  had  been  a  legitimate  dealer  in  grain  at  home  yesterday 
and  had  bought  wheat  from  the  farmer  to  sell,  shouldn't  I  have  sold 
cash  wheat  instead  of  gambling  in  June  options  or  March  options  { 
Shouldn't  I  have  bought  that  wheat  and  then  sold  it  yesterday  i 

Mr.  Calvin.  As  I  said,  I  am  not  so  well  acquainted  with  the  opera- 
tion of  the  grain  exchange,  but  I  will  say  this,  and  I  believe  Mr. 
Meadow,  of  the  Department  of  Agriculture,  will  bear  me  out.  Re- 
cently the  cotton  market — that  is,  the  relative  difference  between 
futures  and  spots — has  been  pretty  well  maintained,  and  now  futures 
are  a  little  higher  than  spots.  That  is  in  the  cotton  market,  and 
that  is  the  reason  I  believe,  gentlemen,  that  we  have  a  pretty  good 
law.  There  was  a  time,  Mr.  Chairman,  during  the  war,  when  the 
cotton  exchanges  did  not  function,  and  futures  were  away  below 
spots.  Why?    Futures  at  one  time  were  8,  9,  or  10  cents  below  spots. 

It  was  just  this.  The  manufacturers  were  making  such  enormous 
profits  ont  of  the  manufacture  of  cotton  goods  that  they  were  will- 
ing to  pay  any  price  for  the  kind  of  cotton  they  wanted  delivered 
to  them  now — ^not  in  the  future.  And  they  went  into  the  country  and 
found  the  cotton  they  wanted,  and  they  paid  the  price  for  it.  The 
result  was  that  for  spot  delivery  then  and  there  men  were  willing 
to  pay  any  kind  of  price,  because  it  was  not  a  question  of  the 
price  of  cotton ;  the  question  was  to  get  the  kind  they  wanted, 
i^  ause  the  profits  were  there  if  they  got  the  cotton.  That  was  all 
there  was  to  it. 

During  that  time  the  cotton  exchanges  did  not  function  properly^ 
^'Qt  since  that  time  has  passed  we  are  getting  down  to  the  old  basis 
that  we  had  before  the  war,  and  it  seems  to  me  the  law  is  function- 
inirperfectly. 

Mr.  TiNCHER.  Yesterday  cash  com  No.  2  sold  in  Chicago  for  34 
«nts.  These  philanthropists  trading  in  futures  have  the  same  price 
«actly  for  Meij  com  and  1  cent  more  for  July  com ;  and  I  think 
^liat  yesterday  experienced  men  explained  to  this  committee  that 
there  should  be  at  least  a  loading  and  shrinkage  allowance  of  3 
^f  4  cents  a  bushel  on  that  corn.  I  just  want  that  to  go  in  to 
Aow  how  the  philanthropists  are  operating  those  two  markets 
ri?ht  now. 

Mr.  Calvtn.  I  would  much  prefer  that  some  representative  of  the 
in^in  exchange  answer  those  questions,  because  I  do  not  know 
enough  about  the  grain  exchanges  to  attempt  to  do  so  myself. 

Btit  I  want  to  get  back  to  tWs  point  of  what  the  fanner  should 
<lo.  in  view  of  the  fact  that  they  market  so  much  of  their  stuff  in 
^tp  fall  of  the  year,  especially  in  the  South,  where  it  seems  we  must 
^^arket  our  cotton  in  three  or  four  months.  Under  the  present 
\^em  the  men  who  buy  our  cotton,  the  middlemen,  buy  enormous 
J^antities.  The  banks  finance  it  for  them,  and  they  hedge  everv 
^'«'t*  that  they  purchase.    When  they  buy  a  thousand  bales  they 
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sell  a  thousand  bales  against  it.  That  gives  them  a  cash  advance, 
the  banks  extend  larger  credit  to  them,  they  have  to  put  up  less 
margin,  and  they  <  an  take  care  of  enormous  quantities  of  cotton. 
We  come  along  and  sell  cotton  to  these  middlemen,  and  it  makes 
a  ready  market  every  day. 

But  if  hedging  facilities  were  done  away  with  the  middlemen 
would  not  dare  carry  these  enormous  quantities  of  cotton;  thej 
could  not  afford  to  do  it,  because  the  threat  of  war  in  some  foreifrn 
country  might  cut  the  market  in  two  in  one  day.  Take  a  man  witli 
ten,  fifteen,  twenty,  or  fifty  thousand  bales  of  cotton  on  hand.  Ther^ 
is  a  threat  of  war  somewhere,  and  the  market  goes  half  in  twoj 
Under  the  present  system  that  man  knows  that  he  can  hedge  and 
that  the  parity  between  spots  and  futures  will  be  maintained.  The 
result  is  he  can  go  to  the  farmer  and  pay  him  every  dollar  there  i^ 
in  the  cotton  and  deliver  it  to  the  other  fellow  at  a  reasonable  pric^ 
above  what  he  pays  the  farmer.  Otherwise  he  would  have  to  in^ 
crease  his  margins.  There  is  no  telling  how  much  he  would  have  td 
increase  his  spread  to  justify  him  in  carrying  this  inunense  loadi 

Mr.  RiDDicK.  Now,  Mr.  Calvin,  you  seem  to  think  this  presen^ 
system  is  so  commendable 

Mr.  Calvin.  I  do  not  say  it  is  commendable. 

Mr.  RmnicK.  Well,  you  seem  to  be  defending  it.  It  just  occurs 
to  mei  from  a  public  point  of  view — not  only  from  the  standpoint 
of  the  farmer  but  from  that  of  the  consumer — ^that  there  is  a  vastlj 
wider  spread  than  there  should  be  between  what  the  producer  rej 
ceives  and  what  the  consumer  pays.  Of  course  somebody  is  eni 
titled  to  carrying  charges  and  shrinkage  and  all  that,  but  is  it  noj 
true  that  under  our  present  marketing  system  somebody  is  deriving 
a  great  deal  more  compensation  than  they  are  entitled  to  for  thai 
se  jvice  rendered  the  public  ? 

Mr.  CAL^^N.  Yes,  sir.  By  the  way,  I  will  try  to  get  hold  of  a  cop)| 
of  a  hearing  that  I  had  last  year  before  the  committee  investigating 
the  cost  of  living  in  the  District  of  Columbia.  I  will  write  down  tJj 
Houston  and  get  some  copies  of  that,  because  that  brings  out  tli^ 
very  thing  you  are  talking  about.  Anyway,  the  local  newspaper^ 
here  thought  enough  of  it  to  give  it  a  great  deal  of  space. 

Mr.  RiDDiCK.  As  I  understood  you,  you  said  j^ou  had  not  read  i\M 
Tincher  bill.  As  I  understand  the  Tincher  bill,  it  provides  for  hedff] 
ing  among  men  who  actually  have  the  goods  to  sell  or  actually 
desire  to  have  the  commodities,  but  does  away  with  the  purchase  o\ 
sale  by  people  who  enter  the  market  merely  for  speculation. 

Mr.  Calvin.  A  bill  like  that  would  convert  a  future  exchange  int<l 
a  spot  exchange.  We  do  not  want  our  spot  exchanges  in  New  Ori 
leans  or  New  York;  we  want  our  spot  exchanges  at  our  own  doors. 
If  either  one  of  these  exchanges  operated  under  that  bill  it  woul<l 
have  to  be  a  spot  transaction,  because  only  men  having  spots  coul(l 

deal  in  them. 

In  Manchester,  England,  they  have  a  spot  exchange  which  I  hav^ 
visited.  They  have  a  future  exchange  in  Liverpool.  We  will  saj 
some  man  has  bought  a  thousand  bales  of  cotton  for  future  deliverj 
on  the  Liverpool  exchange.  He  goes  on  the  spot  exchange  and  h^ 
deals  with  you.  He  walks  up,  and  he  says,  "  My  friend,  have  yo^ 
so  many  bales  of  such  and  such  cotton?"  These  mills  all  want  i 
certain  amount  of  cotton.    ''  iTes,  I  have  got  it."    "  What  is  th\ 
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price?"  You  barter  as  to  the  price,  and  you  agree.  He  turns 
around  immediately  and  closes  out  his  future  contract;  one  works 
with  the  other.  But  if  you  confine  the  operations  on  the  exchange 
to  the  men  who  have  actually  got  stuff  to  deliver  you  make  a  spot 
exchange  out  of  it,  and  only  a  spot  exchange,  and  you  destroy  the 
hedging. 

The  Chairman.  The  bills  before  the  committee  have  no  reference 
to  sj)ot  exchanges. 

Mr.  C.4LVIN.  But  they  will  make  spot  exchanges  out  of  them. 

The  Chairman.  We  have  spot  exchanges  now,  and  nobody  sug- 
gests doing  anything  with  them. 

Mr.  Calvin.  If  you  pass  this  bill  limiting  the  dealing  to  men  who 

ve  actually  got  the  stuff,  then  you  convert  the  thing  into  a  spot 
exchange  and  only  a  spot  exchange.  You  destroy  the  hedging 
facilities. 

The  Chairman.  What  is  your  contention  as  to  these  bills  ?  Would 
they  do  away  with  futures? 

Mr.  Calvin.  The  one  pertaining  to  cotton  will.  Mr.  Caraway's 
bill  will  destroy  the  exchanges,  and  I  think  Mr.  Caraway  will 
tell  you  so. 

The  Chair3ian.  What  about  the  other  bills? 

Mr.  Calvin.  Mr.  Tincher,  is  your  bill  the  one  that  provides  for 
the  $20  tax,  or  is  that  Senator  Capper's  bill  ? 

Mr.  Tincher.  1  do  not  think  Senator  Capper's  bill  has  the  $20  tax. 

ilr.  HuLiNGS.  This  bill  excepts  from  the  payment  of  the  tax  the 
seller  who  was  at  the  time  of  making  the  contract  the  owner  of  the 
actual  property;  and  persons,  firms,  or  corporations  who  were  at 
the  time  of  the  making  of  the  contract  regularly  engaged  in  the  busi- 
ness of  growing,  dealing  in,  or  manufacturing  actual  grain,  grain 
products,  or  cotton,  and  who  are  registered.  It  makes  them  free 
of  the  tax  levied,  to  an  amount  in  the  aggregate  of  not  more  than 
tliree  times  the  quantity  of  the  actual  gram  or  cotton  sold  by  such 
person  during  the  fiscal  year. 

Mr.  Calvin.  Well,  I  do  not  know — I  will  tell  you  my  attitude  as 
plainly  as  I  can.  We  passed  the  cotton  futures  act  in  1914,  I  be- 
lieve/after  several  years  of  work  and  after  farmers  all  over  the 
rountry  had  indorsed  the  legislation^  demanding  legislation  just  like 
the  ^rain  exchanges  are  demanding  it  to-day,  and  i  came  here  a  half 
dozen  times  to  try  to  get. some  legislation. 

Now  then,  that  bill  commenced  functioning,  and  it  seemed  to  me 
like  it  functioned  perfectly  well  for  a  while ;  that  is,  that  the  parity 
of  spots  and  futures  was  maintained.  Then  one  of  the  courts  in 
Xew  York  yanked  the  bill  up  and  declared  it  unconstitutional,  on 
the  ground  that  it  originated  in  the  Senate  instead  of  the  House  of 
Representatives,  because  it  had  a  tax  feature  in  it  like  this.  It  was 
iiot  a  revenue  bill,  but  the  court  declared  it  unconstitutional. 

Then  it  took  us  until  iai6  to  get  the  bill  reenacted,  and  we  worked 
ardently  on  it.  The  Department  of  Agriculture  and  the  farmers 
and  everybody  worked  to  get  it  reenacted.  Then  about  that  time  we 
?ot  into  the  war,  and  everything  became  disorganized  and  nothing 
'^uld  function.  Now,  since  the  war  is  over,  the  exchanges  operating 
'"ider  that  law  have  gotten  back  to  functioning  properly  again,  and 
^hat  we  want  now  is  to  try  this  law  out.    The  operation  of  this  law 
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has  been  disturbed  very  seriously,  but  now  it  is  getting  back  to  work 
again. 

Mr.  RiDDiCK.  Is  it  not  a  fact  that  during  the  war  there  was  less 
spread  between  the  price  the  producer  received  and  the  price  the  con- 
sumer paid,  and  hasn't  there  been  an  increase  since  the  grain  ex- 
changes were  reopened? 

Mr.  Calvin.  I  do  not  know  what  has  happened  since  then,  but  I 
do  know  that  during  the  war  and  even  now  the  spread  has  been  sev- 
eral times  greater  than  it  was  previous  to  the  war. 

Mr.  TiNCHEK.  I  am  willing  to  make  the  statement  that  while 
gambling  in  wheat  was  suspended  during  the  war  the  spread  was 
much  smaller  than  it  was  before  or  has  been  since. 

Mr.  McLaughlin  of  Nebraska.  That  is  true. 

Mr.  RiDDiCK.  There  was  a  very  narrow  margin. 

Mr.  Calvin.  It  might  have  been  so  up  North,  but  it  was  not  down 
South  where  we  buy  your  wheat  and  iBiour. 

Mr.  BiDDiCK.  It  was  the  country  over. 

Mr.  Calvin.  I  am  surprised  at  that  statement,  because  during  the 
war  the  spread  between  the  producer  and  the  ultimate  consumer  was 
greater  on  everything  else  than  it  was  on  wheat.  It  increased  200, 
300,  and  400  per  cent. 

Mr.  RiDDiCK.  In  common  with  all  cotton  products? 

Mr.  Calvin.  No;  cotton  products  increased  a  thousand  per  cent 
between  the  producer  and  the  consumer. 

Mr.  RiDDicK.  They  regulated  wheat  and  did  not  regulate  cotton. 

Mr.  TiNCHER.  The  price  of  wheat  was  fixed  by  the  Government. 

Mr.  Calvin.  We  used  to  have  some  cooperative  concerns  in  Texas — 
I  am  familiar  with  the  deals — especially  in  flour.  Prior  to  the 
war  we  handled  flour  on  the  basis  of  5  cents  on  a  50-pound  sack.  I 
am  telling  you  that  during  the  war  that  50  cents  a  sack  profit  was 
allowed  by  the  Food  Administration.  How  can  you  figure  out  the 
spread  was  larger?  Many  are  charging  50  cents  a  sack  yet  for 
handling  flour  now. 

Mr.  RiDDicK.  The  price  of  wheat  has  gone  down  to  about  half 
what  it  was,  though  the  price  of  bread  has  not  changed. 

Mr.  Calvin.  I  will  bring  you  that,  and  I  will  weigh  the  wheat 
before  the  committee  and  5iow  the  facts,  and  give  the  price  of  the 
wheat  and  give  the  number  of  pounds  of  bread  produced  out  of  a 
barrel  of  flour,  and  if  you  do  not  agree  with  me  that  it  has  increased 
about  500  per  cent  instead  of  being  less,  I  will  eat  all  the  bread. 

I  want  to  say  this,  repeating  what  I  have  heretofore  said :  We  are 
trying  this  law  out,  so  far  as  cotton  is  concerned;  it  is  functioning 
fairly  well.  We  want  to  try  it  thoroughly.  We  believe  it  is  going  to 
accomplish  the  purposes  we  have  worked  for  a  number  of  years,  as  a 
number  of  Congressmen  will  verify,  and  finally  brought  about  the 
enactment  of  it.  Now^  then,  we  want  to  try  it  out  thoroughly  and 
see  whether  or  not  it  is  going  to  work  as  we  believe  it  will  work. 
So  far  as  grain  is  concerned,  that  is  a  question  for  you  people  to 
determine  xor  yourselves. 

Mr.  VoiGT.  Let  me  ask  you  a  question :  Is  it  your  opinion  that  if  a 
law  were  passed  stopping  purely  gambling  transactions  in  grain  or 
cotton  that  the  grain  and  cotton  exchanges  would  close  entirely! 

Mr.  Calvin.  Absolutely :  there  is  no  way  out  of  it. 
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Mr.  VoiGT.  You  do  not  think  there  would  be  any  business  left  for 
them? 

Mr.  Calvin.  If  gambling  transactions  or  speculation  was  killed, 
then  there  could  be  no  hedging,  and  that  is  the  function  of  a  cotton 
exchange;  so  that  would  destroy  the  exchange. 

Mr.  yoiGT.  The  purpose  of  the  Tincher  bill  is  not  to  destroy  hedg- 
ing entirely.  You  are  a  little  at  a  disadvantage  by  not  having  read 
the  biJl. 

3fr.  Calvln.  I  know  the  general  principles  of  the  bill. 

Mr.  VoiQT.  Supposing  hedging  were  allowed  to  a  party  who  ac- 
tually owns  the  commodity  and  to  a  party  who  actually  intends  to 
acquire  that  commodity,  do  you  think  then  the  exchange  would 
close? 

Mr.  Calvin.  Exactly ;  that  gets  back  to  the  same  point  because 
they  could  not  exist.  A  hedging  contract  could  not  be  made  of 
that  kind.  To  illustrate,  as  I  did  awhile  ago :  The  chairman  here 
[illustrating!  is  a  manufacturer  who  wants  to  buy  a  hundred  bales 
of  cotton.  He  has  sold  cloth  to-day  requiring  that  much  cotton  to 
produce. 

Mr.  VoiGT.  Let  me  stop  you  right  there? 

Mr.  Calvin.  Yes,  sir. 

Mr.  VoiGT.  If  he  wants  to  buy  that  cotton,  then  under  this  Tincher 
bill  he  is  permitted  to  hedge. 

Mr.  Calvin.  That  is  what  I  am  going  to  tell  you — but  he  could 
not  get  a  hedge  probably. 

Mr.  VoiGT.  Why  could  he  not? 

Mr.  Calvin.  That  is  the  very  point  I  am  ffoing  to  bring  out  in 
my  illustration.  He  wants  to  buy  a  hundred  bales  of  cotton.  He 
^as  going  to  make  the  deal,  and  he  would  be  permitted  to  hedge 
DDfler  the  Tincher  bill.  He  wires  an  exchange  to  buy  100  bales  for 
July  delivery.  I  am  a  dealer  back  here  (illustrating),  but  I  have  not 
any  cotton  to  offer  him.  I  am  not  selling  any  hedges  myself;  in 
other  words,  I  have  not  bought  any  spot  cotton.  1  have  10,000 
bales  on  my  hands.  Therefore  I  have  no  hedge  to  offer.  His  order 
^mes  in  there,  and  maybe  tomorrow  or  the  next  day  I  am  going  to 
offer  spot  cotton  and  could  take  a  hedge.  There  is  nobody  there  who 
^ants  to  do  it.  But  here  is  a  speculator  on  my  left  (illustrating) 
^ho  is  willing  to  take  that  contract,  and  he  sends  in,  and  he  does 
tav,  and  the  next  day  I  come  in  to  sell  on  it  and  he  buys  from  me. 

Mr.  BrooicK.  Why  do  you  assume  you  would  not  have  any  when 
lie  wants  to  buy? 

Mr.  Calvin.  Men  who  hedge  for  protection  do  not  want  to  wait 
a  flay  or  a  week,  because  they  trade  on  the  market,  and  they  want 
^(^  hedge  on  it  just  exactly  at  the  price  they  are  selling  their  goods 
it.  So  when  they  send  the  order  in  they  want  an  acceptance  in  a 
ininute  or  two  minutes. 

Mr.  RiDDicK.  If  you  are  in  the  cotton  business  you  are  going  to 
J^nnish  around  and  get  some  cotton. 

Mr.  Calvin.  It  may  take  them  a  week  to  hunt  me  up  and  get  the 
^^Jton  the  chairman  wanted. 

Mr.  VoiGT.  Is  not  that  the  legitimate  function  of  the  exchange? 

Jlr.  Calvin.  Hedging? 

Mr.  VoioT.  No ;  to  bring  the  buyer  of  the  cotton  and  the  seller  of 
«'e  cotton  together? 
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Mr.  Calvin.  No,  sir;  the  legitimate  function  of  an  exchange  is 
hedging. 

Mr.  VoiGT.  Is  not  that  what  I  had  said — that  hedging  is  the  legiti- 
mate function  of  an  exchange? 

Mr.  Calvin.  No,  sir;  it  may  be  on  a  spot  exchange,  but  not  on 
the  future  exchange.  We  must  distinguish  between  a  spot  exchange 
and  a  future  exchange,  if  we  ever  arrive  at  a  conclusion  of  this 
matter. 

Mr.  VoiGT.  Who  are  the  legitimate  parties  who  have  the  right  to 
seek  the  protection  of  a  hedge? 

Mr.  Calvin.  Men  who  are  dealing  actually  in  the  stuff — farmers 
who  are  growing  cotton.  For  instance,  this  will  be  a  hedge:  I  am 
a  farmer;  I  have  sold  some  cotton  in  that  way.  This  spring  I  may 
say  that  the  market  looks  like  a  good  price  to  me,  in  my  opinion, 
and  I  have  a  right  to  back  my  opinion,  although  some  people  would 
call  it  gambling.  I  have  planted  a  hundred  acres  of  cotton,  and  I 
am  reasonably  sure  of  making  50  bales.  I  get  one  of  my  neighbors, 
who  is  going  to  make  50  bales  of  cotton,  to  join  with  me  in  February, 
and  we  sell  100  bales  for  October  delivery.  October  comes  around. 
I  have  hedged  my  crop  during  the  growing  season.  I  gather  my 
crop,  and  I  sell  it.  I  do  not  deliver  it  to  that  exchange  over  yonder 
(illustrating) ;  that  is  too  inconvenient;  that  is  not  my  spot  market. 
My  spot  market  is  at  home.  I  will  gather  my  cotton,  and  I  sell  it 
on  my  spot  market.  Then  I  sell  my  hedge  over  yonder,  don't  you 
see?     I  have  been  hedged  during  the  year. 

Mr.  VoiGT.  I  do  not  understand  that  the  object  of  the  Tincher  bill 
is  to  prevent  that  sort  of  a  hedge. 

Mr.  Calvin.  I  was  just  going  to  tell  you  who  would  be  permitted 
to  hedge.  You  are  a  big  spot  dealer  in  Houston,  Tex.  You  have 
your  connections  in  Europe.  In  order  to  hold  these  connections 
you  have  got  to  sell  to  them  when  they  request  it  of  you,  if  you  can 
agree  on  the  price.  So,  this  morning,  they  wire  you  they  have  sold 
goods  over  there  and  must  have  a  certain  amount  of  cotton.  They 
make  you  an  offer  on  a  thousand  bales  of  cotton  this  morning.  Yc)u| 
have  not  got  a  bale  of  that.  Do  you  get  me?  They  want  it  for 
July  or  October  delivery.  You  have  not  got  a  bale  of  that  cotton. 
You  sell  it  to  them  just  the  same.  You  have  got  to  sell  them  that 
cotton,  or  somebody  else  will  sell  it  to  them,  and  you  will  lose  your 
connection.  They  have  been  dealing  with  you  for  years.  You  nave 
pot  to  sell  it  to  them  if  the  price  is  right,  and  you  could  not  get  outi 
m  two  months  and  hunt  up  the  kind  of  cotton  they  want.  \^niat 
do  you  do?  You  sell  to  them  and  buv  a  thousand  bales  on  the  ex- 
change. You  are  entitled  to  hedge.  \Vhy?  You  are  not  growin<j 
cotton,  but  you  are  in  the  business,  and  your  obligation  is  to  deliver 
that  cotton  to  that  man  you  sold  it  to  on  the  spot.  Some  time  during 
that  year  you  have  got  to  get  that  cotton,  and  you  have  samples  of  it 
from  a  dozen  counties.  You  have  got  to  bring  it  to  a  concentrating; 
point.  You  have  to  go  through  10,000,  or  15,000,  or  20,000  bales  to 
get  that  amount  of  the  kind  that  man  wants.  You  would  be  en- 
titled to  a  hedge,  I  do  not  know  whether  you  would  under  the  bill, 
but  you  ought  to  be.  Yon  have  not  got  the  cotton.  You  would  be 
selling  something  you  have  not  got,  absolutely,  but  you  would  have 
to  do  it. 
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Mr.  VoiGT.  Yon  say  that  this  man  who  wants  to  buy  cotton 
in  Europe  poes  onto  the  market  and  he  can  not  find  a  single  bale  of 
that  cotton?  What  right  have  you  got  to  make  that  assumption? 
If  you  have  a  cotton  exchange  where  people  have  cotton  for  sale 
and  could  sell  a  future  hedge,  why  can  not  you  buy  that  hedge  just 
as  well  as  you  can  buy  one  to-day  ? 

Mr.  Calvin.  Why  could  not  I  buy  that  hedge? 

!Mr.  VoiGT.  There  will  be  just  as  much  cotton  in  the  world  then  as 
there  is  now. 

Mr.  Calvin.  There  would  not  be  any  liquid  market.  To-day  there 
would  be  a  sale,  to-morrow  another,  and  a  week  later  another,  and 
there  you  would  go. 

Mr.  VoiOT.  There  would  not  be  as  much  cotton  gambled  in,  but 
there  would  be  just  as  much  cotton  for  sale  if  you  cut  out  this 
gambling  as  there  is  now  ? 

Mr.  Calvin.  There  is  another  point  about  that.  In  the  fall  of 
the  year  when  cotton  is  accumulating,  farmers  sell  their  cotton 
in  about  three  months.  The  middleman  is  buying  this  cotton  from 
the  farmer  and  piling  it  up,  and  the  bank  is  financing  the  business. 
He  is  going  to  buy  the  entire  crop  in  three  or  four  months.  Every 
time  he  buys  a  hundred  bales  he  sells  a  hundred  bales  against  that. 
Will  you  tell  me  who  would  buy  that  hundred, bales?  The  spinners 
are  buying  from  month  to  month — ^they  hedge,  too — ^the  middleman 
is  buying  all  the  croji  in  three  or  four  months,  and  every  time  he 
buys  he  sells  a  hedge  against  it.  Here  is  the  middleman  [illustrating"] 
that  is  piling  up  the  spot  cotton,  who  will  sell  these  hedges  in  three 
or  four  months. 

Do  you  know  that  would  be  the  worst  thing,  my  brother,  that 
would  happen  to  the  farmers  of  this  country?  Do  you  know  that 
the  prohibiting  of  those  hedges  against  that  crop  would  absolutely 
demoralize  and  destroy  the  market?  Why?  Because  there  would 
not  be  anybody  to  buy  the  hedges  when  offered  for  sale.  You  can 
not  imagine  a  condition  like  that. 

if r.  VOIGT.  Suppose  you  are  a  farmer  and  have  raised  100  bales  of 
ootton.  You  sell  a  three  months'  hedge  against  that  cotton.  You 
say  there  may  be  a  spinner  who  wants  that  cotton  nine  months  hence  ? 

Mr.  Caxvin.  Yes,  sir. 

Mr.  VoiOT.  Why  can  not  the  man  who  has  bought  that  three 
months'  hedge,  resell  that  hedge  to  the  spinner  on  nine  months'  time  ? 

Mr.  Cal.\^n.  That  would  be  a  question  of  getting  out  and  hunting 
up  men. 

Mr.  VoiGT.  If  these  men  congregate  on  the  exchange  there  would 
not  be  any  difficulty  in  hunting  up  men  who  have  got  cotton? 

ifr.  Calvin.  Very  few  men  congregate  on  the  spot  exchanges,  and 
then  they  are  there  usually  for  spot  purposes;  they  are  not  there 
to  make  hedging  transactions. 

Mr.  RiDDiCK.  Would  it  not  bring  them? 

Mr.  Calvin.  We  do  not  want  the  spot  exchange  so  far  away  from 
the  farmers.    We  want  our  spot  exchanges  at  home. 

Mr.  YoiGT.  The  man  who  is  dealing  in  spot  cotton  has  got  a 
representative  on  the  exchange,  has  he  not? 

Mr.  Calvin.  No,  sir ;  not  always. 

Mr.  VoiGT.  Not  always,  but  he  has. 
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Mr.  Calvin.  He  merely  wires  in  an  order  to  a  commission  house 
to  sell  or  buy  for  him. 

Mr.  VoiGT.  If  he  is  not  there,  he  has  an  agent  there,  and  that  is 
the  same  thing. 

Mr.  Calvin.  Of  course,  there  are  agents  in  these  exchanges  who 
represent  the  public,  who  receive  these  orders  from  all  over  the 
country.  You  may  wire  one  to-day  to  sell,  and  you  may  wire  an- 
other to-morrow  to  sell.  It  is  just  a  matter  of  choice.  Some  would 
patronize  the  same  agents  all  the  time. 

Mr.  VoiGT.  You  are  not  in  favor  of  any  legislation  that  would 
disturb  the  present  conditions? 

Mr.  Calvin.  I  am  in  sympathy  with  the  Lever  law  governing 
futures  until  we  have  time  to  try  it  out.  There  have  been  interrup- 
tions, and  we  want  to  see  whether  it  will  function  properly,  and  then 
if  it  does  not  I  will  be  frank  with  you,  and  I  will  try  to  come  back 
sometime  and  tell  you  wherein  the  Smith-Lever  law  can  be  amended, 
if  I  can.    But  I  grant  you  it  is  a  very  difficult  problem. 

Mr.  McLaughlin  of  Nebraska.  You  said  at  the  beginning  that 
you  represented  a  certain  number  of  farmers  who  asked  you  to  come 
here  and  appear  before  this  committee,  not  officially.  About  how 
many  of  these  farmers  were  there. 

Mr.  Calvin.  I  said,  I  am  partly  here  on  my  own  hook.  I  am  a 
cotton  grower  myself.  There  were  about  a  dozen  of  us.  And  at  the 
same  time  I  want  to  say  that  I  am  a  member  of  the  recognized  board 
of  the  Farmers'  Union,  and  have  been  accustomed  U)  speak  for 
farmers  on  various  questions  for  a  number  of  years. 

Mr.  McLaughlin,  of  Nebraska.  You  are  not  speaking  here  for  the 
Farmers'  Union? 

Mr.  Calvin.  Oh,  no. 

Mr.  McLaughlin,  of  Nebraska.  The  Farmers'  Union  in  your 
State  has  not  taken  any  action  in  regard  to  these  bills  pending  be- 
fore us? 

Mr.  Calvin.  I  am  positive  they  have  not  taken  anv  action  on  any 
of  these  bills.  I  do  not  know  what  their  action  will  be  when  they 
take  it,  but  I  want  to  say  this,  gentlemen :  During  these  hearings  I 
have  heard  you  honorable  gentlemen  call  upon  these  men  here  to 
point  out  just  how  this  can  be  done.  I  believe  you  all  have  realized 
Tor  years  that  this  is  a  very  intricate  question,  a  very  difficult  ques- 
tion to  understand,  and  I  do  not  believe  you  will  find  any  more 
farmers  that  understand  this  question  than  you  will  Congressmen 
who  understand  it. 

You  will  pardon  that  little  levity.  It  is  not  a  question  they  have 
given  a  great  deal  of  study  to,  it  being  an  intricate  trade  question, 
and  it  is  just  simply  something  that  the  average  man  does  not  get 
ahold  of  until  he  concentrates  on  it  and  sits  down  and  thinks  about  it. 

Mr.  TiNCHER.  You  have  been  here  for  several  days  attending 
hearing  ? 

Mr.  CrALViN.  I  came  here  day  before  yesterday. 

Mr.  TiNCHER.  Will  you  do  me  the  honor  by  taking  my  bill  that 
is  pending  before  the  committee  and  read  it,  and  if  you  have  any 
suggestions  to  make  pertaining  to  the  bill  write  me  concerning  it. 
I  would  not  want  to  keep  you  here  now. 
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Mr.  Calvin.  I  will  be  delighted  to  do  it.  But  I  will  say  in  the  be- 
ginning that  I  do  not  want  the  cotton  bill 

Mr.  TiNCHBR  (interposing).  I  would  like  the  bill  read  thoroughly 
before  you  give  me  your  opinion. 

i^fr.  Calvin.  I  am  not  commenting  on  the  grain  exchange  proposi- 
tion. I  am  just  pleading  for  the  law  on  the  statute  books,  that  it 
may  remain  there  until  we  have  an  opportunity  to  try  it  out. 

Mr.  Hutchinson.  Mr.  Eiddick  made  the  statement  awhile  ago 
that  wheat  was  about  one-half  the  price  now  that  it  was  at  the  time 
of  the  war. 

Mr.  RmDicK.  I  did  not  make  the  statement  exactly  that  way,  I 
said  that  the  wheat  price  was  about  half  the  war  price,  and  that  the 
price  of  flour  did  not  drop  correspondingly. 

Mr.  Hutchinson.  The  price  oi  wheat  was  fixed  at  $2.26  during 
the  war? 

Mr.  Calvin.  Yes,  sir ;  I  was  here  when  it  was  done. 

Mr.  Hutchinson.  Mr.  Tincher  says  it  was  worth  $1.82  yesterday. 

Mr.  Calvin.  Yes,  sir. 

Mr.  RrooicK.  It  has  been  going  up  the  last  two  days. 

Mr.  Hutchinson.  No  ;  it  has  not. 

Mr.  RiDDicK.  Oh,  yes;  it  has. 

Mr.  Hutchinson.  After  the  Grain  Corporation  decided  to  quit, 
wheat  went  up  to  $2.76,  after  the  exchanges  were  functioning? 

Mr.  Calvin.  I  do  not  know ;  I  have  not  kept  up  with  the  price. 

Mr.  Hutchinson.  At  that  time  flour  sold  at  about  $14  a  barrel; 
to-day,  with  wheat  at  $1.82,  flour  is  selling  at  $8.50  or  $9  a  barrel. 
So  you  see  the  price  of  wheat  is  dropping  from  $2.26  to  $1.82  only 
cost  24  cents  less,  and  still  flour  has  gone  down  about  $4  or  $5  a 
barrel.  Mr.  Eiddick  makes  the  statement  that  flour  has  not  gone 
down. 

Mr.  Calvin.  I  will  be  able  to  convince  him  that  he  is  in  error  about 
the  spread  during  the  war,  because  if  I  can  not  show  you  the  spread 
is  100  per  cent  more  then  I  will  eat  all  the  bread.  I  believe  it  will  go 
2<'M)  per  cent  between  the  producer  and  the  consumer.  It  is  true  of 
ever>'  commodity. 

Mr.  Hutchinson.  There  is  another  thing  I  want  to  ask  you  about. 
Why  is  this  cash  wheat  in  Chicago  $1.82  and  the  option  $l.Y3f  ?  Can 
you  explain  why  the  spread  was  that  way — the  one  being  March 
wheat  and  the  other  cash  wheat? 

Mr.  Calvin.  Of  course,  as  I  stated  at  the  beginning,  I  was  not 
familiar  with  the  grain  end  of  the  business. 

Mr.  Hutchinson.  You  do  know  something  about  the  cotton  busi- 
ness, do  you  not? 

Mr.  Calvin.  Yes;  I  think  I  do. 

Mr.  Hutchinson.  Can  you  tell  me  when  the  cotton  that  is  raised 
this  year  will  be  used,  when  it  goes  to  the  consumer — ^how  long  it 
takes  to  accomplish  that  result? 

Mr.  Calvin.  Cotton  raised  this  year — it  takes  about  from  three 
to  six  months  to  a  year.    You  mean  irom  the  time  it  is  manufactured  ? 

Mr.  Hutchinson.  Before  it  gets  to  the  consumer. 

Mr.  Calvin.  I  suppose  three  months  would  be  the  shortest  time, 
and  from  that  to  a  year. 

Mr.  Hutchinson.  The  manufacturer  sells  how  long  ahead? 


158  FUTURE  TRADING. 

Mr.  Cal^tcx.  I  have  understood  some  sell  six  or  eight  or  nine 
months  or  even  a  year  ahead. 

Mr.  Hutchinson.  Most  of  them  sell  a  year  ahead  ? 

Mr.  Calvin.  Yes,  sir. 

Mr.  Hutchinson.  In  other  words,  they  put  their  salesmen  out  to 
sell  a  certain  amount  of  manufactured  goods,  and  they  have  got  to 
be  protected? 

Mr.  Calvin.  Yes,  sir.  — • 

Mr.  Hutchinson.  If  they  did  not,  they  would  soon  have  to  quit 
business? 

Mr.  Calvin.  Yes,  sir. 

Mr.  Hutchinson.  In  other  words,  cotton  cloths  are  sold  now  for 
delivery  next  spring? 

Mr.  Calvin,  i  es ;  and  I  will  say  that  the  fact — ^the  only  reason  in 
the  world  I  am  defending  the  law  on  the  statute  books  at  the  present 
time  is  the  fact  that  he  is  able  to  hedge  and  to  buy  ahead,  as  he 
states — ^the  fact  that  he  is  able  to  reflect  a  price  back  to  the  producer 
on  the  narrowest  possible  margin  of  spread,  by  reason  of  the  fact 
that  he  is  able  to  hedge,  don't  you  see?  If  he  had  to  take  the  risk,  if 
he  had  to  sell  goods  a  year  ahead,  not  yet  manufactured,  he  would 
become  the  rankest  kind  of  a  speculator  himself,  and  his  business 
would  become  very  unstable,  and  as  a  result  of  the  fact  that  he 
would  have  to  carry  the  entire  risk  he  would  have  some  way  to  try 
to  cover  that  risk  in  the  spread. 

Mr.  Hutchinson.  I  bought  a  lot  of  Manitoba  wheat  at  $2,39,  de- 
livered at  Trenton.  I  did  not  hedge.  I  can  buy  the  same  wheat  now 
at  $1.87.    Would  I  have  been  speculator  if  I  had  hedged? 

Mr.  Tincher.  You  are  a  miller? 

Mr.  Hutchinson.  Yes. 

Mr.  Tincher.  You  are  not  going  to  take  any  loss  on  the  wheat: 
you  are  going  to  manufacture  and  sell  the  flour? 

Mr.  Hutchinson.  Yes. 

Mr.  Calvin.  Men  do  not  feel  like  they  can  afford  to  speculate  and 
make  business  unsafe,  and  so  a  man  who  does  not  hedge  goes  broke 
sooner  or  later.  I  am  telling  you  it  is  the  history  of  the  cotton  trade 
that  every  man  who  had  engaged  in  that  business  in  the  South  who 
carries  his  cotton  in  the  open  market  sooner  or  later  has  gone  broke. 

Mr.  Tincher.  What  is  the  price  of  flour  to-day,  Mr.  Hutchinson,  at 
your  mill  ? 

Mr.  Hutchinson.  $8.50  to  $9,  and  I  can  not  make  it  out  of  $2.Ji9 
wheat  and  sell  the  flour  at  $8.50  or  $9. 

Mr.  Tincher.  In  making  $9  flour  from  the  wheat  at  $2.35  you 
would  lose  how  much  ? 

Mr.  Hutchinson.  It  would  lose  me  quite  a  good  deal.  I  have  not 
figured  it  out.    I  do  not  want  to. 

I  want  to  ask  you  another  question,  Mr.  Calvin :  You  were  referring 
to  a  table.  I  have  a  little  truck  farm  in  New  Jersey — ^that  is  what 
Mr.  Tincher  would  call  it — and  I  last  year  commenced  to  dig  potatoes 
and  I  sold  them  at  $7.50  a  barrel  wheni  started,  right  out  of  the  field, 
but  I  sold  the  last  of  them  as  low  as  $1  a  barrel,  and  they  are  now 
worth  $1.75  to  $2.  There  is  no  exchange  on  potatoes.  Can  you  ex- 
plain why  the  price  went  down  ? 

Mr.  Calvin.  No,  sir :  I  can  not. 

Mr.  Hutchinson.  Why  not  ? 
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Mr.  Calvi:n.  It  is  just  simply  in  that  case  a  matter  of  the  law  of 
supply  and  demand.  The  same  thing  applied  to  rice.  We  are  rice 
<rrowers  as  well  as  cotton  growers.  Around  Houston  is  one  of  the 
i>i<jgest  rice  districts  in  the  country.  Do  you  know  that  rice  has  gone 
off  150  per  cent  in  price,  much  more  than  wheat.  But  you  can  not 
sell  rice  at  all;  it  is  not  dealt  in  on  the  exchange.  You  can  stand 
here  and  name  other  commodities  a  half  hour. 

Talking  about  great  fluctuations,  while,  mark  you,  the  fluctuation 
in  cotton  is  from  day  to  day,  up  and  down,  but  in  normal  times  around 
a  certain  common  point,  one  way  or  the  other,  yet  the  violent  fluctua- 
tions occur  in  products  where  there  are  no  exchanges,  which  are  not 
dealt  in  on  exchanges.  That  does  not  apply  to  war  times,  because 
everything  fluctuated  during  the  war  times,  and  cotton  did  also.  But 
in  normal  times  cotton  generally  goes  up  and  down  gradually  from 
day  to  day,  but  a  variation  in  price  from  10  points,  or  something  like 
that,  is  afiout  the  limit.  But  we  see  potatoes  fall  oflF  100  per  cent  in 
one  day  sometimes.  We  see  beans  and  various  other  vegetables.  1 
saw  cabbage  fall  off  from  $60  a  ton  in  southwest  Texas  in  less  than 
three  days,  until  farmers  dumped  them  in  the  road  and  could  not 
afford  to  haul  them  to  the  market. 

Mr.  Hutchinson.  Our  March  wheat  brought  $1.73J,  while  cash 
wheat  is  $1.82.  It  is  very  evident  that  the  speculators  who  have 
l;een  buying  this  wheat  thought  wheat  was  going  lower  ? 

Mr.  Oalvin.  Evidentlv. 

Mr.  Hutchinson.  If  he  had  thought  it  would  be  higher  he  would 
have  been  buying  more  and  bidding  it  up  to  cash  wheat  ? 

Mr.  Calvin.   Yes. 

Mr.  TiNCHER.  Will  the  gentleman  claim  that  that  is  due  to  the 
law  of  supply  and  demand? 

Mr.  Hutchinson.  Absolutely. 

Mr.  TiNCHER.  We  are  going  to  produce  wheat  between  now  and 
March. 

Mr.  HrTCHiNSON.  I  am  a  miller,  and  when  we  were  paying  $2.50 
ff»r  wheat  hundreds  of  farmers  called  us  up  every  day  and  said  they 
wciuld  not  take  less  than  $3  or  $3.50,  and  they  have  got  the  wheat 
now. 

Mr.  TixcHER.  I  want  to  be  in  the  record  as  stating  that  the  visible 
supply  of  wheat  will  not  justifv  any  such  assumption  as  that,  and 
that  the  only  possible  excuse  for  holding  down  future  options  is 
nn  attempt  on  the  part  of  the  Chicago  wheat  gamblers  to  hold  the 
price  down  on  wheat  in  the  hands  of  the  farmers. 

Mr.  Calvin.  Let  us  get  this  one  principle  in  our  minds  which  has 
been  mentioned  here  a  good  many  times: 

The  Chairman  (interposing).  Is  not  the  situation  this:  At  pres- 
ent there  is  an  urgent  demand  for  immediate  delivery  of  wheat? 

Mr.  Cai^vin.  Yes. 

The  Chaikman.  Which  accounts  for  the  spread,  and  anybody  who 
buvs  May  wheat  takes  the  chances  on  the  market? 

Mr.  Calvin.  To  illustrate  this  very  point  which  you  are  making: 
In  Houston  and  Galveston,  Tex.,  here  is  a  man  who  has  contracted 
for  20,000  bales  of  space  in  a  steamship.  The  steamship  is  due  next 
week.  He  has  not  got  a  bale  of  that  cotton  on  hand.  He  goes  out 
there  and  he  pays  any  price  to  get  that  cotton  to  assemble  it.    That 
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may  make  the  market  look  out  of  loint.  You  will  see  spots  go  ii 
Houston  a  good  many  points  above  futures,  but  that  is  nothing  to  g 
by.  Sometimes  there  is  immediate  demand  for  shipment  of  spo 
stuff,  and  they  will  go  out  and  pay  anything  for  it  m  order  to  fil 
the  space. 

The  Chairman.  Then  frequently  the  spot  price  is  above  the  futur 
price  ? 

Mr.  Calvin.  Frequently. 

The  Chairman.  6ut  generally  the  carrying  charges  are  include< 
in  the  future,  as  stated  by  Mr.  Hutchinson. 

Mr.  TiNCHER.  That  is  not  true 

The  Chairman  (interposing).  It  is  true  to-day.  Cash  wheat  i 
above  future. 

Mr.  TiNCHER.  Certainly,  and  practically  is  always.  I  will  yen 
ture  this  assertion,  that  in  20  years,  except  during  the  war  period 
there  have  not  been  30  days  but  what  that  condition  prevailed. 

The  Chairman.  Anybody  having  wheat  yesterday  could  sell  hi 
wheat  for  $1.82  ? 

Mr.  Calvin.  Yes,  sir. 

The  Chairman.  And  could  buy  wheat  for  May  delivery  at  $1.67 
that  is,  if  the  farmer  had  the  wheat  in  the  bin  he  could  unload  v 
yesterday  at  $1.82  and  buy  back  May  at  $1.67. 

Mr.  Calvin.  I  do  not  see  that  that  is  any  advantage  to  the  farmer 

Mr.  TiNCHER.  That  is  done  to  keep  the  farmer's  product  down  U 
$1.82,  or  just  as  low  as  possible. 

Mr.  Calvin.  We  say  that,  but  what  force  is  doing  it?  Just  pui 
your  finger  on  the  man  who  says  he  wants  the  farmer's  wheat  to  ^c 
down.  The  little  gambler  does  not  care  anything  about  whethei 
it  goes  up  or  down ;  all  he  wants  to  do  is  to  speculate  on  the  market 

The  (Jhairman.  According  to  the  testimony  given  before  t\\h 
committee,  quite  a  good  many  of  them  are  inclined  to  speculate? 

Mr.  Calvin.  There  has  been  a  good  deal  said  about  short  selling 
Let  us  get  this  in  our  minds — that  every  time  a  man  sells  a  huudreti 
bales  of  cotton  or  a  thousand  bushels  of  wheat  somebody  buys  it 
It  is  never  sold  without  being  bought.  If  selling  is  bearish  then 
buying  is  bullish ;  the  one  offsets  the  other.  Temporarily  it  may  U 
upset.  Some  man  with  too  much  money  may  influence  the  markel 
one  way  or  the  other.  He  may  decide  he  is  going  to  put  it  up  toe 
high,  and  then  the  other  fellow  is  laying  for  him,  as  we  say  down 
South,  and  "  will  get  his  goat."  i 

The  Chairman.  Have  you  almost  finished  ?     It  is  now  half  past  12 

Mr.  Hutchinson.  I  might  ask  Mr.  Calvin  one  more  question 
For  instance,  I  can  buy  a  hundred  bales  of  cotton  from  you  to  hi 
delivered  in  May? 

Mr.  Calvin,    x  es. 

Mr.  Hutchinson.  If  I  do  not  make  up  my  mind  to  sell  thaf 
cotton  you  have  got  to  deliver  it  if  I  buy  through  you. 

Mr.  Calvin.  I  did  not  get  the  question. 

Mr.  Hutchinson.  If  I  buy  a  hundred  bales  of  cotton  from  yoU 
to  be  delivered  in  May,  and  1  do  not  make  up  my  mind  to  sell  that] 
you  have  got  to  deliver  it  ? 

Mr.  Calvin.  Absolutely.  There  is  another  point:  Some  peopll 
say  that  you  can  not  enforce  delivery.  If  I  buy  a  hundred  bales  o\ 
cotton  from  you  for  delivery  in  May,  July,  or  October,  if  I  wan^ 
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i-utton  all  I  do  is  to  sit  on  my  contract  until  it  matures,  and  you  may 
not  have  that  cotton;  somebody  else  maj  have  it,  but,  mark  you, 
1  get  the  cotton  on  the  contract  I  made  with  you,  not  somebody  else. 

Mr.  Evans.  Suppose  you  can  not  get  the  cotton ;  how  are  you  go- 
incr  to  force  delivery? 

Mr.  Calvin.  That  would  be  a  question  to  be  settled  in  court. 

Mr.  Evans.  Then,  you  would  pay  him  on  his  contract,  just  like 
jou  do  when  gambling? 

Mr.  Calvin.  No,  sir.  The  last  holder  of  that  contract  has  got  to 
furnish  that  cotton  if  I  demand  it. 

Mr.  Evans.  But  you  can  not  if  he  has  not  got  the  cotton.  Then 
what  are  you  going  to  do  ? 

Mr.  Calvin.  We  can  not  conceive  of  a  condition  where  they  could 
not  get  it  at  all. 

Mr.  Evans.  They  have  found  just  that  condition  in  the  past. 

Mr.  Calvin.  It  has  nev-er  occurred  in  my  life  when  a  man  could 
not  get  the  cotton  at  all. 

Mr.  TiNCHER.  Are  you  giving  a  legal  opinion  or  a  practical 
opinion? 

Mr.  Calvin.  A  practical  opinion.    That  is  how  it  is  carried  on. 

Mr.  Hutchinson.  If  he  did  not  deliver  it  he  would  have  to  get 
out  of  the  exchange? 

Mr.  Calvin.  Yes,  sir. 

Mr.  EvAN.s.  Frequently  they  do  not  deliver  and  do  not  get  out  of 
the  exchange. 

Mr.  Cal^^n.  They  have  to  settle  that  among  themselves.  You 
probably  would  not  want  me  to  deliver.  You  would  probably  want 
to  buy  cotton  elsewhere. 

Mr.  Evans.  Is  it  not  'a  fact  that  speculators  only  make  money 
when  there  is  a  fluctuation  in  prices?  If  the  price  ^ayed  perfectly 
level,  speculators  could  not  exist  ? 

Mr.  Calvin.  Sure. 

Mr.  Evans.  And,  therefore,  it  is  to  their  interest  to  make  fluctua- 
tions? 

Mr.  Calvin.  Yes :  but  the  fluctuations  are  less  violent  owing  to 
their  stabilizing  influence. 

The  Chairman.  Without  objections,  the  committee  will  now  stand 
adjourned  until  to-morrow  morning  at  10  o'clock. 

(Thereupon,  at  12.30  o'clock  p.  m.,  the  committee  adjourned  to 
meet  to-morrow,  Saturday,  January  8,  1921,  at  10  o'clock  a.  m.) 

34574—21 ^11 


FUTURE  TRADING. 


r 


Committee  on  Agricultuke, 

House  or  Representatives, 
Washington^  D.  C.  Saturday^  January  5, 1021, 

The  committee  met  at  10  o'clock  a.  xcl  pursuant  to  adjoummeni 
onyesterday,  Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Is  Mr.  Marst 
in  the  room?    [A  pause  without  response.]    Is  Mr.  Jackson  here? 

Mr.  Jackson.  Yes,  sir. 

The  Chairman.   The  committee   will  be  pleased  to  hear   you 

SATEHENT  OF  MB.  L.  B.  TACESOIT,  BIBECTOB  STATE  BITBEAI 
OF  HABXETS,  DEPABTHENT  OF  AaBIGXTXiTXTaE,  STATE  0] 
OEOBSIA,  ATLANTA,  OA. 

The  Chairman.  You  will  please  give  your  name,  whom  you  repre 
sent,  and  your  place  of  residence,  so  that  the  reporter  may  put  it  ii 
the  record. 

Mr.  Jackson.  My  name  is  L.  B.  Jackson;  I  am  director  of  th< 
State  Bureau  of  Markets,  Department  of  Agriculture,  State  o! 
Georgia ;  my  headquarters  are  at  Atlanta. 

Mr.  Chairman  and  gentlemen  of  the  committee,  inasmuch  as  therj 
is  likely  to  be  some  controversy  in  my  State  as  to  the  remarks  I  mafc 
here,  I  have  reduced  them  to  writing  and  will  read  them  to  the  com 
mittee.    My  statement  is  very  brief. 

Kepresenting  the  Georgia  Department  of  Agriculture  I  state  thai 
speculative  short  selling  on  the  exchanges  is  a  curse  to  agriculture. 

By  speculative  short  selling  I  mean  the  act  of  a  speculator  selling 
a  commodity  on  the  board  that  he  does  not  own  or  possess  and  whicl 
does  not  exist.  It  is  a  natural  act  for  one  to  buy  that  which  they  di 
not  have,  but  it  is  an  unnatural  act  for  one  to  sell  that  which  they  d< 
not  possess.  It  is  unfair  to  permit  the  real  owner  of  a  product  ti 
have  to  compete  in  selling  with  a  group  of  men  who  do  not  own  no 
produce.    I  urge  legislation  that  prohibits  speculative  short  selling 

This  legislation  should  compel  the  seller  of  a  future  contract  tl 
file  with  the  exchange  handling  the  trade  an  affidavit  showing  tha 
the  seller  is  the  owner  of  the  commodity  sold  and  also  showinj 
where  it  is  stored.  There  should  be  a  stiff  penalty  for  false  swearin| 
and  the  agents  of  the  Secretary  of  Agriculture  should  verify  th 
affidavits  by  inspection  of  the  books  of  the  seller. 

The  foregoing  suggestion  is  not  a  theory.  It  is  already  a  provei 
sucx!essful  remedy.     During  the  war  a  speculative  bear  raid  w« 
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made  on  cotton  and  the  Chief  of  the  Federal  Bureau  of  Markets,  Mr. 
Cha&  J.  Brand,  who  was  also  chairman  of  the  cotton  committee  of 
the  War  Industries  Board,  was  urged  to  issue  an  order  stopping 
speculative  short  selling.  He  did  so  and  the  bear  raid  was  stopped. 
This  was  done  under  authority  of  a  war  measure.  The  reconis  of 
the  Federal  Bureau  of  Markets  will  show  that  the  remedy  was  sue- 
cessful  and  that  the  legitimate  hedging  on  the  exchange  was  not  im- 
paired. 

The  exchanges  will  tell  you  that  if  you  prohibit  speculative  short 
selling  you  will  cut  down  their  business  to  where  it  will  not  be  profit- 
able tor  them  to  operate  and  that  they  will  close  and  that  then  there 
will  be  no  place  for  a  legitimate  hed^e.  My  answer  to  that  is  that 
I  do  not  believe  they  will  close,  and  if  they  do,  so  much  the  better. 
Then  create  by  legislation  a  Federal  exchange  where  legitimate 
trades  can  be  executed. 

The  Chairman.  Do  you  represent  any  other  organization? 

Mr.  Jackson.  No,  sir;  I  am  a  State  official,  and  draw  my  salary 
from  the  State  of  Georgia,  and  have  no  other  interest  in  this  matter 
than  the  welfare  of  the  people. 

Mr.  McKiNLEY.  I  think  you  have  made  some  very  good  sugges- 
tions: won't  you  go  on  and  carry  out  your  idea  about  a  Federal  ex- 
change, giving  more  details? 

Mr.  Jackson.  The  statement  that  I  concluded  with  ? 

Mr.  McKiNLET.  Yes. 

Mr.  Jackson.  I  say  if  the  exchanges  as  at  present  organized  can 
not  prosper  without  speculative  short  sales  then  the  Congress  should 
establish  an  exchange,  under  the  Bureau  of  Markets,  Federal  Depart- 
ment of  A|priculture,  wherein  trade  can  be  dealt  in  in  a  proper  way 
but  stop  this  speculative  short  selling.  The  details  of  such  a  plan  I 
have  not  worked  out. 

Mr.  Tincheb.  It  probably  would  not  be  necessary  to  establish  such 
an  exchange  because  our  experience  during  the  war  has  taught  us 
that  we  may  have  a  legitimate  exchange  without  the  speculative 
short  selling  and  gambling  in  futures.  That  was  prohibited  during 
the  war. 

Mr.  Jackson.  I  say  here  that  when  the  order  was  put  into  effect 
stopping  short  selling  the  exchanges  continued.  They  said  they  were 
not  thriving;  nevertheless,  they  continued  to  do  business.  Therefore 
I  do  not  believe  they  would  close  if  we  forbid  this  speculative  short 
selling. 

Mr.  Ti^CHER.  The  grain  exchanges  did  not  stop  during  the  war 
at  all. 

Mr.  Jackson.  No,  sir.  This  refers  to  cotton  exchanges,  but  my 
remarks  refer  not  only  to  cotton,  but  to  wheat,  com  and  other  farm 
products. 

Mr.  HxjLiNos.  You  do  think  that  speculative  short  selling  is  in- 
jurious to  the  producer? 

Mr.  Jackson.  Yes,  sir;  speculative  short  selling  is  certainly  in- 
jurious to  the  producer  and  to  the  consumer  as  well,  I  think. 

Mr.  HtTLiNos.  How  would  it  be  if  somebody  does  not  buy  ?  Isn't 
loner  buying  of  advantage  to  the  producer  ? 

Mr.  tJACKSON.  What  I  referred  to  is  the  selling  of  something  that 
does  not  exist,  and  I  maintain  that  thut  is  fundamentally  wrong. 
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Mr.  HuLiNGS.  Where  do  you  draw  the  line  ?  If  I  expect  to  get  a 
team  of  horses  from  you  but  you  are  not  ready  to  deliver  them  yetj 
can  not  I  sell  that  team  of  horses  to  my  friend  Tincher  here  ? 

Mr.  Jackson.  Clearly  so,  and  under  my  statement  here. 

Mr.  HuLiKGS.  No ;  I  have  not  yet  got  that  team  of  horses. 

Mr.  Jackson.  You  ought  to  have  it. 

Mr.  HuLiNGS.  I  am  seTlinff  it. 

Mr.  Jackson.  You  are  selling  something  that  you  have  not  got 
That  is  what  I  am  objecting  to. 

Mr.  HuMNGS.  But  I  am  depending  upon  my  contract  with  yoij 
for  you  to  deliver  the  team  of  horses  to  me  as  per  contract. 

Mr.  Jackson.  I  think  that  is  one  of  the  bad  practices  of  the  ex^ 
changes  as  they  exist  to-day. 

Mr.  HuLiNGS.  Isn't  it  true  that  in  all  trades  and  in  all  businesses 
that  same  thing  is  done? 

Mr.  Jackson.  Not  that  I  know  of. 

Mr.  HuMNGS.  Do  you  think  there  is  anything  wrong  if  I  mak< 
a  contract  with  you  to  pay  vou  $260  for  a  team  oi  horses,  and  befor^ 
I  have  received  the  team  oi  horses  I  sell  them  for  $300? 

Mr.  Jackson.  That  is  not  a  fair  or  parallel  case.  That  is  in  i 
different  line  of  business  from  this  future  trading.  Gambling  doei 
not  enter  into  the  kind  of  transaction  you  are  ta&ing  about.  lELevi 
gambling  enters  into  the  whole  thing,  and  that  is  the  trouble  to-da]^ 

Mr.  HuLiNGS.  But  I  am  talking  about  buying  something  that  ^ 
man  has  not  yet  to  sell,  but  that  he  contracts  to  deliver  to  me  in  th^ 
future. 

Mr.  Jackson.  Yes,  sir ;  but  that  is  a  case  that  does  not  come  unde] 
this  gambling  and  speculative  short  selling  business  that  we  ar< 
talking  about  on  the  exchanges. 

Mr.  HuMNGS.  It  is  a  short  sale. 

Mr.  Jackson.  But  not  of  the  kind  that  I  am  referring  to. 

Mr.  VoiGT.  In  the  case  you  put  to  the  witness  the  other  gentlemai 
has  the  horse. 

Mr.  HuiiiNGS.  But  I  have  not  got  him  yet 

Mr.  VoTGT.  But  he  has  agreed  to  deliver  the  team  of  horses  to  you 
and  in  that  case  you  can  sell  the  horses. 

Mr.  HuLiNGS.  It  is  a  short  sale. 

Mr.  Jackson.  But  in  the  case  of  cotton  300,000,000  bales  are  sold 
while  only  a  comparatively  small  proportion  of  that  number  actualli 
exists.    We  must  know  that  that  is  fundamentally  wrong. 

Mr.  Tincher.  As  a  further  illustration  of  the  soundness  of*  you; 
remarks,  Mr.  Jackson,  I  want  to  call  attention  at  this  time,  for  tl^ 
benefit  of  the  record,  to  the  fact  that  I  see  wheat  sold  on  yesterda; 
in  Chicago  at  $1.85| ;  that  March  option  closed  in  Chicago  at  $1.71^ 
cash  wheat  having  gpne  up  and  option  wheat  having  gone  down 
8nd  that  the  May  option,  at  a  time  when  there  will  not  be  any  whea 
thrashed,  between  now  and  then,  wheat  closed  at  $1.64,  having  gon 
down  from  $1.66  to  $1.64. 

Mr.  Jackson.  Exactly. 

Mr.  Tincher.  Could  there  be  anything  more  patent  than  th 
market  having  been  sold  down  by  the  gambling  process  ? 

Mr.  Jackson.  Absolutely. 

iir.  McKiNi^T.  What  is  there  to  prevent  a  man  from  buying  tha 
wheat  from  Argentina. 
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Mr.  TiNCHER.  Because  of  the  proposed  tariff.  If  li^  does  he  will 
have  to  pay  for  it.  We  now  have  more  arguments  in  support  of  the 
emergency  tariff  law  than  we  ever  had  before. 

Mr.  Jackson.  I  have  no  other  interest  in  this  matter  than  my  ofli- 
rial  duty,  but  there  is  nothing  clearer  to  me  than  that  it  is  the  para- 
mount dutv  of  the  Congress  to  stop  speculative  short  selling. 

Mr.  McKixLEY.  This  development  by  the  Bureau  of  Markets,  De- 
partment of  Agriculture,  is  going  to  help. 

Mr.  Jackson.  The  Federal  Bureau  and  the  State  Bureau  of  Mar- 
kets in  Georgia  are  cooperating  closely  together,  and  we  all  want  to 
see  that  work  developed. 

Mr.  AIcKiNLEY.  That  really  is  going  to  be  of  great  help. 

Mr.  Jackson.  It  is  helping,  but  will  not  reach  this  trouble. 

ilr.  McKiNLEY.  But  it  will  help. 

Mr.  Jackson.  Not  without  legislation.  It  will  not  reach  this 
trouble  we  are  talking  about  without  further  legislation. 

Mr.  McKiNLEY.  Would  it  put  the  exchanges  out  of  businens  if  we 
''nuld  give  the  farmer  a  direct  market? 

Mr.  Jackson.  No,  sir ;  we  permit  here  a  thing  to  go  on  that  is  im- 
proper and  injurious.  If  there  are  a  dozen  men  here  who  have  raised 
wheat,  and  have  done  it  with  their  toil,  or  invested  their  money  in  it, 
how  unfair  it  is  to  put  those  dozen  men  in  competition  with  a 
thoiLsand  men  who  have  not  raised  a  bushel  of  wheat.  The  producer 
is  in  competition  with  men  who  never  raise  any  wheat,  do  not  own 
anv  wheat,  but  who  simply  gamble  on  the  misfortunes  of  others. 

The  Chairman.  Referring  to  the  matter  of  regulations,  do  you 
have  a  limit  of  a  certain  number  of  bales  to  each  operator? 

Mr.  Jackson.  During  the  war,  do  you  mean  ? 

The  Chairman.  Yes. 

Mr.  Jackson.  That  committee  issued  an  absolute  order  stopping 
sj)eculative  short  selling.  No  man  could  make  a  future  sale  without 
filing  with  the  secretary  of  the  board  an  affidavit  showing  that  he 
was  the  absolute  owner  of  the  propertj^  sought  to  be  sold. 

The  Cbu^irman.  It  also  limited  the  number  of  bales  dealt  in. 

Mr.  Jackson.  I  could  not  say  as  to  that.  It  prohibited  him  from 
«^lling  anything  he  did  not  own.  As  to  the  c^her,  I  do  not  know 
tU)ut  that  because  I  do  not  recall  anything  of  the  kind,  but  as  to  this 
I  was  here  at  the  time  and  participated  in  it. 

Mr.  HuLiNGS.  Six  years  ago  I  introduced  a  bill  in  the  Congress 
which  provided  that  when  a  man  sold  anything,  or  agreed  to  sell 
anvthinff.  he  had  to  make  a  contract  designating  what  it  was,  giving 
the  nunaber  of  the  certificate  if  it  was  a  warehouse  certificate,  or  the 
^de  certificate  had  to  be  shown,  and  that  he  had  to  deliver  that  stuff 
at  the  end. 

Mr.  Jackson.  Did  your  bill  have  reference  to  the  futures  act  ? 

Mr.  HtJUNGS.  Yes. 

Mr.  Jackson.  Well,  that  is  the  same  line  that  has  been  up  in  some 
Either  bills  since,  and  I  think  the  House  passed  it  but  I  am  not  sure ; 
but  that  does  not  affect  just  the  thing  we  are  after  here. 

Mr.  HtJUNGs.  That  would  prevent  selling  wind  and  buying  wind, 
wouldn't  it? 

Mr.  Jackson.  If  the  seller  had  to  state  where  the  stuff  was  and 
the  grade,  it  would.    That  is  just  another  way  of  doing  it. 
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Mr.  Bainet.  What  would  prevent  the  passing  of  one  certificate 
of  evidence  from  one  party  to  another?  In  other  words,  if  Mr. 
Hulings  sold  to  me  I  would  have  the  certificate  of  ownership,  and 
I  could  pass  it  on  to  somebody  else. 

Mr.  HuLiNG.  In  that  case  you  would  have  to  make  another  con- 
tract of  your  own,  and  unless  you  had  the  stufE  you  could  not  make 
a  contract. 

Mr.  Bainey.  But  if  I  had  a  certificate  of  ownership  I  would  have 
the  stuff. 

Mr.  Hui^iNGS.  I  would  sell  the  stuff  to  you  but  you  have  not  got 
it,  and  you  cannot  sell  it  because  you  have  not  got  it. 

Mr.  \  oiGT.  You  can  under  the  Tincher  bill. 

Mr.  Bainey.  Suppose  I  get  a  certificate  of  ownership  and  I  pass 
it  on  to  another  man? 

Mr.  Hulings.  You  would  have  to  make  a  contract  with  the  other 
man  and  put  a  revenue  stamp  on  it. 

Mr.  Jackson.  You  understand  that  the  title,  under  my  contention, 
must  be  in  the  party  dealing.  The  title  can  not  be  in  two  owners 
at  one  and  the  same  time. 

Mr.  VoiGT.  The  thing  that  is  suggested  now  and  that  is  bothering 
me  about  this  bill,  is  this:  Sav  vou  have  100  bales  of  cotton,  and 
you  sell  those  100  bales  of  cotton  to  Mr.  Hulings,  and  he  prets  the 
contract  from  you,  and  he  sells  100  bales  of  cotton  to  Mr.  Tincher, 
and  he  gets  the  contract,  and  Mr.  Tincher  sells  them  to  Mr.  Rainey. 

Mr.  Jackson.  It  is  all  based  upon  the  cotton. 

Mr.  YoiGT.  The  object  of  Mr.  Rainey  in  asking  you  the  question 
he  did  was  to  determine  whether  or  not  there  could  not  be  a  great  deal 
of  manipulation  even  in  the  contract  representing  real  cotton. 

Mr.  Jackson.  There  is  more  or  less  elasticity  in  there,  and  that 
could  be  prevented  by  limiting  the  amount  of  sales  in  the  trade, 
as  was  done  under  the  Food  Administration.  That  is  another  fea- 
ture, but  that  can  be  remedied. 

Mr.  Tincher.  But  it  is  not  an  evil  to  be  compared  with  the  exist- 
ing evil. 

Mr.  Jackson.  No,  sir. 

Mr.  VoiGT.  The  question  is  whether  the  Congress  should  pas.s  a 
law  limiting  the  number  of  times  an  article  can  change  hands. 

Mr.  Jackson.  I  am  not  advocating  that, 

Mr.  Tincher,  The  reason  I  did  not  fix  my  bill  that  way,  I  was 
afraid  the  Consress  could  not  do  that. 

Mr.  VoiGT.  Under  your  bill  where  a  contract  is  based  on  an  actual 
commodity  that  contract  may  be  turned  over  a  number  of  times. 

Mr.  Tincher.  Yes. 

Mr.  VoiGT.  And  the  result  of  it  will  be  to  permit  a  creat  many 
dealings  in  a  commodity.  ^ 

Mr.  Tincher.  Yes,  sir:  and  I  will  add  that  I  think  the  bill  is  far 
from  perfect,  but  under  existing  conditions  you  can  not  hope  to  stop 
everything  at  the  start. 

Mr.  VoioT.  Mr.  Jackson,  who  was  it  that  took  that  action  durinff 
the  war? 

Mr.  Jackson.  Mr.  Charles  J.  Brand.  He  was  then  Chief  of  the 
Federal  Bureau  of  Markets,  and  also  chairman  of  the  cotton  codh 
mittee  of  the  War  Industries  Board.  He  did  it  under  and  by  virtue 
of  the  authority  of  the  war  measures. 
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Mr.  VoiGT.  I  wonder  if  you  could  furnish  us  with  a  copy  of  those 
orders. 

Mr.  Jacksok.  Mr.  Meadows  is  here,  and  I  suppose  he  can  supply  it. 

The  Chairman.  They  are  undoubtedly  in  the  files  of  the  Depart- 
ment of  Agriculture. 

Mr.  Meadows.  Yes,  sir ;  and  it  was  published  at  the  time. 

The  Chairman.  Did  it  state  the  number  of  bales  to  which  an  op- 
erator was  limited  ? 

ilr.  Jackson.  No,  sir.  It  placed  no  limit  on  the  number  of  bales 
of  cotton  that  might  be  dealt  in,  but  simply  stopped  speculative 
short  selling. 

The  Chairman.  Was  there  an  order  limiting  the  number  of  bales 
of  cotton  or  bushels  of  grain  that  might  be  dealt  in  ? 

Mr.  Jackson.  I  do  not  know.  I  was  not  in  the  department  at  the 
time. 

The  Chairman.  I  have  reference  to  the  food  control. 

Mr,  Jackson.  There  is  no  such  regulation  now.    I  know  that. 

The  Chairman.  Wouldn't  the  affidavit  make  it  inoperative  ? 

Mr.  Jackson.  No,  sir. 

The  Chairman.  Would  not  the  department  of  agriculture  of 
(leorgia  exacting  an  affidavit  stop  it? 

Mr.  Jackson.  No,  sir.  For  instance,  say  a  large  cotton  merchant 
in  Georgia  wants  to  buy  to-day  2,000  bales  of  spot  cotton  through 
his  agents  all  over  Georgia.  We  have  no  desire  to  so  fix  it  that  a 
legitimate  cotton  merchant  can  not  sell  those  2,000  bales  he  has  ac- 
tually bought.  All  he  does  is  to  make  affidavit,  and  his  broker  on 
the  exchange 

Tlie  Chairman  (interposing).  It  would  not  have  to  be  forwarded 
to  Xew  York  ? 

ilr.  Jackson.  No,  sir ;  his  representative  on  the  exchange  vouches 
for  that  affidavit,  and  the  affidavit  is  open  to  the  inspection  of  the 
agents  of  the  Secretary  of  Agriculture — and  he  has  many  of  them  in 
the  country — and  that  whole  matter  would  be  very  easily  ascertained, 
whether  there  was  any  fraud. 

Tlie  Chairman.  So  that  a  'commission  man  in  New  York,  if  he  had 
au  agent  in  Georgia,  would  act  on  an  affidavit  filed  in  Georgia. 

ilr.  Jackson.  Yes,  sir.  Or,  even  whether  he  had  a  branch  office 
in  Georgia  or  not,  put  a  stiff  penalty  in  there  for  false  swearing  and 
it  would  cover  it. 

The  Chairman.  He  would  have  to  make  an  affidavit  about  it? 

Mr.  Jackson.  Yes,  sir.  The  penalty,  after  all,  would  be  against 
the  man  who  sold  the  contract  short,  rather  than  against  the  broker. 

The  Chairman.  What  is  your  idea  about  limiting  the  operations 
of  a  man  or  the  quantity  that  might  be  dealt  in  ? 

Mr.  Jackson.  I  would  not  venture  an  assertion  about  that.  That 
is  a  new  thought.  I  would  rather  think  about  it  before  expressing 
myself  upon  it.  I  plant  myself  upon  the  ground  that  I  am  against 
the  man  selling  something  he  does  not  own  and  that  does  not  exist. 
I  sav  it  is  unfair  to  the  real  ownei*  of  merchandise. 

Tlie  Chairman.  My  understanding  was  that  the  limit  put  on  such 
transactions  during  the  war  was  satisfactory. 

Mr.  Jackson.  I  do  not  know  about  that.  I  understand  that  there 
was  a  limit,  but  I  thought  it  was  as  to  how  much  the  market  could 
fluctuate. 
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The  Chairman.  I  meant  about  the  quantity  traded  in. 

Mr.  Jackson.  I  do  not  know  about  that. 

The  Chairman.  Anything  more? 

Mr.  Jackson.  No:  I  believe  not.  I  thank  you  gentlemen  for  this 
opportunity  to  be  heard. 

The  Chairman.  The  committee  is  very  grateful  to  you. 

(Mr.  Jackson  subsequently  submitted  certain  additional  matter 
for  insertion  in  the  record,  which,  by  direction  of  the  chairman,  is 
here  printed  in  full,  as  follows:) 

brand's  reasons  for  prohibition  of  speculative  short  selling  on  cotton 

exchanges. 

The  committee  on  cotton  distribution  this  morning,  In  a  telegram  directed  to 
the  presidents  of  the  New  Yorlc  and  the  New  Orleans  cotton  future  exchanges, 
prohibited  speculative  short  selling  of  cotton  in  those  markets.  Asked  as  to 
the  reason  for  this  prohibition,  Charles  J.  Brand,  chairman  of  the  committee, 
said  : 

**The  signing  of  the  armistice  brings  us  suddenly  to  the  threshold  of  the 
reconstruction  era.  Pending  developments  are  of  the  utmost  importance  to  the 
entire  cotton  world. 

"The  consequences  of  unfounded  rumors  that  tend  to  promote  vicious 
speculative  activity  and  cause  unjustified  demoralization  must  be  avoided  as 
far  as  possible.  In  order  that  harmful  violent  price  fluctuations  may  be 
checked,  the  committee  on  cotton  distribution  has  ordered  all  speculative  short 
selling  on  the  New  York  and  New  Orleans  cotton  exchanges  stopi)ed,  and,  to 
make  this  order  thoroughly  effective,  has  required  that  no  selling  orders  except 
in  liquidation  of  long  contracts  be  executed  from  any  foreign  country. 

"The  stoppage  of  sinkings  by  U  boats,  the  monthly  increase  in  new  sliip 
tonnage,  and  the  releasing  of  ships  now  engaged  in  supplying  the  fleets  of  the 
AUles,  together  with  the  freeing  of  space  previously  used  in  sending  munitions 
to  Europe,  will  mean  a  large  increase  in  available  tonnage  for  cotton  exports. 

"The  world's  requirements  of  cotton  to  meet  its  increasing  demandls  for 
clothing  will  henceforth  be  on  a  continuously  ascending  scale.  Based  on  reports 
to  this  committee  from  the  various  foreign  countries,  we  estimate  their  require- 
ments and  probable  imports  of  cotton  under  present  conditions  to  be  over  two 
million  bales  in  excess  of  last  season's  takings. 

"  Europe  is  almost  denuded  of  cotton  and  cotton  goods.  The  potential  buying 
power  of  the  world  which  will  be  aided  and  hastened  by  the  establishment  of 
the  necessai-y  credits  will  quickly  assert  itself." 

Note. — For  your  convenience  the  text  of  the  telegram  referred  to  is  quoted 
below : 

"  Please  read  from  the  rostrum  of  your  exchange  before  the  oi)enlng  Wednes- 
day morning,  post  on  the  bulletin  board,  and  send  immediately  to  each  member 
firm  carrying  contracts,  the  following  notice.  In  order  to  curb  undue  speculative 
activity  it  becomes  necessary  at  this  time  to  prohibit  further  speculative  short 
selling  on  the  New  York  and  New  Orleans  cotton  exchanges,  and  the  members 
of  these  exchanges  are  hereby  notified  that  all  further  speculative  short  sales 
are  prohibited.  Hedge  sales  may  be  made  on  condition  that  an  affidavit  from 
the  seller  will  follow  that  the  sale  is  a  bona  fide  hedge  sale  against  the  purchase 
of  cotton.  No  selUng  orders  from  foreign  countries  except  in  liquidation  of 
long  contracts  are  to  be  executed." 

STATEMENT  OF  HON.  HOMEB  HOCH,  A  KEFBESENTATIVE  IN  THE 

CONGBESS  FROM  THE  STATE  OF  EiANSAS. 

The  Chair3iax.  Mr.  Hoch,  the  committee  will  be  very  glad  to 
hear  you. 

Mr.  HocH.  I  am  glad  to  follow  the  gentleman  who  iust  made  a 
statement,  as  it  seems  to  me  he  has  struck  at  the  very  heart  of  the 
philosophy  of  this  situation  at  least.  And  his  statement  is  directly 
along  the  line  that  I  have  attempted  to  follow  in  my  bill,  which  is 
one  of  the  bills  before  you — H.  E.  15122. 
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I  am  not  a  grain  man,  and  am  not  familiar  with  the  technical  side 
of  the  grain  business,  but  I  have  given  some  study  to  what  I  call 
the  philosophy  of  this  situation.  I  introduced  a  bill  upon  this  sub- 
ject, not  only  following  out  my  own  idea  about  it,  but  in  harmony 
with  what  has  been  the  overwhelming  sentiment  of  the  people  of  my 
Ntate  for  many  years  with  reference  to  pure  speculation  in  grain. 

Now,  gentlemen  of  the  committee,  what  is  a  grain  exchange'^  A 
srain  exchange,  as  I  understand  will  be  agreed  by  everyone,  is  a 
meeting  place  for  the  producer  and  the  consumer.  It  is  a  place 
where  the  needs  of  the  consumer  and  the  products  of  the  producer 
may  be  brought  together.  That  is  the  only  purpose  of  an  exchange. 
Here,  on  the  one  hand,  are  producers  scattered  everywhere  over  the 
country;  and  here,  on  the  other  hand,  are  consumers,  likewise  scat- 
tered all  over  the  country,  and  even  to  a  greater  extent  than  in  the 
•jfte  of  the  producers.  Through  the  agency  of  the  grain  exchange 
they  have  sought  to  meet  their  mutual  needs.  It  seems  to  me  utterly 
illogical  that  into  that  situation,  where  producer  and  consumer  are 
reeking  to  get  together,  should  come  men  who  have  no  color  of 
rurht  whatever  in  the  commodity,  who  represent  in  no  way  the  men 
who  produce  the  commodity,  and  who  do  not  represent  those  who 
are  to  consume  the  commodity,  but  they  proceed  to  step  into  that 
mutual  meeting  place  of  producer  and  consumer,  and  to  offer  to  sell 
the  commodity,  which  they  neither  produce,  nor  ever  have  in  their 
pt>ssession,  nor  have  any  contract  whatever  for.  That  is  an.  utterly 
illogical  situation.  No  one  is  here,  I  think,  attempting  to  prevent  a 
sale  for  future  delivery  on  the  part  of  a  man  who  either  owns  a  com- 
modity or  has  a  legal  contract  entitling  him  to  the  future  possession 
"f  a  commodity. 

We  have  heard  here  a  great  deal  about  gambling,  about  specula- 
tion. What  is  speculation!  It  has  often  been  suggested  here  that 
ihe  man  who  plants  the  crop  is  a  speculator.  Certainly  he  is;  in  the 
>ense  that  every  man  is  taking  a  chance  in  reference  to  what  the 
future  will  bring  forth  every  producer  is  a  speculator.  But  it  cer- 
tninly  requires  no  argument  to  see  the  plain  distinction  between  any 
man  who  owns  a  commodity,  even  though  he  must  of  necessity 
iependfor  its  sale  upon  a  future  market.  But  to  compare  his  situa- 
tion with  the  situation  of  a  man  who  has  not  the  original  ownership, 
^r  even  any  ownership  whatever  in  a  commodity  and  simply  bets 
'"pon  what  the  future  market  will  be,  is  wholly  beyond  the  point. 

Gentlemen  of  the  committee,  I  am  a  little  old  fashioned  with  refer- 
ence to  these  matters.  It  has  been  stated  here  that  while  this  may 
U'  a  gamble  it  is  a  part  of  the  institution  that  has  grown  up,  and 
that  it  must  be  allowed  to  continue,  be  perpetuated,  because  to  dis- 
turb it  would  smash  the  machine,  an  institution  which  is  of  many 
years'  growth.  On  that  point  I  will  take  my  stand  upon  the  old- 
fushioned  philosophy  that  a  thing  which  is  morally  wrong  can  not 
be  an  economic  necessity.  I  stand  upon  that  as  the  startinjj  place  in 
this  proposition.  It  seems  to  me  the  only  contention  is  with  refer- 
ence to  hedging,  which  is  always  brought  into  the  discussion. 

I  have  been  reading  your  hearings,  held  back  as  long  ago  as  1892, 
and  held  by  other  congressional  committees,  and  the  contention 
<*^ms  to  have  been  made  that  hedging  is  a  necessary  and  cheap  form 
<»f  insurance,  and  that  an  effective  hedging  system  is  not  possible 
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without  the  presence  of  the  pure  speculator  to  make  the  hed^e 
possible.  As  it  seems  to  me  that  is  the  hear  of  the  defense.  I  want 
to  say  that  I  do  not  think  there  is  any  bill  before  you  that  attempts 
to  prevent  legitimate  hedging.  Men  have  appeared  before  you  and 
stated  that  in  their  opinion  hedging  is  not  necessary ;  but  assumincr 
that  it  is  necessary,  and  I  do  assume  that  it  is  necessary,  the  question 
arises  whether  it  is  necessary  to  permit  a  man,  as  the  gentleman  who 
preceded  me  has  stated,  to  come  in  and  sell  short,  to  sell  a  product 
which  he  does  not  own  and  which  he  never  expects  to  own  and  for 
which  he  has  no  contract  for  ownership. 

Gen.  Hulings  suggested  that  he  might  sell  a  team  of  horses  to  me 
expecting  to  buy  that  team  of  horses  from  another  man.  I  say  that 
he  would  have  the  right  to  sell  that  team  of  horses,  provided  only 
he  had  a  bona  fide  contract  with  the  present  owner  of  the  horses, 
which  contract  fixes  the  price  and  entitles  him  to  the  future  posses- 
sion of  them.  That  is  a  plain  distinction  between  the  hypothetical 
case  he  presented  and  the  situation  which  confronts  this  committee. 
But  I  would  deny  that  privilege  if  it  became  a  matter  of  public 
policy  involving  the  welfare  of  the  people,  as  this  situation  does ;  if 
it  came  to  a  situation  where  men  did  actually  engage  in  the  sale 
of  horses  for  future  delivery  without  having  any  right  of  ownersliip 
or  to  the  future  possession  of  them,  I  would  object.  I  would  at  least 
require  a  man  to  have  a  bona  fide  contract  with  the  present  owner 
of  those  horses,  entitling  him  to  the  future  possession  of  the  horses, 
before  I  would  permit  him  to  sell  them.  That  is  the  very  heart  of 
this  proposition. 

How  are  we  going  to  prevent  this  speculative  short  selling?  Tt 
seems  to  me  that  that  is  the  thing  that  is  utterly  illogical  in  the  insti- 
tution. Referring  again  to  the  question  by  Gren.  Hulings,  I  think 
there  is  a  plain  distinction  between  offering  to  buy  something  in  the 
future  and  offering  to  sell  something  which  you  do  not  have.  I  do 
not  think,  of  course,  we  can  get  the  buyer.  I  do  not  know  of  any 
way  by  which  we  can  get  at  the  buyer  who  buys  with  any  expectation 
of  really  owning.  But  there  is  a  plan  way  of  getting  at  the  man 
who  seeks  to  sell  a  thing  when  he  has  no  title  in  it;  and  if  we  can 
eliminate  the  man  who  seeks  to  sell,  having  no  title,  I  think  we  will 
inevitably  eliminate  the  man  who  buys  without  any  expectation  of 
ownership.  Certainly  the  system — the  existence  of  the  exchange,  the 
speculative  features  of  the  exchange — could  not  exist  if  you  eliminate 
the  short  selling. 

Now,  gentlemen  of  the  committeej  how  is  the  Congress  going  to 
get  at  it?  That  is  a  practical  question,  and  it  is  to  that  question  I 
want  to  address  myself  for  a  few  moments. 

Mr.  VoiGT.  Suppose  here  is  a  man  who  wants  to  put  up  a  largo 
building  in  Washington.  He  goes  to  a  lumber  dealer  ana  submits 
to  that  dealer  the  quantity  of  lumber  he  is  going  to  require,  say,  a 
million  feet.  He  asks  the  lumber  dealer  to  give  him  a  price  on  that 
number  of  feet  of  lumber  which  he  will  use,  sav,  between  now  and 
August  1.  Under  your  theory  this  lumber  dealer  can  not  sell  that 
lutm>er;  he  can  not  make  that  man  a  bid  on  that  lumber,  can  he? 

Mr.  HocH.  Oh,  I  think  the  lumber  dealer,  under  the  case  supposed 
by  you,  is  in  contractual  relation  to  the  man  who  owns  the  lumber. 

Mr.  yoiGT.  No;  he  might  not  buy. 
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Mr.  HocH.  Well,  he  has  every  reason  to  think  he  can  and  will 
actually  take  it.  He  is  in  a  business  situation  where  he  is  dealing 
with  the  man  who  actually  owns  the  lumber,  and  there  is  a  bona 
Sde  sale  for  future  delivery  of  something  which  he  either  owns  or 
has  a  tentative  contract  for  owning. 

Mr.  VoiGT.  No;  here  is  a  lumberman,  and  he  is  asked  to  bid  to- 
day on  a  million  feet  of  Imnber,  of  various  grades,  to  be  used  in 
putting  up  a  building  in  the  city  of  Washington.  This  lumberman 
has  not  that  lumber  on  hand,  but  he,  as  a  lumber  dealer,  knows  what 
the  value  of  that  lumber  is  in  the  wholesale  market. 

Mr.  HocH.  Yes. 

ilr.  VoiGT.  Now,  then,  he  says :  I  will  furnish  you  that  many  feet 
of  lumber,  such  and  such  quantities  and  such  and  such  deliveries, 
at  such  and  such  prices.  Of  course,  if  he  gets  the  contract  he 
expects  to  go  out  into  the  markets,  and  he  knows  where  his  con- 
neitions  are,  and  he  expects  to  go  out  and  buv  that  lumber.  But  he 
has  not  the  title  to  that  lumber,  and  does  not  know  where  the  lumber 
b  to  come  from. 

Mr.  HocH.  And  all  he  can  agree  to  do  is  to  sell,  or  agree  to  sell, 
that  man  lumber  at  a  future  time. 

Mr.  VoioT.  And  that  is  a  contract  for  future  delivery.  I  was 
thinking  of  that  case  in  connection  with  what  you  said  to  Mr. 
Hulings.  You  said  if  Mr.  Hulings  agreed  to  sell  me  a  team  of 
horses  which  he  does  not  own,  that  that  contract  should  be  made 
illegal  Where  is  the  difference  between  that  proposition  and  the 
lumber  proposition  I  suggest? 

Mr.  HocH.  No;  iust  a  moment.  No;  I  said  if  it  ever  came  to  a 
<lue<tion  where  public  policy  was  involved,  I  would  make  it  that  way. 
I  rhink  your  question  is  purely  an  academic  one.  No  one  is  finding 
any  fault  with  the  situation  you  speak  of.  There  is  absolutely  in 
^iirht  the  intention  to  sell  lumber  for  a  specific  purpose. 

Mr.  VoiGT.  What  I  am  getting  at  is  this :  Isn't  it  always  a  ques- 
tion of  intent? 

Mr.  HocH.  I  think  intent  is  so  difficult  to  get  at  that  I  do  not  see 
how  you  can  reach  it.  But  I  say  there  is  no  necessity  of  permitting 
in  this  situation  a  man  to  come  in  who  certainly  has  no  intention,  as 
we  all  know,  of  actually  buying  or  selling  the  commodity  dealt  in, 
i'v  dealing  by  way  of  speculation  in  futures ;  I  say,  I  think  if  we  can 
eliminate  him  when  he  has  no  color  of  ownership  or  right  to  future 
ixjssession  under  contract,  we  can  cure  the  thing  which  we  want  to 
cure. 

ilr.  Hulings.  You  mean  to  make  this  distinction :  Say  you  are  in 
the  lumber  business:  you  think  you  would  have  the  right  to  make  a 
contract  for  future  delivery  of  lumber  because  you  know  where  you 
can  get  it.  But  T,  who  am  not  in  the  lumber  business,  would  have  no 
ri^ht  to  make  a  contract  to  deliver  lumber  in  the  future. 

Mr.  HocH.  Oh,  yes.  It  is  a  question  of  bona  fides.  It  is  suscep- 
lihle  of  a  plain  distinction  when  you  come  to  comprehend  the  color 
of  business  affairs.  There  you  have  an  academic  question  that  I  do 
not  think  would  be  of  much  value  to  us  here,  so  far  as  going  further 
into  the  details  of  it.    I  do  not  want  to  take  up  your  time. 

Mr.  TixcHiiR.  Getting  down  to  the  practical  side  of  it,  a  man  here 
in  Washington  would  not  enter  into  a  contract  with  another  man  to 
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sell  him  a  million  feet  of  lumber  until  he  could  himself  contract  and 
know  where  he  was  going  to  get  it,  would  he  ? 

Mr.  HocH.  No ;  I  do  not  think  he  would. 

Mr.  VoiGT.  Oh,  I  do  not  think  that  is  so.  I  think  manv  people 
have  gone  ahead  and  made  contracts  to  sell  before  they  had  made  a 
purchase. 

Mr.  HuLiNGS.  I  tried  in  my  bill  to  meet  that  proposition  by  legal- 
izing it  in  the  end  by  actual  delivery  of  the  stuff;  otherwise  it  would 
not  be  a  contract. 

Mr.  VoiGT.  Something  might  happen  to  prevent — something  that 
the  parties  did  not  have  any  control  over — ^the  carrying  out  of  the 
contract.  I  do  not  think  the  question  I  put  to  you,  Mr.  Hoch,  is  an 
academic  one.  The  question  I  put  to  you  is  supposing  a  situation 
that  is  likely  to  happen  in  business  every  day.  I  believe  it  has  hap- 
pened and  does  happen.  I  agree  with  you  that  gambling  should  be 
cut  out,  but  the  question  that  bothers  me  is,  where  are  you  going  to 
draw  the  line  ? 

Mr.  HocH..  Well,  I  am  drawing  the  line  by  requiring  an  absolute 
showing  of  contractual  ownership  in  the  commodity  dealt  in. 

Mr.  VoTGT.  (xetting  back  to  the  same  question,  if  you  please,  of 
the  lumber  dealer  here  in  Washington  who  bids  to-day  on  the  deliv- 
erey  of  a  million  feet  of  lumber,  which  is  to  be  actually  used  here  in 
the  city  in  putting  up  a  building:  Would  you  permit  that  lumber 
dealer  to  sell  that  lumber,  or  to  agree  to  sell  the  lumber,  it  repre- 
senting lumber  that  he  has  not  ownership  of  or  control  over? 

Mr.  Hoch.  I  will  answer  by  saying  this:  If  the  time  ever  comes 
when  men  who  do  not  own  lumber  yards  and  who  have  no  interest 
whatever  in  the  lumber  business,  except  by  way  of  pure  specula- 
tion  

Mr.  VoiGT  (interposing).  No,  no;  let  us  assume  that  this  man  is  a 
lumber  dealer. 

Mr.  HocH.  No ;  I  see  no  reason  why,  under  present  circumstances, 
it  will  give  any  trouble  in  that  matter. 

Mr.  VoiGT.   1  ou  would  permit  him  to  do  that  ? 

Mr.  Hoch.  I  see  no  reason  under  present  conditions  to  deny  to 
him  the  right  to  make  such  a  transaction. 

Mr.  VoiGT.  Now  then,  let  us  apply  the  same  proposition  to 
100,000  bushels  of  grain.  Here  is  a  grain  dealer  in  Washington, 
and  a  man  comes  to  him  and  says :  "  I  am  going  to  use  100,000  bushels 
of  grain  during  the  next  six  months.  What  will  you  sell  that  num- 
ber of  bushels  to  me  for?"  This  man  replies:  "1  will  agree  to  sell 
you  so  many  bushels  May  1  and  so  many  bushels  June  1,  and  so 
many  bushels  July  1,  at  such  and  such  a  price."  And  they  then 
make  a  contract.  This  man,  who  is  a  grain  dealer,  has  not  got  the 
grain.    Would  you  permit  him  to  make  that  sale? 

Mr.  Hoch.  I  would  not  permit  him  to  make  that  sale  unless  he 
has  the  ownership  of  that  grain. 

Mr.  VoiGT.  Then  you  would  make  a  difference  between  the  man 
who  deals  in  lumber  and  the  man  who  deals  in  grain? 

Mr.  Hoch.  If  you  call  that  a  difference,  yes;  under  the  present 
conditions. 

Mr.  TiNCHER.  It  would  not  be  you  making  the  difference  but  a 
difference  that  exists  now. 
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Mr.  HocH.  Yes,  sir.  It  is  an  entirely  different  situation.  One  is 
a  transaction  upon  a  board,  an  institution  that  has  grown  up,  with 
which  we  are  dealing  here.  The  actual  operation  of  that  institu- 
tion that  is  under  fire,  is  what  we  are  talking  about  now. 

A  question  was  asked  by  Mr.  Bainey  a  few  moments  ago,  in  effect : 
What  is  to  prevent  the  passing  on  or  assigning  of  the  warehouse  re- 
ceipts or  some  other  evidence  of  ownership  oi  a  commodity?  I  do 
not  know  of  anything  to  prevent  it.  I  am  not  trying  here  in  my 
bill  to  prevent  it.  Whether  it  ou^ht  to  be  prevented  or  not  I  do 
not  know.  I  am  not  trying  to  raise  that  situation.  I  am  talking 
solely  about  the  man  who  does  not  own  such  a  warehouse  receipt, 
and  who  has  no  evidence  of  title  whatever  behind  him  in  the  com- 
modity in  which  he  is  dealing;  there  is  no  chain  of  title  at  all  reach- 
ing^back  to  the  man  who  produced  the  commodity. 

While  we  may  not  be  able  to  cure  all  these  evils  surrounding  this 
situation,  vet  if  we  can  stop,  as  I  think  we  ought  to  stop,  the  making 
of  a  sale  by  a  man  who  does  not  own  the  commodity  and  has  no 
right  to  any  future  possession  of  the  commodity  in  which  he  is 
d^ing,  we  will  largely  cure  this  trouble. 

Now,  gentlemen  of  the  committee,  I  want  to  discuss  the  two  plans 
proposed  here  for  stopping  that  kind  of  thing.  There  are  a  number 
of  bills  before  your  committee.  Mr.  Tinchers  bill  and  Mr.  Dickin- 
son's bill  follow  the  Dickinson  method.  I  have  followed  in  my  bill  the 
interstate  commerce  method.  Both  methods  have  been  followed  in  bills 
previously  reported  out  of  this  committee.  I  may  say,  though  I 
hardly  need  to  do  it,  that  I  have  no  personal  pride  whatever  in  the 
bills  or  in  the  methods  that  may  be  adopted.  I  will  give  my  theory, 
that  of  presenting  the  interstate  commerce  method  of  dealing  with 
this  proposition.  I  know  of  no  other  powers  granted  to  the  Con- 
gress under  the  Constitution  whereby  it  is  within  our  jurisdiction 
to  reach  this  matter  than  (1)  to  tax  it  out  of  existence,  or  (2)  to 
Peach  it  through  our  power  to  regulate  interstate  commerce.  Tnere 
may  be  other  powers,  but  I  have  not  discovered  them,  and  I  find  that 
the  committee  in  years  ^one  by  has  never  discovered  them. 

Now,  then,  the  Dickinson  proposal  may  be  very  effective,  but  it 
seems  to  me  its  weakness  is  this :  That  it  assumes  to  come  in  under 
the  theory  of  a  tax,  whereas,  as  a  matter  of  fact,  there  is  no  expecta- 
tion of  a  revenue  being  received,  as  I  understand  it.  In  other  words, 
the  tax  is  supposed  to  be  prohibitive.  The  purpose  of  the  tax  in  his 
bill  is  to  prohibit  a  certain  thing  to  be  done.  I  am  assuming  that  to 
be  the  case,  though  I  may  be  mistaken. 

Mr.  TiNCHER.  We  have  a  good  many  laws  now  based  on  that 
proposition. 

Mr.  HocH.  Yes;  and  I  do  not  say  that  by  way  of  criticism  of  the 
bills  at  all.  Assuming  that  it  is  a  desirable  thing  to  be  done  it  may 
be  a  proper  method,  T)ut  I  am  simply  giving  you  my  view  of  the 
two  methods.  To  come  here  proposing  a  tax,  when,  as  a  matter  of 
fact,  you  do  not  expect  any  revenue  therefrom,  seems  rather  illogical 
to  me. 

Mr.  HtTi.iNG8.  You  do  not  think  the  method  embodied  in  the  Dick- 
inson bill  would  prevent  larceny  ? 

Mr.  HocH.  No ;  if  you  are  going  to  prohibit  larceny  I  would  reach 
it  in  some  other  way  than  by  a  tax.  It  may  be  that  my  premise  is 
vrong,  but  if  the  thing  desired  is  a  prohibition  of  these  practices. 
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then  it  seems  to  me  that  if  we  can  find  a  way  under  the  Constitutio 
by  which  we  can  prohibit  it,  we  have  taken  the  direct  and  logica 
step  toward  that  result. 

Mr.  VoiGT.  There  seems  to  be  only  these  two  methods  you  have  re} 
ferred  to.  Isn't  the  weakness  of  your  proposition  to  use  the  inter 
state  commerce  power  the  fact  that  men  can  get  together  within  ] 
State  and  make  these  contracts  and  not  come  under  your  law  at  all 
Mr.  HocH.  I  think  that  is  a  theoretical  difficulty,  tiiat  there  would 
be  nothing  to  prevent  them  from  dealing  intrastate.  But  as  a  praci 
tical  matter  I  do  not  believe  speculative  trading  in  futures  can  exisi 
at  all  without  the  use  of  interstate  wires.  That  is  the  theory  I  have 
I  believe  as  a  practical  matter  they  would  be  put  out  of  business 
In  other  words,  I  do  not  think  that  speculative  dealing  in  futurej 
could  exist  in  Chicago  unless  it  could  have  the  wire  service  to  present 
these  speculative  deals  coming  from  all  over  the  country.  I  may  b^ 
wrong  about  that,  but  certaimy  with  the  slight  knowledge  I  have  o| 
the  workings  of  boards  of  trade,  I  would  not  expect  a  few  men  t^ 
get  together^  without  the  United  States  Mail  Service  or  without  th^ 
interstate  wire  service,  and  conduct  the  business  as  at  present  con 
ducted — speculative  dealing  in  futures. 

Mr.  TiNCBXR.  I  may  be  wrong  about  that,  but  I  was  afraid  a  fe\^ 
men  would  get  together  in  Chicago  and  do  that  very  thing. 

Mr.  HocH.  If  dealing  in  futures,  speculation,  would  go  on  simply 
within  the  confines  of  a  State,  I  will  say  that  my  bill  will  noi 
reach  it. 

Mr.  VoiGT.  We  have  all  heard  it  claimed  that  men  get  together  ii 
a  stock  market,  and  also  in  a  grain  market,  for  the  purpose  of  fictiti 
oudy  putting  the  price  up  or  down.  Let  us  assume  there  is  a^an| 
of  men  on  the  Chicago  Board  of  Trade^  or  on  the  New  York  Graii 
Exchange,  and  that  they  are  secretly  in  agreement  te  do  a  certain 
thing,    llere  is  a  bunch  of  men,  on  the  one  hand,  that  sells  grain 

and  there  is  a  bunch  of  men,  on  the  other  hand,  that  buys  gram 

Mr.  HocH  (interposing).  May  I  interrupt  jou  right  there  by  say 
ing  that  most  of  those  bunches  of  men  to  which  you  refer  must  rep 
resent  speculators  scattered  all  over  the  country. 

Mr.  \  oiGT.  No ;  here  is  a  group  of  millionaires  in  Chicago,  we  wil| 
say,  who  have  set  out  to  make  some  money  in  the  grain  market ;  an<j 
one  set  ostensibly  acts  as  bulls  and  the  other  set  ostensibly  acts  a^ 
bears,  but  they  are  both  under  one  cover  without  the  public  know 
ing  it,  and  all  those  men  reside  in  the  city  of  Chicago.  They  have  i 
set  of  agents  or  brokers  that  buy,  and  another  set  that  sells ;  and  thej 
can  be  all  selling  down  the  market,  but  they  do  not  lose  anythinjl 
because  the  money  involved  goes  into  a  common  pot.  Those  mei 
could  do  that  right  in  the  dty  of  Chicago  and  they  would  not  hi 
reached  by  any  law  enacted  under  the  interstate  commerce  claus^ 
of  the  Constitution,  would  theyf 

Mr.  HocH.  That  might  be  true,  and  if  the  time  came  when  it  dU 
exist,  which  is  not  a  fact  now,  we  perhaps  ought  to  meet  that  in  som^ 
other  way. 

Mr.  TiNCKER.  Are  you  sure  it  does  not  exist  now  ?  I  am  wonder 
ing  what  put  May  futures  down  3  or  4  cents  a  bushel  while  cast 
wheat  went  up  in  Chicago  on  yesterday.  I  am  wondering  if  it  i 
not  pure  speculation,  as  has  l>een  described  here,  in  an  effort  U 
pull  the  farmer's  price  down. 
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Mr.  HocH.  I  think  there  is  no  question  about  it,  but  you  have  no 
way  of  knowing  how  far  those  ramifications  went  all  over  the  coun- 
try; and  they  were  in  constant  communication  with  people  who 
either  wanted  to  bull  or  bear  the  market,  people  all  over  the  countir. 

Mr.  TiNCHER.  Our  experience  with  the  packers  was  that  they  could 
piill  in  their  horns  and  do  business  with  awfully  short  horns  if  forced 
to  do  it. 

Mr.  HocH.  Well,  the  criticism  of  my  particular  bill  is  that  it 
might  not  go  far  enough,  if  there  is  any  criticism  of  it.  That  may 
or  may  not  be  true. 

Now,  gentlemen  of  the  committee,  the  bill  I  have  before  you  is 
very  brief.  Let  me  read  just  the  heart  of  this  proposition,  as  I  sought 
to  reach  it.  I  want  to  say  at  the  outset  that  I  assume,  of  course,  that 
the  language  contained  in  my  bill  is  not  perfect,  and  that  it  may  not 
be,  in  the  judgment  of  the  committee  upon  examination,  of  the 
phraseology  that  you  would  wish,  even  if  you  should  decide  to  ac- 
cept what  I  have  attempted  to  do.  Leaving  out  the  first  part  of  the 
bill,  I  read : 

Sza  3-  That  it  shall  be  unlawful  for  «ny  person  to  send  or  cause  to  be  sent 
by  mail,  telegraph,  telephone,  wireless  telejrraph,  or  cable  from  any  State  or 
Territory  of  the  United  States  or  the  District  of  Columbia  to  any  person  iu  any 
•  ther  State  or  Territory  of  the  United  States,  the  District  of  Columbia,  or  nny 
foreign  country  any  communication  offering  for  sale  or  agreeing  to  make  a 
sa'e  for  future  delivery,  at  a  price  named,  any  grain  or  cotton,  unless  the 
person  sending  such  communication  is — 

Now,  I  provide  three  excepting  clauses — 

(a)  The  owner  of  the  actual  physical  property  so  offered  for  sale,  or  Is  the 
duly  authorized  agent  of  such  owner — 

Of  course  there  could  not  be  any  question  about  subdivision  (a) — 

(6)  Is  in  legal  possession  or  Is  the  duly  authorized  agent  of  a  person  in  legal 
r<>fisession,  as  owner,  lessee,  or  otherwise,  of  and  upon  which  the  grain  or 
^•tton  so  offered  for  sole  is  In  actual  course  of  growth. 

That  of  course,  was  to  save  the  grower  of  the  crop  and  permit  him 
to  make  sale  for  future  delivery  of  his  crop  not  yet  in  actual  ex- 
istence, but  in  process  of  growth.  And  here  is  the  heart  of  the  con- 
tention : 

^c>  Is  l^ally  entitled  to  the  future  possession  of  the  grain  or  cotton  so 
^ffere<l  for  sale,  under  the  terras  of  a  contract  previously  made  by  the  owner 
^iinroof  or  for  such  owner  by  his  duly  authorized  agent. 

In  other  words,  under  subdivision  (c)  I  would  require  that  before 
any  man  could  send  a  communication  in  interstate  commerce  offer- 
ing to  make  sale  for  future  delivery  to  show  a  proven  claim  of  title 
^»ack  to  the  producer  of  the  commodity. 

ilr.  HxTLiNOS.  Would  that  catch  the  man  who  does  not  use  the  tele- 
graph wire  but  goes  on  the  exchange  and  does  business  by  word  of 
month  ? 

Mr.  HocH.  No ;  that  would  not  reach  him,  because  here  we  would 
•»nly  reach  men  coming  under  the  interstate  commerce  clause  of  the 
Constitution. 

To  follow  this  up  and  show  what  I  propose  in  reference  to  proof 
in  this  connection,  let  me  say :  Before  I  do  that,  in  section  4,  I  also 
Make  it  an  offense  for  the  telegraph  company  knowingly  to  accept 
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such  «  contmband  inessa^«  makLog  knowledge  a  necessary  ingredieq 
of  the  criine.    Then  there  is  this  section : 

That  tn  Muy  prosecution  for  violation  of  this  act.  to  case  any  defendaij 
alKe^res  that  he  is  a  person  excepted  under  paragraph  (a),  (5),  <»:  (c)  of  sectioj 
X  the  burden  of  proof  ^iiall  he  upon  such  defendant  in  establishing  the  triit| 
of  such  alle«catlaik   * 

In  other  words^  I  woukl  throw  the  harden  of  proof  upon  the  mai 
ehar^^^eil  with  violation  of  the  Iaw«  should  this  become  a  law,  to  sho^ 
that  he  did  come  within  one  of  these  excepted  clauses.  I  have  doi^ 
that,  obviouslv,  to  make  it  more  easv  to  secure  conviction.  Then  i 
have  provided  a  penalty  for  each  oAenseL 

Cventlemen  of  the  committee,  this  subject  has  been  before  the  Coi] 
sress  for  a  grettt  manv  years,  and  I  have  observed,  in  reading  XH 
hearings^  that  practicallv  every  one  who  has  crane  before  this  conl 
mittee  has  coneeded  that  the  evils  exist.  I  want  to  say  that  I  a^ 
something  of  a  conservative.  I  would  not  needksdy  throw  a  monkej 
wrench  into  the  maehinety. 

Every  intelligent  man  realiaes  that  this  system  has  grown  u{ 
through  the  years^  and  that  we  ought  to  proceed  cmutiouslv.  At  tb 
same  time  I  am  never  intimiiSated  by  the  man  who  says:  ^  Ves^  thel 
^  an  evil,  but  the  system  has  grown  up  throu^  so  many  years 
ought  not  to  attempt  to  d^ttirb  it  for  fiear  we  might  smash  t 
whole  thing.'^  I  do  not  beKeve  in  looking  at  anything  from  th; 
standpoint.  Kefozms  in  the  railroad  basiiieas  wi«e  brought  aboij 
ov^r  the  iusislmt  objectioiifi^  of  mma  who  said*  for  instance :  ^  Yo 
can  not  di;^urb  the  rebatitig  without  smashing  the  railroad  systems^ 
£very  reform  has  been  Parted  from  wrthoal.  That  is  human  natuii 
It  ha^  taken  some  fellow,  perhaps  who  is  not  technically  informed 
who  had  come  from  the  outside  and  insisted  upon  a  correction  c 
existiog  evils»  And  that  is  because  human  nature  dictates  that  whe 
one  is  on  the  inside  and  involved  in  tfiue  intricacies  and  complexiti^ 
of  the  busijotess  with  which  he  is  connected*  he  is  verv  slow  about  pei 
laittiu^  any  dissturbance  for  fear  that  something  m  the  transitic] 
mi^ht  happen  to  him. 

6o^  Mr.  Chairman  and  ir^fntlemen  of  the  committee.  I  say 
would  not  stop  dimply  for  the  possible  fear  that  some  damage  migl 
be  brougiht  a^ut.  It  ii^  inconceivable  to  me  that  it  is  not  possibl 
to  have  a  pirof>er  meditim  ot  exchange  between  prodtwrer  and  loi 
sumer  if  you  reject  the  pure  spunbler  the  man  who  has  no  color 
right  m  the  commodity  :ind  no  interest  in  the  commodity  in  whi 
he  is^  dealing  otlier  tbim  betting  upon  what  the  future  market  | 
going  to  be. 

I  say  that  thJ:^  committee  out  to  bring  out  a  bill,  following  soil 
method,  which  will  attempt  to  reach  the  evil  which  practical! 
every  one  Mdniitss.  exists.  I  am  sure  that  the  m^nbers  of  the  coii 
mittee  know  I  am  spetiking  the  trutli  when  I  say  that  the  ovej 
whelming  sentiment  of  the  pi-^xlucers  of  the  country  is  that  th^ 
have  not  jjotteii  a  fair  deal,  and  tliat  in  the  pasi^ag!e  of  their  producj 
to  the  consauucr  there  ha*  been  manipulation  on  the  p«ut  of  m 
who  had  no  let^itiiimte  interest  in  the  products  manipulated.  It  h 
alwavN  woi*ked  to  tlie  Jetriutent  of  the  producer,  and  generally  I 
the  detriment  of  the  cousiimer. 

Gentlemen  of  tlie  comniittee*  1  believe  that  is  all  I  have  to  sa 
and  1  thank  vou. 


FUTURE  TRADING.  177 

Tlie  Chairman.  Are  there  any  questions  any  of  the  members  of 
the  committee  wish  to  ask  this  witness  ?  Mr.  Hock,  is  not  the  all- 
impoitant  thing  in  connection  with  this  whole  legislation  the 
guaranteeing  to  the  buyer  of  the  quantity  and  the  quality  of  the 
article  to  be  delivered? 

Mr.  HocH.  That  is  important. 

The  Chairman.  The  all-important  part  of  the  whole  legislation 
i>  the  guaranteeing  to  the  buyer  of  the  quantity  and  quality  of  the 
article  to  be  delivered  to  him,  do  you  not  think,  Mr.  Hoch  ? 

Mr.  Hoch.  Well,  no;  I  don't  think  so.  I  don't  mean  to  say  that 
the  matter  of  grades  is  not  a  tremendously  important  thing,  and 
that  perhaps  to  limit  the  grades  that  are  tenderable  upon  a  contract 
would  undoubtedly  tend  to  discourage  short  selling. 

The  Chairman.  But  if  you  contract  for  No.  2  wheat  you  would 
object  to  having  delivered  to  you  a  No.  5  or  no  grade  wheat? 
Would  you  accept  a  No.  5  or  no  grade  wheat  if  you  had  contracted 
for  the  delivery  of  No.  2  wheat? 

Mr.  Hoch.  No. 

The  Chairman.  Such  wheat,  if  delivered  to  you,  would  be  of  less 
value  than  the  wheat  that  you  had  contracted  for.  Say  there  is  a 
difference  of  20  cents  in  the  value  as  between  the  grade  of  wheat 
t!iat  you  would  contract  for  and  the  grade  of  what  you  would  re- 
ceive; would  you  accept  a  grade  of  wheat  of  20  cents  less  value 
than  the  one  contracted  for? 

Mr.  Hoch.  No. 

The  Chairman.  Then  is  that  not  the  important  part  of  the  whole 
I^-L'islation,  that  the  quantity  and  quality  of  the  article  to  be  deliv- 
ered should  be  guaranteed  to  the  buyer? 

Mr.  Hoch.  I  think  that  is  very  important,  Mr.  Chairman.  As  I 
iay,  I  think  that  the  easier  it  is  for  the  man  to  make  delivery  and  to 
^Aile  the  actual  terms  of  his  contract,  the  more  likely  he  is  to  make 
i  '^ontract  for  future  delivery.  Now,  I  don't  know  the  technical  side 
of  the  grain  business,  but  1  certainly  would  make  the  tenderable 
iT:ules  so  definite  and  sure  as  to  tend  to  discourage  the  pure  specula- 
tion. 

The  Chairman.  I  do  not  believe  that  the  quality  of  grades  are 
jn^rided  for.  Anything  could  be  delivered  under  a  contract  unless 
provision  were  made  to  guarantee  the  quality. 

Mr.  Hoch.  My  bill  has  nothing  to  do  with  the  grades  tenderable 
r*n  ler  the  contract.    I  am  simply  striking  at  the  speculative,  short 

The  Chairman.  Does  your  bill  provide  for  the  hedging? 

Mr.  Hoch.  It  does  not  need  to  provide  for  any  hedging  at  all, 
Tliere  is  nothing  in  the  bill  to  prevent  hedging. 

The  Chairman.  The  purpose  of  your  bifl  is  to  wipe  out  exchanges 
♦•ntirelv  ? 

Mr.  Hoch.  Not  at  all. 

The  Chairman.  If  you  permit  any  operation  whatever,  I  take  it, 
tie  most  important  part  or  all  of  it  would  be  to  give  a  guarantee  to 
^ne  buyers  that  a  certain  quantity  and  a  certain  quality  should  be 
'i^livered  under  the  contract. 
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Mr.  HocH.  Even  though  you  do  that,  I  don't  think  that  that  would 
necessarily  prevent  a  man  from  selling  something  that  he  does  not 
own. 

The  Chairman.  Those  are  two  different  things.  I  understand  that 
your  bill  provides  for  certain  operations  on  the  exchanges. 

Mr.  HocH.  It  does  not  make  any  provision  at  all.  It  simply  pro 
hibits  certain  operations. 

The  Chairman.  It  permits  certain  operations.    What  are  they? 

Mr.  HocH.  It  does  not  go  into  the  question  of  what  is  permitted. 
That  is  not  necessary  in  the  sort  of  a  bill  that  I  contemplate.  | 
simply  prohibit  a  particular  thing,  that  is  all.  That  is  all  I  do,  Mrj 
Chairman,  in  this  bill,  prohibit  a  certain,  particular  thing.  In  thii 
bill  I  prohibit  this  particular  thing :  the  speculative  short  selling  ii\ 
grain  and  cotton,  that  is  all.  Anything  that  a  man  can  do  now,  thai 
IS  not  i^rohibited  by  this  bill,  he  can  continue  to  do,  of  course. 

The  Chairman.  What  do  you  mean  by  "short  selling"? 

Mr.  HocH.  I  mean  selling  a  thing  for  future  delivery  with  no  conJ 
tractual  ownership  in  it,  either  present  or  future. 

The  Chairman.  Then  you  permit  the  selling  of  property  actuallj 
owned  by  the  seller? 

Mr.  HocH.  Yes,  sir. 

The  Chairman.  Now,  then,  do  you  not  think  it  is  well  and  propel 
that  we  should  provide  that  the  proper  grade,  quality  and  valuJ 
should  be  delivered  under  that  contract? 

Mr.  HocH.  I  think  that  is  a  very  important  matter,  Mr.  Chairman 
but  as  I  see  it,  it  is  entirely  distinct  from  the  thing  I  try  to  reach  il 
my  bill. 

The  Chairman.  No,  but  as  long  as  you  permit  certain  things  be 
ing  done,  those  things  should  be  done  properly  between  the  con 
tr acting  parties. 

Mr.  HocH.  Yes,  certainly ;  and  I  think  that  if  there  is  need  f o 
legislation  limiting  the  grades  that  are  tenderable  under  this  con 
tract,  this  committee  should  take  steps  to  pass  legislation  to  tha 
effect. 

Mr.  Htjlings.  That  is  governed  now  by  the  rules  of  the  q:\ 
changes. 

Mr.  HocH.  I  understand  that. 

The  Chairman.  Mr.  Hulings  has  brought  out  a  point  in  referenc 
to  the  exchanges  that  I  wanted  to  bring  out.  For  instance,  at  on 
exchange  the  difference  is  6  cents,  and  at  another  exchange  8  centj 
Can  there  be  any  justice  if  there  is  such  discrimination,  it  there  ni 
such  differences?.  Do  you  think  it  is  just  to  have,  for  instance, 
difference  of  3  cents  in  these  exchanges?  And  do  you  think  thf 
the  difference  in  price  should  be  left  to  the  seller  to  determine 
Should  there  not  be  the  actual  commercial  differences  ? 

Mr.  Hoch.  I  think  so,  yes. 

The  Chairman.  Should  that  not  be  provided  for  in  any  bill  pii 
viding  for  legislation  on  this  subject? 

Mr.  Hoch.  Well,  it  seems  to  me  that  they  are  two  entirely  di 
f erent,  distinct  propositions.    I  think  that  ought  to  be  provided  id 
Mr.  Chairman,  yes.    But  I  am  not  here  discussing  some  bill  that 
aimed  at  some  thing  which  I  am  not  trying  to  reach.    I  am  hei 
discussing  this  bill. 
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The  Chairman.  Yes,  but  you  are  dealing  with  contracts.  Now, 
-ujjpose  that  you  are  a  feeder  in  Kansas,  and  you  contract  with 
someone  in  Minnesota  to  deliver  100  head  of  cattle  of  certain  quality 
and  weight.  Would  you  be  willing  to  accept  any  quantity  or  any 
weight? 

ilr.  HocH.  I  certainly  would  not. 

The  Chairmax.  Now  then,  would  you  be  willing  that  the  party 
who  is  selling  the  100  head  of  cattle  to  3'ou  should  be  able  to  fix  tlie 
differences? 

Mr.  HocH.  I  would  not. 

The  Chairman.  That  is  exactly  what  is  being  done  today  as  to 
^rain — 

Mr.  HocH.  I  don't  think  there  is  any  disagreement  between  you 
and  me  on  that  proposition,  Mr.  Chairman.  The  question  in  my 
mind,  however,  is  whether  they  are  not  two  separate  and  distinct 
propositions.  If  the  two  things  can  be  remedied  in  one  piece  of 
lejrislation,  why  very  well. 

The  Chairman.  Is  that  not  of  as  much  importance  as  the  other, 
do  you  not  think? 

iir.  HocH.  Well,  there  are  a  good  many  things  of  importance  be- 
fore this  committee  for  its  consideration. 

The  Chairman.  But  here  you  have  contracts  between  two  parties, 
the  buver  and  the  seller;  should  not  the  buyer  be  protected? 

Mr.  IHoch.  Yes,  sir. 

The  Chairman.  Should  the  seller  be  allowed  to  fix  the  difference? 

Mr.  HocH.  Well,  now,  I  agree  with  you  on  that  proposition,  Mr. 
Omirman,  entirely. 

Mr.  HuLiNGS.  Mr.  Chairman,  I  understand  that  he  would  pro- 
hibit certain  kinds  of  contracts,  leaving  on  the  'change  the  permis- 
?il»Ie  contract  under  the  present  law. 

Tfie  Chairman.  But  he  permits  certain  contracts.  I  am  speaking 
•it  the  contracts  permitted  under  this  bill,  or  any  other  bill. 

Mr.  HocH.  I  do  not  permit  any  contract  under  my  bill.  My  bill 
1^  not  a  permissive  bill  at  all.  It  is  to  prohibit  certain  things  from 
L^eing  done.  Now,  if  there  needs  to  be  some  regulation  with  refer- 
^hce.  to  things  that  are  permitted  to  be  done,  or  that  are  being  done, 
ttiat  is  an  entirely  different  matter. 

Mr.  TiNCHER.  You  would  not  suggest.  Congressman,  that  because 
Lv  had  a  bill  that  prohibits  certain  things,  that  he  must  in  that  same 
^•ilL  in  order  to  have  worthy  legislation,  provisions  prohibiting  all 
•'ther  things  that  are  inequitable  and  uniair  and  wrong  in  the  grain 
t't'Siness?  I  have  been  considering  this  matter  all  summer,  in  my 
'^tate,  and  I  have  introduced  a  bill,  but  I  don't  say  anything  aboiit 
srades.  Why?  Because  I  haven't  heard  anything  about  grades 
»II  summer.  I  am  not  willing  to  say  that  1  would  not  support 
i'jme  legislation  remedying  the  inequities  or  injustices  that  are  now 
prevalent. 

The  Chairman.  I  am  asking  a  question.  There  has  been  criticism 
directed  against  the  grades  and  the  fixed  prices  by  the  millers  and  the 
Uvers. 

Mr.  HocH.  I  know. 

Tlie  Chairman.  Under  your  arrangement,  unless  we  provide  for 
3ome  specific  provision  the  exchanges  will  fix  the  differences.    The 
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commercial  difference  might  be  20  cents,  and  the  exchange  might  fix 
it  at  3  cents. 

Mr.  HocH.  I  am  familiar  in  a  general  way  with  that  situation. 
I  am  entirely  in  sympathy  with  that,  Mr.  Chairman.  But  there  is 
no  bill  before  you  that  says  anything  about  grades. 

The  Chairman.  I  think  that  is  the  all-important  part  of  th^ 
whole  measure. 

Mr.  HocH.  I  don't  think  there  is  a  single  bill  before  you  with  refi 
erence  to  this  question  of  futures  that  bears  in  any  way  on  the  matter 
of  grades  tenderable  under  the  contracts. 

The  Chairman.  For  instance,  in  Chicago  24  grades  are  valid,  tenj 
derable  grades.  Minneapolis  9,  St.  Louis  12,  Kansas  City  9.  Ther^ 
is  that  wide  spread.  For  instance,  one  exchange  will  fix  the  differ- 
ence at  8  cents;  others  at  5  cents.  Right  there  is  a  difference  of  3 
cents.  The  fixed  difference  may  be  5  cents;  the  commercial  differ 
ence  might  be  20  cents.  Now  the  contract  should  be  made  at  what^ 
ever  that  commercial  difference  is. 

Mr.  HccH.  Well,  I  will  say,  Mr.  Chairman,  that  appeals  to  me 
I  have  not  studied  that  question,  but  it  seems  to  me  there  ought  tc 
be  some  certainty  with  reference  to  this. 

The  Chairman.  I  think  we  will  agree  on  this  point:  Say,  fo 
instance,  that  you  or  I  buy  10,000  bushels  of  wheat.  We  want  t 
know  something  about  the  grade  to  be  delivered.  If  we  need,  w 
will  say,  Xo.  2  wheat,  we  would  certainlj?^  object  to  the  delivery  of  n< 
grade  or  No.  5  wheat.  And  if  we  did  agree  in  the  contract  to  accepj 
No.  5  wheat,  the  actual  commercial  difference  between  the  No.  2  wheaj 
and  the  No.  5  ought  to  be  the  basis  of  difference. 
Mr.  HocH.  Yes ;  I  think  so. 

The  Chatrtvian.  But  that  is  not  provided  for,  as  I  understand,  i^ 
anv  of  these  bills. 

Mr.  HocH.  No:  but  if  I  may  go  back  again  to  the  proposition 
made  before,  Mr.  Chairman,  I  don't  think  that  these  bills  are  ainie< 
at  that  particular  thing;  not  that  they  are  out  of  harmony  with  it 
but  they  are  not  aimed  at  that  particular  thing. 

The  Chairman.  There  should  be  a  provision  for  limiting  th 
grades,  and  providing  for  the  commercial  difference,  and  the  com 
mercial  difference  to  be  fixed  by  the  Secretary  of  Agriculture.  Ji\i 
there  are  no  such  provisions  in  any  of  these  bills.  Nor  is  that  tl^ 
practice  on  these  exchanges  to-day. 

Mr.  HocH.  No;  that  is  true.  Nor  does  the  cotton-futures  act  at 
tempt  to  prohibit  speculative  dealings  in  futures.  Now,  we  attemp 
to  cleal  with  an  entirely  different  thing  in' this  bill,  Mr.  Chairmaij 
I  think  it  goes  along  with  the  fixing  of  the  grades  and  the  commerci:i 
differences,  and  all  that,  but  those  are  not  integral  parts  of  this  pr(>p<j 
sition.  ' 

The  Chairman.  One  proposition  is  to  eliminate  this  propositiol 
from  the  board  of  trade  ana  the  other  is  to  regulate  as  to  the  valvi 
of  the  deliverable  article.     The  two  go  hand  in  hand. 

Mr.  HocH.  Yes;  they  are  closely  related  subjects,  but  they  ai 
entirely  distinct  subjects,  as  I  view  the  situation. 

The  Chairman.  The  point  I  want  to  bring  out  is  whether  you  thin 
it  is  of  importance  that  we  should  provide  some  reflation  that  woul 
guarantee  to  the  buyer  the  commercial  difference,  both  as  to  the  quui 
tity  and  quality  to  fee  delivered. 
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Mr.  HocH.  Undoubtedly.  And  they  are  closely  related,  Mr.  Chair- 
man, but  they  are  distinct  propositions. 

The  Chairman.  Are  there  any  other  questions?  We  are  very 
grateful  to  you,  Mr.  Hoch. 

Mr.  Hoch.  I  would  Uke,  Mr.  Chairman,  to  put  into  the  record  some 
extracts  from  a  letter  on  this  subject  written  by  Mr,  E.  J.  Smiley, 
ffho  is  the  secretary,  and  has  been  the  secretary  for  many  years,  of 
ibe  Kansas  Grain  Dealers'  Association,  and  who  has  given  a  great 
many  years  of  study  to  this  subject,  and  has  been  actively  identified 
with  the  grain  business  for  a  long  time.  I  would  like  to  put  these  ex- 
tracts from  his  letter  in  as  a  part  of  my  statement 

The  Chaieman.  If  there  is  no  objection,  it  will  be  so  ordered. 

(The  extracts  from  the  letter  presented  by  Mr.  Hoch  are  as  fol- 
lon-s,  printed  in  full :) 

1806-1920  Kansas  Grain  Dealebs'  Association, 

OmcE  ae  tub  Secb^tabt, 
Topeka,  Kan».,  December  ftS,  1920, 
Boo.  HoMKB  Hoch,  M.  C, 

Wiuhinffton,  D.  C. 

On  May  30.  1020,  the  Qoverninent's  guarantee  on  the  price  of  wheat  ex- 
pire by  UmltaCloD  of  the  guarantee  act.  We  take  from  the  Grain  Market 
Eerfew,  tbe  official  report  of  the  Kansas  City  Board  of  Trade  as  follows:  "End- 
ing of  Govemmeat  control  of  wheat  trading  made  no  apparent  Oltfercnce  In 
n^li  markets  today,  bnsiness  being  conducted  the  same  as  formerly,  and  with 
n-i  chanRes  in  previously  existing  differentials  hetwetn  the  various  grades." 
Tbe  Grain  Corporation  having  previously  established  differentials  between 
padps  to  be  continued  during  their  period  of  control.  June  1,  following  the 
GraiD  Corporation's  control  of  the  grain  business  of  the  country,  No.  2  luirii 
•b«it  sold  iHi  the  floor  of  the  Exchange  In  KansaH  City  at  S2.89  to  $2.90  per 
buslii-l.  The  following  Monday,  June  7,  No.  2  hard  wheat  sold  at  Kansas  City 
It  (2.SS  per  bnshel.  Slonday,  June  14,  No,  2  hard  wheat  sold  at  $2.8R  per 
bD«tiel :  Uonday,  June  21,  No.  2  bard  wheat  sold  at  $2.83  per  bushel ;  Monday, 
Joie  28,  No.  2  bard  wheat  sold  at  $2.78  per  bushel ;  Monday,  July  6,  No.  2 
Inm  wbeat  aoM  at  $2M  per  bnshel ;  Monday.  July  12,  No.  2  hard  wheat  Hold 
I!  KS8  per  bushel,  and  on  Thursday,  July  15,  the  day  future  trading  wbh  ri"- 
l[.sratpd.  Nol  2  hard  wheat  sold  on  the  cash  market  at  $2.S8  per  bushel  and  ttu* 
IX^fmber  option  opened  In  Chicago  at  $2.7S  to  $2.72  and  closed  at  $2.70}  itr 
li(  ivntt  per  bushel  below  the  cash.  We  quote  from  the  Grain  Market  Ili-vl'-W 
«t  JqIj-  15,  bb  a  prediction  of  what  was  to  come.  "  A  reduction  In  export  liMs, 
ii>"i»-r«tel)t  tareer  arrivals  and  expectations  that  resumption  of  wheal  fiixjiv 
tmUBK  win  enable  millers  and  exporters  to  protect  deferred  requlrifw-iw* 
rUxHit  bajiag  the  actual  grain  far  ahead,  made  a  smaller  market  for  ttuici 
»-'ai  ro^Iay  and  gave  prices  an  easier  undertone." 

I  «l»h  to  call  your  particular  attention  to  the  fact  that  from  June  1  '.i  Juij 
!■'.  tV  rvnee  in  prices  on  No.  2  hard  wheat  was  only  7  cents  per  buHhct,  wirliuui 
uj  i>iv«Tiuiwat  gnarantee  or  any  future  market  for  hedging  puri'luijiei.    iiu 


1  MB  agitation  for  the  reinstatement  of  future  trading.  I'UI  i 
fbi-  I««-HB  Rave  the  President  of  the  United  States  the  autliwrliy 

•«i;a*  "'  ,  these  exchanges  nmw  imr 

«!■>  n  of  the  President.    An  iur  ti 

,*•»'*«  for  the  relnstat*wM-iii  ui  mi 

f*^"  langes  that  wouM  piutu  I,.. 

«es.  president  al  tin-  K.-tnii 
lie    millers   of   cite   uuiiiiu,. 
■    rriidlng.    and    n^    liu 
the  prodooer  and  IvlhI  •-:... 

certain  baukxii.  luui.*..!   i. 

business  uuMb'  u  ii,.(i,.  ^i    .. 

relnstateoM-ot  m  Uiin..     ,    , 

they,  a«  Wuki>.<-    .....,>,\  . 


182  FUTURB  TRADING. 

willing  to  loan  money  on  grain  stored  in  public  terminal  elevators  without  th< 
protection  of  hedging  purchases  by  sales  on  the  future  marlcet. 

In  this  connection,  I  wish  to  state  that  during  the  preceding  year,  bankers  a 
all  terminal  markets  were  willing  to  loan  elevator  owners  and  operators  suffi 
clent  amount  of  money  to  store  grain  when  the  prevailing  price  was  anywhere 
from  25  to  60  cents  per  bushel  above  the  guarantee  of  the  Government.  M: 
attention  bas  been  called  to  the  fact  that  the  principal  reason  bankers  at  thesi 
large  terminals  were  directly  interested  in  the  restoration  of  future  tradlnj 
was  on  account  of  the  vast  amount  of  money  that  was  deposited  at  these  largt 
centers.  Under  normal  conditions,  conunlsslon  men  and  brokers  demand  i 
margin  of  from  3  to  5  cents  a  bushel  when  purdiaslng  grain  for  future  delivery 
To  illustrate:  A,  located  at  St.  Marys,  Kans.,  would  place  an  order  with  hi 
conmii&sion  man  in  Kansas  City  to  buy  20,000  bushels  of  wheat  for  Septembe 
delivery.  This  order  would  be  placed  in  July  in  order  to  protect  his  commissioi 
man  In  the  purchase  of  his  grain — he  would  forward  a  check  for  $1,000  or  I 
cents  per  bushel  on  the  20,000.  B,  located  at  Emporia,  would  place  an  orde 
with  the  same  commission  man  to  sell  20,000  bushels  of  wheat  and  deposit  cbecl 
with  his  commission  man  for  like  amount.  On  these  two  transactions  then 
would  be  $2,000  of  money  deposited  at  some  bank  In  Kansas  City  or  wherevei 
the  trade  was  made.  When  you  take  into  consideration  that  hundreds  o 
millions  of  bushels  of  grain  are  traded  In  annually,  you  have  some  idea  of  tb( 
vast  amount  of  money  that  is  deposited  with  the  banks  at  these  large  terminals 
Under  these  conditions,  Is  it  any  surprise  to  you  that  bankers  are  interested 
In  the  reinstatement  of  future  trading? 

Returning  tb  the  market  after  July  15:  Monday,  July  19,  No.  2  Lard  whea 
sold  in  Kansas  City  at  $2.87  per  bushel,  and  the  December  option  in  Chlcag( 
closed  at  $2.51,  or  36  cents  below  the  cash.  Monday,  July  26,  No.  2  hard  wheal 
sold  in  Kansas  City  at  $2.80  and  the  Chicago  December  option  closed  at  $2.47) 
On  Monday,  August  2,  No.  2  hard  wheat  sold  In  Kansas  City  at  $2.28  a  bushel 
or  a  decline  of  53  cents  a  bushel  In  one  week,  and  the  December  option  do  sec 
at  $2.13^,  or  34  cents  per  bushel  lower  than  the  week  previous. 

At  this  time,  the  Canadian  crop  of  wheat  had  not  all  been  harvested.  In  fact 
har\*e8t  had  Just  commenced.  The  spring  wheat  crop  In  the  Northwest  was 
harvested  and  it  was  generally  known  that  the  yield  would  be  very  disappoint 
Ing.  In  face  of  this  fact,  the  talent  was  able  to  force  the  market  down,  althougl 
receipts  at  all  terminal  markets  were  below  what  they  were  In  the  previous  year 
and  the  total  visible  supply  In  the  United  States  was  only  17,487,000  bushels 
against  20,908,000  bushels  same  time  one  year  ago.  There  had  been  an  active 
demand  from  exporters  for  all  the  wheat  they  were  able  to  obtain,  and  cleat 
auces  from  export  points  was  four  times  as  great  as  the  year  before. 

It  Ls  our  contention  that  If  future  trading  had  not  been  reinstated  we  woul^ 
have  had  a  steady  market  as  the  demand  abroad  was  greater  than  the  suppt\ 
It  Is  reasonable  to  assume  that  as  soon  as  the  foreigner  was  able  to  purchas 
wheat  for  December  delivery  at  a  price  11}  cents  to  2S  cents  below  the  inrevail 
ing  cash  market,  that  he  made  purchases  for  December  shipment,  instead  o 
buying  the  spot  wheat 

I  am  not  unmindful  of  the  fact  that  some  one  must  spectilate  from  the  tim 
the  seed  Is  put  In  the  ground  until  It  is  consumed  <n  the  form  of  bread  o 
other  foodstuff;  1.  e.,  whoever  carries  the  product  will  profit  by  advance  ii 
price,  or  lose  on  decline.  It  Is  a  legitimate  transaction  when  one  having  gralj 
sells  to  another,  either  for  immediate  or  future  delivery.  Legitimate,  beoaus 
it  is  necessary  that  some  one  must  own  and  carry  the  grain  until  It  is  neede 
for  consumption. 

There  is  no  provision  in  this  bill  prohibiting  the  owner  of  the  grain  froi 
seUing  for  future  delivery;  neither  is  there  anythng  to  prohibit  the  miller  o 
manufacturer  from  buying  for  future  delivery  to  supply  his  future  needs 
Instead,  provision  Is  made  in  paragraph  B,  section  1,  of  the  blU  permitting  thi 
free  and  unrestricted  purchase  and  sale  of  grain  and  grain  products.  TbI 
feature  of  the  bill  that  will  be  fought  by  the  grain  exchanges  of  this  countr; 
is  the  provision  of  taxing  the  individual  that  purchases  or  sells  grain  fo 
future  delivery,  not  having  ownership  in  same.  The  average  speculator  at  th 
rime  he  purchases  grain  through  any  of  the  grain  exchanges  has  no  though 
t)f  accepting  delivery,  and  in  many  instances  is  financially  unable  to  pay  fo 
the  grain  If  delivered  He,  or  they,  buy  or  sell  a  quantity  of  grain,  depositini 
n  IJmiti'd  amount  of  margin,  and  if  the  market  goes  against  them  they  simpi; 
acci^pt  this  loss  and  curse  the  medium  through  which  they  are  permitted  t 
itamble.    Chicago  to-daar  is  the  grain  center  of  the  world.    There  are  a  numbe 
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of  wealthy  concerns,  members  of  the  grain  exchange,  that  lease  wires  for  the 
alleged  purpose  of  disseminating  information  of  world  conditions;  i.  e.,  con- 
dition of  growing  crops  and  markets  throughout  the  civilized  world.  Their 
real  purpose,  however,  is  to  induce  the  public  at  large  to  bet  their  money  on 
the  advance  or  decline  of  the  market. 

So  profitable  has  this  business  become  that  throughout  the  entire  country, 
from  Main  to  California,  and  Medicine  Hat  to  Pensacola,  wires  are  leased  by 
the  so-called  wire  houses  in  Chicago,  and  offices  have  been  opened  in  many 
towns  of  from  1,000  to  5,000  people,  at  no  little  expense,  for  the  purpose  of 
bringing  in  the  "  lambs."  Unfortunately,  much  of  this  so-called  "  crop  report" 
news  is  misleading,  untruthful,  and  can  not  be  depended  upon.  It  is  a  fact 
that  the  small  or  country  speculator  is  invariably  a  bull  on  the  market,  always 
kwking  for  an  advance  in  price,  regardless  of  the  prevailing  price.  When  there 
has  been  a  material  decline  in  the  market,  these  traders  are  slow  to  risk  more 
of  their  money  in  the  game  and  there  must  be  some  incentive  to  further 
interest  them.  You  ask,  "  How  is  this  done?"  On  the  opening  of  the  market 
these  different  wire  houses  will  report  by  wire  to  their  different  agents  scat- 
tered throughout  the  land  that  there  has  been  a  killing  frost  in  Manitoba; 
Wack  rust  in  Minnesota  and  the  Dakotas;  green  bugs  in  Texas;  drought  in 
Oklahoma;  grasshoppers  in  Kansas;  locusts  in  Argentina;  floods  in  Australia;; 
ramors  of  war  in  Europe.  This  information  is  all  typed  and  spread  on  the 
counter  before  an  unsuspecting  public.  Result :  Every  one  buys  wheat.  Final 
resQlt:  After  the  public  has  made  purchases  to  their  limit,  report  comes  that 
the  frost  in  Manitoba  did  little  or  no  damage;  the  black  rust  reported  from 
Minnesota  and  the  Dakotas  only  covered  a  limited  territory.  The  green  bugs 
reported  from  Texas  were  in  the  plains  district  and  little  wheat  was  damaged. 
Good  showers  fallen  in  Oklahoma  and  danger  of  drought  has  passed.  Grass- 
hoppers in  Kansas  had  been  destroyed  by  a  poison,  and  the  war  cloud  hovering 
over  Europe  had  passed  away.  The  market  declines  and  the  sucker  parte 
with  his  money. 

I  wish  to  thank  you  four  your  interest  in  the  matter,  and  wish  to  assure 
pn,  as  secretary  of  the  Kansas  Grain  Dealers  Association,  that  I  will  be  glad 
to  lend  all  possible  assistance  to  do  away  with  gambling. 

Awaiting  your  future  favors,  I  am, 
Yours,  truly. 

B.  J.  Smiley,  Secretary.' 

Mr.  TiNCHER.  Mr.  Chainnan,  I  have  here  a  very  interesting  little 
pamphlet,  which  I  received  in  this  moming's  mail,  entitled '"iThe 
trils  in  Grambling  in  Grain  Futures  and  its  Effect  on  the  Pr^odii^^t, 
the  Consumer,  and  the  Nation  as  a  Whole,"  prepared  by  a  gentie- 
nian  named  Willis  Hough,  of  Chicago.  I  would  like  to  have  thi:; 
placed  in  the  record,  Mr.  Chairman. 

The  Chairman.  Without  objection,  it  may  be  inserted  in  the  rec- 
ord. 

(The  pamphlet  presented  by  Mr.  Tincher  is  here  printed  in  full  as 
follows:) 

The  Evils  in  Gambling  in  Grain  Futures  and  Its  Effect  on  the  Producer,  the 
Consumer,  and  the  Nation  as  a  Whole.  Written  by  WlUis  Hough,  822  South 
^ahasli  Avenue.  Chicago. 

"It  is  becoming  more  and  more  evident  that  the  grain  pit  of  the  Chicago 
Px-ard  of  Trade  is  the  most  colossal  gambling  hell  the  world  has  ever  known." — 
Crfpper's  Weekly,  publ^hed  by  Hon.  Arthur  Capper,  United  States  Senator. 

Oambllng  In  grain  futures  and  the  institution  through  which  it  is  done. 

The  writer  remembers  a  report  in  the  newspapers  that  the  entire  1915 

liHit  crop  of  the  United  States  was  traded  in  on  the  Chicago  Board  of  Trade 
times.  If  this  report  is  true,  and  there  ia  no  reason  to  doubt  it,  what  does 
it  mean?  Referring  to  statistics  we  tind  that  the  1915  wheat  crop  of  the 
United  States  was  1,025,801,000  bushels,  and  that  the  10  year  average  prior  to 
Jn«l  including  that  year  was  738,425,000  bushels.  Therefore,  it  means  that 
'*  all  the  wheat  raising  farmers  in  this  Nation  could  raise  the  10-year  average 
'•'[•  ever>-  year,  and  ship  It  all  to  Chicago,  it  would  take  them  over  176  years 
*"  ftll  all  those  contracts.  Is  it  any  wonder  that  the  Capper  publication  made 
^li^  statement  quoted  on  the  front  page  of  this  booklet?    On  the  above  basis, 
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it  Is  probable  that  every  bushel  of  wheat  consigned  to  Chicago  that  year  wafl 
traded  in  1,000  times  or  more,  and  gambling  In  grain  futures  has  increased 
rather  than  diminished  since  that  time.  A  western  newspaper  of  large  dr 
culation  recently  published  the  figures  to  show  that  our  8,000,000,000  bushel 
corn  crop  this  year  had  been  bought  and  sold  three  times  on  the  Chicago  Board  oi 
Trade,  causing  a  decline  of  over  60  cents  a  bushel  before  one  ear  of  It  was 
ready  for  market,  and  the  1920  wheat  crop  seems  destined  for  a  record  rud 
through  this  so-called  gambling  hell  unless  halted  by  congressional  actloni 
Senator  Capper  recently  said  that  the  farmers  lost  over  a  billion  dollars,  th^ 
lambs  who  played  the  game  one  hundred  million,  and  that  the  brokers  an(^ 
commission  houses  had  cleaned  up  over  forty  million  In  commissions  and  mari 
gins  in  the  last  90  days ;  that  more  wheat  was  sold  in  Chicago  in  October  thai^ 
was  raised  in  the  United  States  this  year;  that  our  1920  com  crop  had  been 
sold  14  times  in  Chicago  before  any  of  It  had  been  marketed;  and  that  onli 
about  1  per  cent  of  the  trading  was  bona  fide  transactions  for  delivery.  Preslj 
dent  Gatess,  of  the  Chicago  Board  of  Trade,  attempted  to  reply  but  did  no| 
deny  any  of  the  charges.    He  probably  couldn't.    What  do  you  think  of  it? 

Was  there  ever  a  more  exaggerated  idea  of  a  marketing  device  put  iD 
operation?  Can  anyone  name  another  commodity  outside  of  the  cereals  and 
cotton  that  would  tolerate  such  juggling  tactics  in  marketing  for  even  on^ 
minute?  Great  lines  of  other  industry  such  as  the  steel  trade,  the  automobile 
industry,  mining,  and  a  thousand  others  that  might  be  mentioned,  conduct 
their  marketing  in  a  common  sense  way,  while  the  world's  basic  industry,  agrli 
culture,  Is  penalized  by  a  system  of  gambling  in  futures  that  In  volume  anci 
extent  probably  far  exceeds  the  record  of  any  other  gambling  institution  ii^ 
the  world.  , 

The  board  of  trade,  and  those  doing  business  through  it  get  away  wltp 
all  this  through  a  three-word  triangular  loop  hole;  viz,  "intent  of  delivery *1 
which  they  claim  is  applied  to  all  contracts,  but  let  us  apply  the  acid 
test  and  see  where  we  come  out.  If  the  public  could  get  the  figures  from  tb^ 
clearing  house  sheets  of  the  Chicago  Board  of  Trade,  it  would  find  that  th^ 
total  trades  in  the  most  active  futures  would  be  expressed  in  numbers  so  larg^ 
as  to  puzzle  the  average  person  to  read  them,  and  that  the  actual  number  o< 
bosbelB  of  grain  delivered  on  these  paper  contracts  would  be  practically 
nothing  in  comparison.  As  an  example,  multiply  the  1915  wheat  crop,  1,025,801,00(] 
buflthels  by  127  and  we  have  130,276,727,000  bushels.  And  what  part  of  thi^ 
mm  delivered?  We  know  that  it  could  not  have  been  more  than  four-fifths^ 
it  t  per  cent  if  all  the  wheat  raised  that  year  had  been  shipi)ed  to  Chicag(j 
mnirm  there  was  a  multiplicity  of  deliveries  of  the  same  wheat.  Does  thi^ 
look  like  delivery  was  seriously  contemplated  on  a  great  majority  of  thes(| 
#ftper  contracts  or  that  it  is  about  99  per  cent  gambling  on  paper  for  gain? 

Th€ax  going  to  their  propaganda  booklet,  we  find  that  no  delivery  is  lu^ 
tended  on  a  "  hedge "  and  that  it  is  only  a  gambling  transaction  to  offset  a 
possible  loss  on  a  legitimate  ona  It  is  amazing  that  the  Chicago  Board  o^ 
Trade  should  have  made  such  an  admission,  when  It  has  used  "hedging"  ajj 
a  trump  card  to  avoid  being  legislated  out  of  existence  for  many  years.  Read] 
«ng  a  little  further  in  their  booklet  we  find,  "scalpers  thrive  on  one-eif:htll 
cent  profit."  Any  sign  of  intention  of  delivery  on  the  part  of  the  scalpers  1 
Then  our  newspaper  market  reports  show  transactions  almost  dally  thai 
were  turned  over  for  gain  and  that  no  delivery  was  ever  intended. 

Another  test  of  an  institution  claiming  to  serve  the  public  Is  the  i)ercenta?fi 
of  service  it  renders,  and  applying  this  test  to  the  Chicago  Board  of  TradeJ 
what  do  we  find?  The  writer  has  openly  challenged  them  time  and  again  tq 
show  by  their  records  that  delivery  on  May,  1920,  corn  contracts  were  as  muclj 
as  one-tenth  of  1  per  cent  of  the  total  trades  in  that  future.  They  have  nevei 
accepted  the  challenge,  and  I  am  confident  that  they  can  not  refuse  the  chare^ 
and  I  am  going  to  further  challenge  them  to  show  by  their  records  that  the 
actual  delivery  of  grain  on  any  May  or  December  future  during  the  last  fiv^ 
vears  In  either  wheat,  com,  or  oats  has  equaled  1  per  cent  of  the  total  trade? 
In  the  future. 

Judging  the  Chicago  Board  of  Trade  in  the  light  of  these  tests  we  must  con 
elude  that  delivery  Is  not  Intended  or  desired  on  an  overwhelming  proportioij 
of  the  future  contracts,  and  being  so.  It  Is  only  gambling  on  paper  for  ^ain^ 
And  further,  that  the  proportion  of  deliveries  to  the  total  trades  is  so  infinitely 
BmilU  as  to  make  Its  degree  of  service  not  only  practically  negligible,  but  ex^ 
treinely  detrimental  to  the  producer,  the  consumer,  and  the  Nation  as  a  wbol& 
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GAMBLINO  IN  GRAIN  FUTtJBES  IN  ITS  EFFECT  ON  THE  PBODUCER. 

One  of  the  strangest  situations  has  developed  In  the  rising  indignation  of 
the  farmers  over  the  gambling  in  grain  futures  on  the  Chicago  Board  of  Trade. 
In  order  to  keep  from  being  les^lslrited  out  of  business,  the  latter  has  maintained 
for  many  years  that  it  was  of  vast  Importance  to  the  farmers,  but  they  have 
jiuldraly  risen  up  en  masse  and  torn  the  mask  off  of  the  thing  and  at  last 
realize  that  gambling  in  grain  futures  is  about  as  much  benefit  to  them  as  a 
weasel  in  their  hencoops.  For  an  institution  to  maintain  that  juggling  an 
article  more  than  one  hundred  times  between  the  producer  and  the  consumer 
bids  in  distribution  and  is  a  benefit  to  both  of  them  is  an  insult  to  their  intelli- 
gence. No  theory  could  be  more  iwonstrous  and  misleading  in  a  deliberate  at- 
tempt to  deceive. 

Seeing  the  rising  indignation  of  the  people  over  the  gambling  in  grain  futures, 
the  Chicago  Board  of  Trade  put  out  a  propaganda  booklet  recently  in  an  attempt 
to  stem  the  tide  and  appease,  above  all,  the  farmer.  In  it  they  gave  a  1914 
c;;sh  tranaaction  in  >vheat  in  an  endeavor  to  show  their  importance  and  effl- 
'iency.  In  this  transaction  it  was  shown  that  this  wheat  got  no  nearer  to  Chi- 
f-a.TO  than  the  State  of  Kansas,  where  it  was  raised.  It  was  sold  by  the  farmer 
to  his  local  gr{iin  dealer,  who  shipped  it  to  an  exporter  at  Galveston,  Tex.,  and 
who  in  turn  consigned  it  to  Liverpool.  There  was  no  commission  charge  or 
*'l»e<lging"  charge  to  show  that  the  shipment  passed  through  any  commission 
lirni  or  board  of  trade,  and  it  would  be  interesting  to  know  how  the  Chicago 
iDi^titution  got  the  details  of  the  transaction  nearly  six  years  afterward, 
printed  it  as  propaganda,  and  tried  to  claim  credit  for  it.  It  does  not  seem 
like  the  most  ignorant  could  be  deceived  by  such  propaganda.  By  using  such 
an  illustration  the  Chictigo  Board  of  Trade  has  shown  the  weakness  of  its  posi- 
tion m  the  grain  business.  Far  more  interesting  would  have  been  a  1915  wheat 
transaction  showing  127  grain  gamblers  and  speculators  standing  in  line  and 
en  bbing  for  a  share  of  it  through  the  Chicago  Board  of  Trade  while  the  ship- 
ment was  on  its  way  from  the  producer's  farm  to  the  consumer's  table.  An- 
other interesting  illustration  would  be  the  14  jugglings  of  the  1920  com  crop  at 
a  decline  of  nearly  a  dcllnr  a  bushel  before  any  of  the  crop  was  ready  for 
larket. 

The  September  and  December  futures  are  often  traded  in  before  spring 
*^heat,  oats  and  com  are  sown  and  planted.  Could  anything  be  more  out- 
f&seoD.s  than  trying  to  fix  a  price  on  the  crop  at  that  stage  in  the  making? 

The  board  of  trade  claims  that  it  acts  as  a  stabilizer.  As  a  matter  of  fact 
j|  is  the  most  unstable  factor  in  the  market.  Because  of  the  violent  fluctua- 
^^Ds  caused  by  the  gambling  In  grain  futures  country  grain  dealers  can  not 
*:th  safety  to  themselves  pay  within  10  cents  a  bushel  on  wheat  and  5  cents 
» bushel  on  com  and  oats  that  they  otherwise  could  if  this  menace  did  not 
^Ist.  On  a  five  billion  bushel  crop  of  wheat,  corn,  and  oats,  this  amounts 
I'}  around  $300,000,000  direct  loss  to  the  farmers  from  this  source  alone. 

It  hurts  the  farmers  in  more  ways  than  one.  This  is  an  exporting  nation. 
Trading  in  futures  enables  foreign  buyers  to  depress  our  markets  by  selling 
larjje  quantities  of  futures,  buy  the  grain  on  the  break  below  its  real  value, 
»0'1  then  quietly  buy  in  the  futures  at  a  profit  besides.  It  also  enables  the 
fiporters  to  play  one  exporting  nation  against  the  other.  They  break  our 
Diarkets  with  bearish  reports  on  the  Argentine  then  they  break  the  Argentine 
aiarket  with  bearish  reports  on  us  and  thus  it  goes  from  one  exporting  nation 
t'»  another.  The  Herald  and  Examiner  of  November  29,  1920,  commenting  on 
^^  grain  market  had  this  to  say : 

"The  establishing  of  new  low  prices  was  of  almost  dally  occurrence  last  week. 
At  the  extreme  low  figures  December  was  down  $1.23  from  the  top  on  the 
f'^'P  and  March  $1.28  from  the  high  point  of  the  season.  A  point  has  been 
''^'^hed  in  the  long  drawn  out  decline,  probably  the  most  severe  In  the  grain 
*Me,  where  our  wheat  was  the  cheapest  in  the  world.  We  are  underselling 
Argentine  wheat  by  10  to  12  cents  a  bushel  and  are  also  cheaper  than  Canada 
'J'''!  Australia."  How  would  a  protective  tariff  help* us  undfer  such  conditions? 
P'lliorta  for  the  week  were  given  at  from  ten  to  twelve  million  bushels,  and  with 
'^'^r  exports  In  October  of  over  42,000,000  bushels  of  wheat,  the  largest  on 
^^'rd,  plainly  shows  what  has  been  going  on.  It  is  significant  that  the  news- 
Wpers  said,  "  Speculative  selling  has  been  heavy  the  last  few  days.*'  and  one 
"^  th^  reasons  for  nearly  every  break  was  "  Houses  with  export  connections 
'^ere  heavy  sellers  of  futures."    A  tariff  on  wheat  would  be  of  doubtful  value 
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to  the  farmers  of  an  exporting  nation.  Far  better  would  be  the  putting  of  a 
ban  on  gambling  in  grain  and  cotton  futures  that  enable  the  foreigner  to  rait( 
our  markets  so  successfully. 

The  board  of  trade  has  put  forth  the  claim  tliat  it  offers  opportunities  iat 
farmers  to  '*  hedge  **  their  crops  through  it,  but  it  is  quite  noticeable  that  the 
most  of  them  that  have  tried  it  have  not  only  lost  their  crops  but  their  farni 
besides  and  found  out  that  monkeying  with  the  board  of  trade  was  abou^ 
as  safe  as  sitting  down  on  a  buzz  saw. 

Gambling  in  grain  futures  is  100  per  cent  against  the  farmer  from  m\y 
angle  you  wish  to  view  it,  and  in  the  following  article  I  will  show  that  i^ 
affects  the  consumer  in  about  the  same  way. 

GAMBLING    IN   GRAIN    ^TTl'RKS    AND   ITS   EFFECT  ON   THE  CONSUMER. 

The  consumers'  side  of  It  can  be  dismissed  in  a  few  words.  It  is  all  ajxalnsi 
him.  < Train  gambling  crowds  the  pr:ce  of  foodstuffs  upward  on  a  bull  canipaipl 
and  leaves  the  consumer  hanging  on  the  top  peg  during  a  bear  raid.  Nearly 
four  months  elapsed  after  the  high  point  for  wheat  was  reached  last  July  before 
the  prices  of  bread  was  reduced  in  Chicago.  In  the  meantime  wheat  had  gon^ 
down  over  a  dollar  a  bushel.  The  millers  and  bakers  pleaded  stocks  of  wheal 
and  flour  bought  at  high  prices  as  the  reason.  If  this  be  true,  it  Is  very  evidvmj 
that  they  do  not  avail  themselves  of  tiie  opportunity  of  placing  a  gambling 
"hedge"  through  the  board  of  trade  to  offset  a  possible  loss  on  the  stocki 
they  carry,  or  that  they  are  gnllty  of  the  most  shameftil  profiteering  for  the^ 
have  taken  a  double  profit,  one  on  the  **  hedge  "  and  one  on  their  merchandisti 
and  gambling  In  grain  futures  had  made  It  possible  for  them  to  do  so.  If  thej 
did  not  "  hedg«,"  It  sharply  refutes  the  contention  of  the  board  of  trade  thai 
**  hedging  **  Is  demanded  by  millers  and  other  lan^  handlers  of  wheat  and  liouti 
and  the  milling  Journals  are  openly  fighting  gambling  and  speculating  in  grai^ 
futures  besides.  Are  hoard  of  trade  oflirtals  talking  for  the  farmers,  milled 
and  consumers,  or  the  speculators,  gamblers,  and  brokerage  houses  that  aii 
taking  millions  out  of  it?  I^ook  out  for  these  prKending  Good  Samaritans,  fol 
they  care  for  iK4)ody'*s  interest  hut  their  own. 

The  system  is  100  agin5!t  the  consumer  and  nothing  in  his  favor. 

GAMBLIX^  IN  GHATN   AND  TTS  OTMam.  EFFECT  OK  THE  NATION, 

Radiating  from  the  grain  pits  of  the  Chicago  Board  of  Trade  and  spreadinj 
out  over  this  Nation  like  a  gigantic  spider  web  is  a  systcsn  of  leased  wires  thai 
reach  from  the  Atlantic  to  the  Pacific  and  from  Canada  to  the  Gulf.  On  thesi 
wires  are  branch  commission-l»ouse  offices,  probably  running  into  the  thousand^ 
that  act  as  feeders  for  the  parent  institution.  These  branch  offices  slip  int) 
to^Ti  quietly  and  oi*»erate  quietly  s<>  as  not  to  arouse  the  better  class  of  citizeni 
of  tlie  towns.  On  the  books  of  these  branch  commission  officers  are  account! 
of  hundreds  of  thousands  of  $anall  traders  or  gamblers,  which  they  really  aw 
for  very  few  of  them  ever  exr^ect  or  intend  doliveiy,  and  who  dabble  in  froii 
1.000  to  IJO.OOO-bushel  lots,  Thii;  comprises  the  hoard  of  trade's  sucker  liM 
The  majority'  of  these  a  ma  ton  r  traders  enter  the  game  under  the  b^ief  that  \ 
Is  a  real  market  based  upon  «mpply  and  demand  of  the  world's  most  import  ah 
commoditj*.  <m\s  to  find  out  a  little  later  on  that  it  is  only  a  schwne  of  a  1<i 
of  professional  gambVrs  to  fleece  them  out  of  their  money.  If  you  think  thd 
the  Ohfcftgo  Bosrd  of  Trade  has  any  standing  ^ith  hard-headed  business  mei! 
go  to  your  local  l»anker  and  ask  to  borrow  .^1,000  to  play  the  game  and  s<l 
what  be  tells  yon.  ^'ine  of  tlu  first  questions  that  T>un  or  Bradstreets  will  asl 
before  giving  a  busim^ss  man  credit  rating  is.  **T>oes  he  play  the  board  <\ 
trade? ''  The  Ohi<'a<ro  Tribune  of  Novenil»er  29  15120,  cited  an  instance  of 
farmer  sending  n  <*onimlssion  firm  a  note  for  ^750,  explaining  that  althoii^ 
the  farmer  t**as  worth  ^200,000  monev  was  so  tight  that  he  conld  not  borr««i 
1^30  at  htR  bank.  Why  was  this  farmer  oxiing  this  commission  firm  money 
The  facts  probabh  are  thnt  Mr.  Farmer  had  be<»n  bucking  the  board  of  tm«1 
f>n.'  cot  *•  rrimvoii''  nnd  Lis  banker  would  not  bian  him  money  for  that  purpo^j 
VnA«\-M»c  r>>».T  ihr  Wmijer  he  stayed  at  it  the  less  of  his  fortune  he  would  ha^j 
1  ■•  » •       ♦ «     •    mk'Jr  hU  be  taken  from  h'm  In  one  sweep  of  th<*  board.  , 

^•oit,    »tijNn'it\  would  comp»»l  thv  Chiongo  Board  of  Trade  to  make  imi^^^I 
K    tKTi'^K  o*t  Th"  f'anHactious  through  U  for  the  last  five  years:  that   i<  til 
•  ♦  .     t.tnitK«T   M    lMf>«h4»N  of  nil  praln^  boucfht   Mt>d  ^^nid  thrr»ngh  tt  cm   ik\\>^ 
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aDil  than  Uie  actual  number  of  bushels  of  real  grain  delivered  on  tlie  paper  con- 
tracts, the  comparison  would  undoubtedly  stagger  the  nation  and  make  the 
«luutation  on  the  front  page  of  this  booklet  look  like  a  very  mild  statement 
indeed.  Likewise,  if  several  of  the  big  operators  could  have  their  transactions 
^hown  up  in  the  same  manner,  some  of  these  so-called  wheat  kings  and  corn 
kings  would  probably  have  their  titles  changed  to  gambling  kings  Instead. 
And  If  all  the  money  sent  into  Chicago  by  these  branch  commission  house 
oflkw  annually  could  be  collected  Into  one  sum,  the  total  expressed  in  figures 
would  startle  the  financial  world,  and  if  the  amount  could  be  applied  to  the 
liquidation  of  the  national  debt  it  would'  go  a  long  way  in  that  direction. 

The  Chicago  Board  of  Trade  has  never  contended  to  my  knowledge  that 
these  branch  commission  house  offices  were  a  benefit  to  the  cities  in  which 
they  are  installed.    They  are  city  bleeders  and  nothing  else. 

"The  gambler  loses  ni'>ney  first,  then  character,  then  honor.  Gambling  is 
a  worse  vice  tlian  drink.  It  is  the  worst  of  all  mental  vices." — Editorial, 
Heraid  and  Examiner.  . 

Grain  gambling  is  doomed.  The  handwriting  is  on  the  wall.  Newspapers 
.va.v  that  the  Chicago  Board  of  Trade  building  rests  upon  the  sands,  that  It  is 
roctdog  on  its  foundation  and  that  they  have  constructed  a  heavy  wire  screen 
under  the  ceiling  to  keep  the  plaster  from  falling  on  their  heads. 

There  is  hardly  a  citizen  in  any  of  the  other  ^cities  afflicted  by  these  places 
that  does  not  have  ample  evidence  of  ttieir  terrible  effect  on  the  community. 
How  many  honest  bank  officials  have  gone  wrong  because  of  the  temptations 
of  grain  gambling  and  the  savings  of  millions  of  people  lost  or  endangered 
thereby?  How  many  good  men  have  lost  their  fortunes,  their  homes  and  their 
all  through  it?  How  many  suicides,  divorces,  Insanity,  and  other  forms  of 
misery  must  be  charged  against  it?  Next  to  the  liquor  traffic,  if  not  first  In  line, 
it  holds  the  stellar  rOle  as  the  greatest  creator  of  misery  in  our  Nation  to-day. 

THE  REHEDT. 

Tliere  appears  to  be  enough  law  on  the  statute  books  of  Illinois  against 
sainblhig  to  suppress  such  activities  In  grain  futures,  but  for  some  reason  or 
other  the  ofiiclals  having  the  enforcement  of  the  law  entrusted  to  them  have 
failed  to  act.  It  would  also  seem  that  the  new  chief  of  police  of  the  city  of 
Chicago,  who  is  making  a  crusade  against  booze  Joints,  murder  dives,  and 
?MiblIng  hells  could  not  pass  up  the  grain  gambelrs  long  if  he  Intends  to  do 
a  thorough  Job.  The  people  of  this  great  Republic  are  beginning  to  wonder 
i^  the  laws  against  gambling  in  the  State  of  Illinois  are  made  for  the  crap 
«h(ioter  and  the  penny  ante  class,  while  the  gentlemen  gamblers  in  grain 
^tures,  who  play  the  sky  as  the  limit  are  Immune. 

^  But  what  we  need  Is  a  strong  Federnl  law  th:it  will  forever  abolish  specu- 
lating and  gambling  In  gi'aln  and  cotton  futures  in  every  State  In  the  Union. 
The  price  of  grain  may  be  put  up  when  Congress  meets  to  quiet  the  farmer, 
but  don't  let  that  deceive  anyone.  Let  Congress  act  on  this  Important  matter 
Without  further  delay. 

Trading  In  grain  and  cotton  futures  Is  only  a  scheme  to  allow  gamblers  to  pile 
ip  millions  without  working  for  It,  and  It  has  no  place  In  the  business  affairs  of 
ttiis  Nation. 

The  Chairman.  We  have  a  number  of  requests  from  various  parties 
''>r  hearings,  some  suggesting  definite  dates.  I  propose  sending  the 
Allowing  telegram  to  them  all,  except  those  who  suggest  a  date  that 
is  not  now  taken  or  where  it  seems  advisable  to  suggest  a  definite  date 
^0  them.    The  proposed  telegram  reads  as  follows : 

The  committee  has  decided  to  close  hearings  January  15.  Numerous  requests 
^^  file.    If  possible  arrangements  will  be  made  to  hear  all  briefly. 

^Hthout  objection,  this  telegram  will  be  sent  to  all  requesting  a 
arinp  except,  as  stated,  to  the  few  who  suggest  a  definite  date, 
^kich  requests  seem  advisable  to  grant  or  where  it  seems  advisable  to 
'^^??est  an  earlier  date  than  they  would  appear  before  the  committee 
'^l^ey  should  receive  this  telegram. 

Mr.  McLaughlin  of  Nebraska.  Mr.  Chairman,  I  have  here  a  tele- 
gram from  Mr.  J.  W.  Shorthill,  of  Omaha,  Nebr.,  Mr.  Shorthill  being 
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the  secretary  of  the  Nebraska  Cooperative  Live  Stock  and  Grain  As- 
sociation, in  which  he  says  that  he  regrets  he  can  not  be  present  to 
be  heard  before  this  committee  because  of  other  duties,  but  he  asks 
that  his  views  bearing  on  this  legislation,  as  expressed  in  this  tele- 
gram, be  placed  in  the  record. 

The  Chairman.  Without  objection,  this  telegram  may  go  in. 

(The  telegram  presented  by  Mr.  McJLaughlin  is  here  printed  in  full, 
as  xollows :) 

Omaha,  Nebb.,  January  6,  1921. 
Hon.  M.  O.  McLaughlin, 

House  Office  Building ^  WO'Shington,  D.  C: 

It  is  impossible  for  me  to  attend  hearings  now  before  Committee  on  Agricul- 
ture, but  I  am  much  interested  in  proposed  legislation  on  future  trading  in 
grain.    Will  you  please  present  to  the  committee  my  views  as  follows : 

Some  means  of  minimizing  manipulation  is  very  much  needed.  The  remedy 
probably  lies  in  broadening  the  market  rather  than  in  narrowing  it.  Regula- 
tory legislation  is.  apt  to  narrow  the  market  and  make  It  still  more  susceptible 
to  manipulation  than  it  now  i^.  On  account  of  economic  value  in  future  trad- 
ing, its  abolishment  will  cost  farmers  tremendously  unless  something  effective 
be  devised  to  replace  it.  To  simply  abolish  future  trading  will  place  markets 
more  in  control  of  large  capital  than  they  have  ever  been  before.  In  my  Judg- 
ment, one  of  three  courses  is  open  to  Congress  on  future  trading.  First,  leave 
it  alone.  Second,  abolish  it  directly  by  prohibition  or  indirectly  by  stringent 
regulation.    Third,  legislation  to  broaden  the  market. 

J.  W.  Shobthill. 


Central  City,  Nebb.,  December  27,  1920. 
Chables  Qxjinn, 

Secretary  Grain  Dealers*  National  Assodationt  Des  Moines,  Iowa, 

Deab  Sib:  I  have  your  letter  of  December  24  giving  a  report  of  the  legis- 
lative situation  as  it  appears  to  the  committee  at  this  time,  and  I  appreciate 
very  much  the  Information  therein  contained. 

One  important  factor  In  the  lowered  price  of  grain  to  the  farmer  seems  to 
be  overlooked  and  not  commented  upon  in  any  articles  I  have  seen.  I  referred 
to  the  tremendous  advance  in  freight  charges  since  prewar  time.  For  example. 
the  old  freight  rate  to  Omaha  from  Grand  Island,  Nebr.,  before  the  war  was 
11.9  cents  per  hundredweight,  equal  to  6§  cents  per  bushel,  whereas  now  the 
freight  and  war  tax  amounts  to  22.5  cents  per  hundredweight,  equal  to  11.9S 
cents  per  bushel,  an  advance  of  5i  cents  per  bushel,  or  80  per  cent  increase 
since  prewar  time.  On  corn  to  Chicago  the  old  rate  from  Grand  Island  was 
22.9  cents  per  hundredweight,  or  12.88  cents  per  bushel.  The  through  rate  is! 
42.5  cents  per  himdred weight,  which  with  the  war  tax  amounts  to  24.53  centsi 
per  bushel  to  Chicago,  an  Increase  of  over  90  per  cent. 

Now,  If  this  11.65  cents  per  bushel  were  added  to  the  present  paying  price 
for  corn,  the  farmer  would  think  he  had  a  quite  satisfactory  return  on  hii^ 
money  for  we  have  a  big  crop,  and  at  present  are  paying  49  cents  here  for; 
good  yellow  corn.  This  should  make  a  paying  price  of  GO  cents  for  the  sam^ 
com  if  the  additional  12  cents  could  be  placed  upon  it. 
Yours,  truly, 

Geo.  p.  Bissell,  Secretary. 
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report  a  bill,  which  will  absolutely  prohibit  dealing  in  farm  prodiu  ts 
speculatively,  while  not,  of  course,  preventing  legitimate  trading  by 
those  who  actually  hold  the  crops.  If  I  remember  correctly,  the 
Minneapolis  Chamber  of  Commerce  sells  from  8  to  10  times,  and 
even  more,  as  much  wheat  as  is  produced  in  the  country.  I  will  try 
to  check  up  those  figures  for  the  record.  That  illustrates  the  futility 
of  this  gambling — that  is  all  it  is — in  the  wheat  crop,  and  the  same 
principle  applies  to  any  other  crops. 

I  do  not  need  to  tell  the  committee  what  serious  condition  agricul- 
ture is  in,  but  I  would  like  to  emphasize  that  to  my  mind  and  in  the 
opinion  of  the  council  there  is  now  on  a  nation-wide  fight  between 
the  primary  producers  of  agricultural  products  who  have  produced 
in  the  past  at  a  very  serious  loss,  and  certainly  at  a  terrific  loss  during 
the  present  year,  between  these  primary  producers  and  the  middle- 
men or  speculators  financed  by  investment  bankers,  who  in  the  past 
have  been  practically  the  only  ones  to  profit  from  agricultural  pro- 
duction. The  farmers  of  America,  if  we  understand  their  position 
correctly,  are  determined  to  eliminate  these  speculative  middlemen 
who  do  not  add  one  dollar  to  the  value  of  farm  products  but  who 
make,  speaking  conservatively,  hundred  of  millions  of  dollars  profit 
speculating  in  them  and  who  establish  this  direct  trading  so  tar  as 
possible  between  the  farm  producer  and  the  city  consumer. 

As  you  know,  the  wheat  people  working  on  this  commodity  market- 
ing, and  the  cotton  people,  had  some  plans  under  way  which,  I 
understand,  have  been  temporarily  interfered  with  and  held  up  be- 
cause of  the  very  serious  drop  in  the  price  of  cotton.  The  wool 
people  had  similar  plans.  We  have  got  to  put  agriculture  upon  a 
profitable  basis,  which  means  that  the  farmers  have  got  to  get  all  cost 
of  production,  including  freight  charges,  and  a  reasonable  profit,  which 
must  be  at  least  as  high  as  the  current  rate  of  interest  in  the  locality 
where  the  crop  is  raised.    I  say,  at  least  this;  that  is  the  minimum. 

We  are  unable  to  see  where  speculative  dealing  in  any  of  these 
farm  staples  can  benefit  anybody  except  the  speculator.  With  the 
poverty  that  exists  throughout  the  world  and  the  desperate  hun«ier 
prevailing  throughout  central  and  southern  Europe,  and  the  recur- 
rent fammes  in  Cbina  and  India — there  is  a  very  serious  one  in 
China  to-day — ^it  is  clear  that  we  have  got  to  have  a  diflPerent  organi- 
zation from  that  obtaining  now  for  the  marketing  .of  wheat  antl 
foodstuffs  generally,  and  the  gambling  element  has  got  to  be  elinii 
nated  from  farm  production,  by  which  I  mean  that  the  farmers  lia v< 
got  to  be  protected  against  the  risk  which  they  have  to  take — nol 
that  they  are  gamblers,  but  against  the  inherent  risks  of  agricultiira 
production.  That  can  be  done  only  partially  under  our  present  sys 
tern,  but  the  risks  which  farmers  run  are  risks  which  they  should  1> 
protected  from  and  which  we  hope  you  will  enact  legislation  to  si 
protect  them  from. 

I  think  that  gives  briefly  the  position  of  the  Farmers  Nation^ 
Council.  We  have  not,  of  course,  drafted  a  bill,  but  you  have  tli 
principles  before  you  in  several  of  these  bills.  Our  own  judgment  i 
that  if  it  be  possible  definitely  to  prohibit  speculation — ^that  is,  cieal 
ing  in  futures,  short  selling,  and  any  trading  except  as  I  stated  ^^v^liei 
the  crops  are  in  the  hands  of  those  who  do  the  trading — ^that  wi 
be  the  better  plan.    We  do  not  know  whether  it  is  going    to    \ 
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feasible  to  accomplish  this  by  the  exercise  of  the  police  power, 
through  the  tax  on  the  sales,  as  provided  in  Mr.  Tincher's  bill.  That 
may  be  the  most  effective  way.  We  do  not  feel  that  we  can  give  a 
final  judgment  on  that  question,  but  I  think  we  have  made  clear  what 
we  want  to  have  accomplished  by  this  legislation. 

If  I  may,  I  should  like  to  lay  briefly  before  the  committee  two 
proposals  which  we  have  made  dealing  with  this  question  of  farm 
staples,  for  the  purpose  of  helping  the  farmers  to  secure  a  reasonable 
price  and  generally  stabilizing  the  price  of  farm  products. 

The  Chairman.  Before  you  go  into  that,  may  I  ask  you  a  ques- 
tion ?  If  you  limit  the  transactions  to  the  sale  of  the  actual  product 
by  the  person  in  possession  of  the  grain,  there  would  not  be  any  need 
of  an  exchange  at  all? 

Mr.  Marsh.  I  do  not  see  that  there  would  be,  and  I  do  not  see 
what  necessary  service  the  exchanges  render.  I  can  say  that  until 
you  g^  this  commodity  marketing  thoroughly  established — ^that, 
marketing  farm  products  by  commodities — there  is  an  apparent 
excuse  for  these  exchanges;  but  when  you  have  organized  all  the 
producers  of  wheat,  on  the  one  hand,  and  then  organized  the  millers 
on  the  other  hand  to  purchase  their  product,  I  can  not  see  what 
useful  function  could  be  performed  by  any  grain  exchange — after 
YOU  get  that  commodity  marketing  system  thoroughly  organized, 
or  even  85  or  90  per  cent  organized. 

The  Chairman.  At  the  present  time  the  brokers  and  commission 
men  take  care  of  that  part  of  it — that  is,  the  transaction  between  the 
shipper  or  the  grower  and  the  miller  or  the  consumer — and  that  is 
done  outside  of  what  we  call  future  exchanges. 

Mr.  Marsh.  You  mean  they  have  the  goods  actually  on  hand,  those 
who  have  them  on  hand? 

The  Chairman.  They  handle  them  on  commission,  yes. 

Mr.  Marsh.  Well,  that  is  what  I  am  treating,  as  distinguished 
from  speculation. 

The  Chairman.  How  far  would  you  go  beyond  that,  or  would 
you  limit  it  exactly  to  the  trading? 

Mr.  Marsh,  I  think  you  meet  every  necessity  of  the  transaction 
between  producer  and  user  when  you  limit  it  merely  to  that  trading. 

iTie  Chairman.  Then  your  position  is  that  there  is  no  need  of 
what  we  commonly  call  exchanges  at  all  ? 

Mr.  Marsh.  There  certainly  will  not  be  when  commodity  market- 
ing is  organized.  We  are  in  a  temporary  position  now,  because  we 
have  not  got  this  commodity  marketing  established  as  to  the  staples. 

The  Chairman.  As  I  understand  it,  you  mean  the  marketing  that 
is  done  directly  bj^  the  farmers  themselves,  just  the  same  as  they  do 
in  California? 

Mr.  Marsh.  Yes ;  that  is  what  I  mean. 

The  Chairman.  It  is  done  now  through  the  medium  of  the  com- 
mission man  or  broker ;  that  would  be  the  only  difference.  In  what 
resj)ect  would  there  be  any  less  necessity  for  the  exchange? 

Mr.  Marsh.  I  say,  when  you  get  the  commodity  marketing  or- 
^nized  there  will  be  no  need  of  an  exchange. 

The  Chairman.  Do  we  need  it  now? 

Mr.  Marsh.  Well,  I  do  not  think  we  need  it  now,  although  I  am 
willing  to  concede  that  there  may  be  some  excuse  for  it. 
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The  Chaikmax.  Then  your  position  is  simply  to  wipe  out  the 
exchanges  ? 

Mr.  Maksh.  To  wipe  put  the  whole  dealing;  because  while  there 
may  be  some  little  difficulties  temporarily,  I  think  they  would  be 
largeljr  difficulties  of  the  men  who  are  wiped  out,  and  not  neces- 
sarily inherent  difficult! <^s  in  the  direct  transaction. 

The  Chairman.  Of  course  time  would  have  to  be  given  for  ad- 
justment ? 

Mr.  Marsh.  Oh,  you  have  got  to  have  time  for  adjustment.  I  sup- 
pose it  would  be  three  months,  or  six  months,  or  some  such  time  fis 
cnat,  possibly  several  weeks,  so  as  not  to  wipe  people  out  who  have 
investments  and  commitments  in  the  business.  I  can  not  suggest 
how  long  Tvould  be  necessary. 

The  Chairman.  But  the  ultimate  result  would  be  to  wipe  them 
out? 

Mr.  Marsh.  The  ultimate  result  would  be  to  wipe  them  out. 

If  I  may,  just  briefly,  I  wish  to  get  a  matter  in  the  record  which 
I  have  presented  informally  to  the  members  of  the  committee.  Al- 
though we  realize  that  a  good  deal  of  wheat  has  already  left  the 
hands  of  the  producers — I  have  seen  the  proportion  that  has  already 
been  sold  estimated  at  40  or  45  per  cent  and  possibly  50  per  cent-^ 
we  believe  that  with  the  very  serious  drop  in  the  price  of  wheat  since 
the  first  of  July,  far  below  the  cost  of  production,  it  would  be  wise 
to  have  the  United  States  Grain  Corporation  revived,  but  instead  of 
having  it  under  the  control  of  a  man  like  Mr.  Julius  H.  Barnes — 
who,  however  honest,  did  not  have  the  producers'  and  consumers' 
standpoint  but  did  have  the  millers'  and  elevator  man's  standpoint — 
it  should  be  under  the  control  of  representatives  of  organized  farm- 
ers and  organized  labor  and  organized  consumers,  and  should  be 
provided  with  funds  to  enable  it  to  buy  all  the  wheat,  and  directly, 
so  far  as  possiule,  from  the  producers  themselves,  at  the  bulk-line 
cost  of  production  plus  a  reasonable  profit,  to  sell  that  wheat  clear 
through  to  the  consumer,  and,  so  far  as  possible,  exercise  complete 
control  over  the  elevators  and  milling  plants,  and  leaving  it  then  to 
the  city  authorities  to  supervise  the  bakeries  and  the  prices  charged 
for  wheat  flour  in  the  localities  where  there  are  any  eities  or  towns, 
working  again  in  cooperation  with  this  United  States  Grain  Cor- 
poration. 

You  see,  our  recommendation  on  this  is  a  temporary  arrange- 
ment, for  this  year  at  least,  but  is  based  on  the  same  basis  prin- 
ciple as  we  suggested  before;  that  is,  prohibiting  dealing  in  futures 
and  eliminating  the  speculative  middleman.  We  recommend  apply- 
ing this  right  straight  through,  as  far  as  wheat  is  concerned.  It 
is  certainly  clear  that  if  you  have  a  United  States  Grain  Corpora- 
tion buying  the  wheat  of  the  country  you  will  not  need  grain  ex- 
changes while  it  is  operating.  There  would  be  no  place  for  them. 
You  would  not  need  speculating  in  futures.  You  would  not  need 
short  selling  or  hedging. 

The  Chair:man.  Do  you  mean  for  the  corporation  to  take  over 
the  surplus  at  the  cost  price? 

Mr.  Marsh.  To  take  over  all  the  crop. 

The  Chairman.  I  understood  you  to  say  the  producers  would  be 
permitted  to  sell  direct  to  the  millers  and  bakers.  Of  course  it 
would  not  be  necessary  for  the  corporation  to  handle  that;  it  would 
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only  handle  what  was  offered  to  it  if  the  price  were  below  the  actual 
oost. 

Mr.  Mabsh.  I  do  not  make  myself  clear.  I  mean  that  the  cor- 
poration should  have  a  revolving  fund,  sufficient  so  that  it  could 
buy  all  the  wheat  that  is  in  the  hands  of  the  producers  to-day  at 
the  bulk-line  cost  of  production  plus  a  reasonable  profit.  Let  them 
be  in  possession  of  that  wheat,  and  then,  of  course,  the  milling  com- 
panies would  buy  wheat  from  them. 

The  Chairmak.  From  the  cor^ration? 

Mr.  Mabsh.  From  the  corporation. 

The  Chairman.  Why  not  permit  them  to  sell  direct?  Why 
should  it  go  through  those  hanos? 

Mr.  Marsh.  Or  sell  it  direct,  but  so  that  they  will  not  be  under 
the  complete  control  of  the  elevators  and  the  millers. 

The  Chairmak.  You  do  not  propose  to  limit  that  to  wheat? 

Mr.  Marsh.  That  is  for  the  United  States  Grain  Corporation. 
Then  I  want  to  suggest,  too,  the  plan  which  I  yesterday  and  to-day 
placed  before  the^use  ConnniUee  on  Banking  and  Currency  and 
the  Senate  Committee  on  Banking  and  Currency,  as  to  a  commission 
for  exporting  the  surplus  of  our  farm  products---unless  you  have 
further  questions  relative  to  thei  Grain  Corporation,  Mr.  Chairman. 

The  Chairman.  Have  you  any  estimate  as  to  what  capital  stock 
would  be  required,  or  the  amount  of  money  required  ? 

Mr.  Marsh.  No  ;  it  would  depend,  of  course,  on  how  much  wheat 
is  now  in  the  hands  of  the  proaucers  themselves. 

The  Chairman.  But  if  it  is  necessary  with  respect  to  wheat  it 
is  necessary  with  respect  to  other  products. 

Mr.  Marsh.  I  havie  another  suggestion  which  I  think  will  meet 
that  situation.  We  recognize  this  difficulty,  .which  was  raised  in 
the  hearing  before  the  House  Committee  on  Banking  and  Currency 
yesterday.  We  are,  as  usual,  several  months  too  late  with  this 
proposal.  Certainly  some  proportion  of  the  wheat,  say  two-fifths^ 
aas  already  been  sold;  it  is  in  the  hands  of  investment  people.  I 
was  asked  a  very  legitimate  and  proper  question  by  a  member  of 
the  Committee  on  Banking  and  Currency,  as  to  whether  I  proposed 
that  these  investment  corporations  which  had  bought  this  wheat 
or  other  farm  staples  at  the  low  prices  obtaining  to  date,  far  below 
the  cost  of  production,  should  be  paid  the  real  cost  of  production, 
tnd  if  so,  whether  the  advantage  would  go  to  these  cornorations 
ind  not  to  the  farmers.  In  so  mr  as  the  crops  have  left  the  farm- 
ers' hands  and  gotten  into  the  hands  of  these  people  I  can  see 
that  it  would  tend  to  do  so,  which  I  very  much  regret  I  also  regret 
that  Congress  did  not  some  weeks  ago  adopt  our  suggestion  for  the 
revival  of  the  United  States  Grain  Corporation,  when  the  situation 
was  very  desperate  and  the  farmers  were  still  holding  on  to  the 
major  part  of  their  wheat  crop. 

1  do  not  see  how  that  can  be  met  except  in  one  way.  Of  course,  as 
vou  know,  the  very  last  thing  we  want  to  do  is  to  suggest  anything 
Which  will  mean  any  unearned  profit  for  these  middlemen  who  con- 
trol any  of  these  farm  staples.  But  Congress  can  do  this,  at  least. 
There  are  not  so  very  many  of  those  corporations  wliich  buy  up 
food  supplies,  such  as  wheat.    Congress  could  ascertain  what  they 
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have  paid  for  ttie  wheat  or  other  farm  staples,  and  could  compel  them 
to  sell  at  a  price  which  would  mean  only  a  reasonable  profit  to  these 
corporations.  They  could  do  that  just  as  well  as  they  could  find  out 
what  a  man's  income  is,  and  tax  him  accordingly.  Therefore,  our  sug- 
gestion will  benefit  only  the  primary  agricultural  producers,  as  our 
intention  is,  and  if  Congress  will  enact  legislation  to  control  these 
corporations,  it  will  not  enable  them  to  make  any  unearned  profits, 
and  we  do  not  want  them  to. 

As  to  the  other  proposal  which  I  made  yesterday  before  the  House 
Committee  on  Banking  and  Currency ;  it  directly  affects  agriculture, 
and  I  should  like  to  give  it  in  this  record,  if  I  may,  and  i  shall  be 
very  brief.  ^' 

The  Farmers'  National  Council  recommends  that  Congress  create 
a  commission  of  from  five  to  seven  members,  of  whom  at  least  two 
shall  be  farmers  or  representatives  of  farm  organizations,  to  serve  as 
9  sales  collection  agency  to  finance  the  export  of  surplus  supplies  of 
the  following  farm  staples  and  others  which  the  commission  may 
deem  necessary:  Wheat  and  wheat  flour,  potatoes,  wool,  meat  an^ 
meat  products,  milk  and  dairy  products,  and  tobacco. 

These  products  should  be  purchased  by  the  commission,  so  far  as 

Sossible,  from  the  producers  themselves  at  the  bulk  line  cost  of  pro- 
uction,  plus  a  reasonable  profit.  The  commission  should  determine 
the  price  at  which  these  farm  staples  shall  be  sold,  and  the  length  of 
time  credit  is  to  be  extended  to  the  purchasers,  whether  these  pur- 
chasers be  the  Government,  or  corporations,  or  cooperative  organiza- 
tions, or  private  societies. 

The  Farmers'  National  Council  recomimend  that  the  appropria- 
tions asked  for  the  Army  and  Navy,  aggregating  in  round  figures 
$1,634,000,000,  be  cut  in  half,  and  that  at  least  $800,000,000  be  made 
available  for  this  commission. 

Let  me  make  it  clear  that  we  are  not  criticizing  at  all  the  purpose 
of  those  who  ask  to  have  the  War  Finance  Corporation  revived,  but 
with  all  due  deference  to  the  Federal  Reserve  Board  we  can  not  es- 
cape the  conclusion  that  the  Federal  Beserve  Board  to-day  is  in  the 
control  of  the  investment  bankers,  and  there  is  absolutely  nothing  ii^ 
section  21  (a)  of  the  War  Finance  Corporation  act  .which  gives  th^ 
farmers  any  assurance  that  they  will  get  credit  to  finance  the  export 

of  their  crops.       , 

The  Chairman.  Just  a  word  about  the  Federal  reserve  bank ;  ther^ 
has  been  so  much  said  about  that.  Nobody  has  an  absolute  guarantj 
of  anything,  but  the  purpose  of  the  bank  is  to  assist  everyboay  so  f  a^ 
as  possible,  and  I  think  that  so  far  it  has  done  very  well.  Do  yo- 
know  of  any  complaint  lodged  against  the  Federal  Reserve  Boar 
that  it  has  not  done  its  full  duty  in  that  respect? 

Mr.  Marsh.  As  far  as  the  farmers  are  concerned,  I  have  not  heart 
many  kind  words  for  the  Federal  reserve  system. 

The  Chairman.  But  have  you  heard  any  adverse  criticism  ? 

Mr.  Marsh.  Absolutely ;  yes. 

The  Chairman.  What  is  the  criticism  ? 

Mr.  Marsh.  The  adverse  criticism  is  this :  That  the  farmers  havj 
not  been  able  to  get  credit,  particularly  short-time  credit.  Of  cours^ 
we  are  talking  of  short-time  credit  now — ^that  they  have  not  been  ab^ 
to  get  it  in  many  parts  of  the  country,  and  where  they  do  they  ar 
paying,  8, 10,  and  12  per  cent. 
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The  Chairman.  Yes,  but  have  they  been  discriminated  against? 
Have  others  been  favored? 

Mr.  Marsh.  I  have  observed  this.  The  packers  have  been  able  to 
^t  all  the  credit  they  want  from  the  Federal  Reserve  Board. 

The  Chairman.  They  are  about  the  same,  the  one  that  handles  the 
finished  product  and  the  one  that  handles  the  live  stock. 

Mr.  )Iarsh.  No  ;  I  do  not  think  they  are  the  same. 

The  Chairmakn.  The  live  stock  could  not  be  marketed  unless 
somebody  was  able  to  take  care  of  it. 

Mr.  IVIarsh.  And  going  further  back,  the  live  stock,  the  raw  ma- 
terial for  the  packers,  will  not  be  available  in  the  future  unless  the 
farmers  can  get  credit  to  raise  it. 

I  was  just  talking  with  Mr.  Eyder,  who  was  over  at  that  Senate 
heariLg  this  morning.  He  says  he  has  come  to  the  conclusion,  as  he 
has  traveled  over  the  country,  that  our  supply  of  live  stock,  including 
milch  cows,  is  only  about  half  what  it  was  12  or  15  years  ago,  and 
that  it  is  because  thev  do  not  get  the  credit. 

The  Chairman.  Yes ;  but  why  don't  they  get  it  ? 

Mr.  VoiGT.  Of  course,  you  know  I  have  the  interests  of  the  farm- 
ers at  heart 

Mr.  Marsh.  Yes ;  I  know  you  have.  Congressman. 

Mr.  VoiGT.  But  don't  you  think  that,  especially  in  the  western 
part  of  the  country,  the  failure  of  the  farmers  to  get  credit  is  due 
to  the  fact  that  they  have  not  got  the  security? 

The  Chairman.  Answering  for  my  section  of  the  country,  that  is 
not  the  trouble ;  the  money  is  not  available.  We  ought  to  be  at)so- 
lutely  fair  with  everybody.  In  the  State  of  Iowa,  which  is  Con- 
sidered one  of  the  wealthiest  States,  a  very  prosperous  State,  our 
basic  credit  is  $38,000,000.  The  Federal  banks  have  loaned  about 
?IOO,000,000 — about  300  per  cent  of  the  basic  credit.  Nearly  every 
bank  in  Iowa  has  rediscounted  heavily. 

Xow.  I  do  not  mean  to  say  I  would  criticize  the  Federal  reserve 
banks  for  having  loaned  300  per  cent  of  the  basic  credit.  It  seems 
to  me  they  have  done  very  well.  If  there  is  any  remedjr  it  ought 
to  be  found,  but  we  should  not  criticize  unless  there  is  just  cause 
for  adverse  criticism. 

Mr.  VoiGT.  I  have  not  heard  of  a  single  farmer  in  my  district 
failing  to  get  a  loan  if  he  was  responsible  or  had  sufficient  security 
tii  offer.  A  failure  on  the  part  of  a  farmer  to  borrow  money  is  un- 
tnown  in  my  district,  providing  that  farmer  puts  himself  in  a  posi- 
tion to  make  a  loan,  just  like  any  other  business  man  would  have 
1<^  at  a  bank. 

The  Chairman.  But  your  bankers  are  not  above  the  basic  credit ; 
o'lr  banks  are,  three  times  over,  and  they  are  able  to  supply  your 
Unks  and  not  the  banks  in  my  State.  We  were  told  here  that  in 
''^ansas  they  were  compelled  to  pay  16  per  cent  because  they  had 
exceeded  the  basic  credit.  It  is  a  graduated  rate  of  interest.  The 
trouble  is,  our  currency  has  disappeared;  just  where  it  has  gone  I 
^'^  not  know,  but  it  is  not  there.  Everyt3ody  is  borrowing.  De- 
P'^its  are  shrinking.  It  is  nothing  uncommon  for  a  little  bank  in 
Iowa  to  have  its  deposits  decreased  by  $200,000  in  the  last  few 
months,  and  it  makes  them  hustle  around  to  borrow  money.  There 
bas  to  be  some  limit  to  these  credits,  and  the  Federal  reserve  bank 
bas  to  exercise  some  dl«icretion  in  the  matter^  and  what  it  is  trying 
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to  do  is  to  deflate  the  currency.    It  may  have  acted  abruptly,  and 
possibly  unjustly  in  some  instances. 

Mr.  Marsh.  May  I  answer  that  now,  Mr.  Chairman?  A  very 
recent  issue  of  Commerce  and  Finance,  I  think  the  one  previous  t 
this  week,  has  a  statement  by  Mr.  Theodore  H.  Price,  who  is  re 
garded  as  a  very  careful  and  accurate  statistician,  that  the  gol 
reserve  in  the  Bank  of  ilngland  is  about  8  per  cent.  Here  we  an 
trjdng  to  hold  it  at  around  40  per  cent.  Mr.  Price  points  out  tha 
we  are  trj^ing  to  hold  the  gold  reserve  at  40  per  cent,  and  Englan 
is  letting  it  go  down  to  this  low  figure,  which  does  not  means  quit^ 
the  same  as  it  does  here,  because  of  the  difference  in  exchange,  bui 
certainly  the  disparity  is  tremendous.  And  as  Mr.  Price  points 
out,  England  is  capturing  the  world's  markets.  Now,  you  know, 
you  can  overexpand,  and  the  fiffures  which  they  give  as  to  the  inj 
crease  in  the  national  debts  of  the  world,  showing  that  the  increas^ 
in  the  national  debts  has  been  $90,000,000,000  since  the  armistic^ 
or  at  a  higher  rate  than  during  the  war^  show  that  there  is  a  limit^ 

But  we  have  certainly  got  to  recognize  that  farm  products  art 
wealth  and  the  best  security  there  is.  The  Secretary  of  Agricultun 
thinks,  and  I  charge,  that  the  farmers,  with  a  larger  crop  tiiis  yeaj 
than  last,  will  receive  $3,000,000,000  less.  We  know  jjeriectly  wel^ 
as  I  stated  before  some  of  the  members  of  the  committee  came  iii 
that  there  is  a  fight  to  the  finish  between  the  farmers  and  the  bii 
financial  interests  as  to  whether  the  farmers  are  going  to  marke] 
their  stuff  or  whether  the  big  financial  interests  are  going  to  havj 
the  whole  profit  in  agriculture,  which  lies  in  marketing. 

The  Chairman.  But  that  is  a  different  thing  from  what  we  weri 
discussing. 

Mr.  Marsh.  No;  it  ties  right  up  with  Congressman  Voigt's  ques 
tion. 

Let  us  see.  Lack  of  credit  reduces  farm  prices.  Of  course,  ii^ 
creasing  freight  rates  does  that,  too.  What  happens?  Here  we  baj 
in  this  country  this  enormous  crop,  in  many  staples  practicallj 
bumper  crops.  We  have  exported  manufactured  products  to  Europ^ 
and  they  are  loaded  up,  and  they  have  billions  of  dollars  of  uns€ 
cured  debts  for  manufactured  exports  from  this  country.  Now,  the$ 
financial  interests  said  here,  "  If  we  can  force  the  farm  producer  ti 
jmload  these  farm  crops  in  a  hurry  we  will  jamb  the  price  down,  ani 
we  will  make  a  lot  of  money  out  of  it."  How  could  they  best  do  it| 
I  do  not  care  how  much  has  been  loaned  in  Iowa — it  is  an  exception^ 
State — unless  the  farmers  have  got 

The  Chairman  (interrupting).  It  is  not  exceptional  in  the  westeil 
section  of  the  country ;  that  condition  is  almost  universal  in  the  wesi 
em  half  of  this  country. 

Mr.  McLattghlin  of  Nebraska.  In  the  tenth  reserve  district  it  | 
about  the  same. 

Mr.  Marsh.  It  is  an  exceptional  case  if  the  farmers  have  the  mon< 
on  hand  for  raising  their  crops  and  to  enable  them  to  hold  thoj 
crops  during  the  year  and  market  them  as  they  are  needed,  say 
twelfth  for  each  of  the  first  10  months  of  the  year  after  harvest,  < 
in  that  proportion. 

Now,  here  is  the  situation.  Somebody  has  got  to  finance  the  hol| 
ing  of  the  fanner's  crops  until  there  is  an  effective  consumption  c^ 
mand.    I  do  not  mean  to  use  the  word  "  holding  "  in  an  invidious  \ 
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unfair  wav;  somebody  has  got  to  finance  the  storing  of  the  farmers' 
crops;  eitner  the  investment  banker,  as  usually  happens,  that  is 
through  the  corporation  that  gets  hold  of  these  crops,  or  the  farmer. 
The  farmer  is  taking  the  position  that  he  is  entitled  to  the  credit  to 
enable  him  to  hold  those  crops,  because  somebody  has  got  to  hold 
them,  and  the  fellow  that  has  done  the  work,  for  which  we  have 
Scriptural  authority,  is  entitled  to  the  profits.  But  as  a  result  of 
withholding  the  credit  from  these  farmers  what  has  happened  ?  Farm 
prices  have  been  cut  by  one- third  on  the  average ;  they  have  fallen 
from  $15,000,000,000  to  $10,000,000,000. 

The  Chairman.  They  have  withheld  it  from  the  farmers,  but  they 
have  withheld  it  from  everybody  else.    Can  the  merchants  get  money  ? 

Mr.  Marsh.  Well,  they  have  money. 

The  Chairbian.  The  big  merchants  can  not  borrow  the  money  any 
more  than  the  farmers,  because  it  is  not  there. 

Mr.  Marsh.  Pardon  me.  I  have  seen  no  statement  of  the  Secre- 
tary of  the  Treasury  which  would  disprove  the  statement  of  Comp- 
troller of  the  Currency  Williams  that  by  waiving  the  requirements 
only  10  per  cent  as  to  the  reserve  we  could  have  two  and  a  half  bil- 
lion dollars  additional  credit,  and  that  without  any  waiving  there 
would  be  $700,000,000  additional  available.  And  Senator  Owen, 
former  chairman  of  the  Senate  Committee  on  Banking  and  Cur- 
rency, made  the  same  statement. 

The  Chairmax.  Well,  if  you  waive  the  requirement  as  to  the  gold 
Jvsfrve  and  start  up  the  paper  mills,  of  course  there  would  be  no 
limit.  Everybody  could  have  money  if  you  would  get  enough  paper 
and  get  enough  printing  presses  to  run  it  off.  But  we  are  supposed 
to  be  on  a  gold  standard.  When  you  speak  of  Europe,  I  have  heard 
the  statement  made  a  number  of  times  that  if  you  would  scrape  to- 
gether every  ounce  of  gold  and  every  gold  dollar  they  could  not 
find  enough  to  pay  the  interest  on  their  indebtedness.  Do  you  con- 
sider that  souna  financing? 

Mr.  Marsh.  I  maintain  this,  that  there  is  only  one  sound  basis  of 
wealth,  and  that  is  wealth;  that  farm  products  are  just  as  good 
Purity  as  gold. 

The  Chairhan.  Of  course,  that  takes  us  entirely  away  from  the 
sabject  under  consideration. 

Mr.  Marsh.  No ;  I  think  it  brings  us  right  down  to  the  subject  as 
to  what  has  worked  havoc  to  the  farmers  during  the  last  few  years. 

The  Chairman.  Let  us  confine  ourselves  to  the  exchanges.  You 
brought  up  the  question  about  the  Keserve  Banks,  and  I  wanted  to 
bow  what  grievances  there  were,  if  any. 

Mr.  Marsh.  Well,  there  must  be  something  wrong  when  the  farm- 
ers* prices  are  deflated  by  one-third.  I  am  going  to  talk  Saturday 
Jii?ht  at  the  iiiconomy  Cflub  here  on  Painless  Deflation,  and  I  am 
S^ing  to  point  out 

The  Chairman.  Of  course,  we  all  know  the  cost  of  inflation. 

Mr.  Marsh.  I  say,  painless  deflation.  We  have  taken  five  billion 
^lollars  off  the  farmers'  credit  this  year — a  third  of  it.  Now,  there 
is  a  little  group  of  23,000  people  who  own  $136,000,000,000  worth  of 
P^>pe^ty.  Thirty-three  people  own  nearly  $10,000,000,000  worth  of 
property.  I  am  going  to  suggest  that  we  deflate  their  property  by  a 
capital  tax.    Apply  the  same  treatment  to  them  that  we  do  to  the 
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a  proposition  like  this  to  benefit  the  entire  Nation,  whereas  8,801 
stockholders  of  the  railroads  own  about  half  of  the  total  value  of 
the  stock? 

We  are  just  putting  it  up  to  Confess,  and  I  am  going  shortly 
over  a  good  part  of  tne  country  talking  with  the  farmers  on  this. 
I^  am  not  criticizing  at  all  the  revival  of  the  War  Finance  Corpora- 
tion^ but  the  farmers  will  get  next  to  nothing  out  of  it  unless  you 
specifically  say  that  here  is  a  sum  to  be  used  exclusively  for  the  sale 
of  surplus  farm  products. 

The  Chairman.  But  you  can  not  export  unless  you  have  a  market 
for  your  product. 

Mr.  Marsh.  Why,  have  you  read  Herbert  Hoover's  appeal  for  the 
starving  children  ?  You  Imow,  there  are  16,000,000  people  starving 
in  China,  and  our  wheat  and  com  and  other  products  will  look  and 
taste  mighty  good  to  them. 

The  Chairman.  We  have  people  in  the  United  States  that  have 
more  interest  in  Europe  thaii  tney  have  in  the  United  States.  I 
have  more  interest  in  tne  United  l^ates ;  I  do  not  want  to  bankrupt 
the  United  States,  by  any  means. 

Mr.  Marsh.  I  do  not  either ;  I  am  not  suggesting  it. 

The  Chairman.  Give  us  some  proposition  that  is  sound  and  sane, 
and  I  am  with  you.  So  far  as  helping  anybody  is  concerned,  we  are 
all  with  you,  but  hardly  at  the  expense  of  bankrupting  ourselves. 
If,  as  you  suggested,  we  are  whistling  in  a  graveyanl,  it  is  time  we 
were  making  preparation  for  the  future. 

Mr.  Marsh.  Yes,  sir ;  but  I  would  say  that  what  Congress  will  have 
to  do  very  shortly  is  to  undertake  a  program  of  construction — ^much- 
needed  national  construction-T-to  provide  for  these  4,000,000  un- 
employed. There  are  bridges,  ana  railroads,  and  public  buildings 
to  be  constructed,  and  you  have  got  to  organize  a  method  of  financ- 
ing it. 

I  have  stressed  right  through  here  the  export  of  surplus  farm 
products.  I  have  already  suggested  the  revival  of  this  United  States 
Grain  Corporation.  But  I  do  not  feel  it  to  be  within  the  scope  of  this 
committee^  activities,  if  I  correctly  understand  it,  to  suggest  here 
this  program  of  public  construction.  I  did  not  think  it  would  come 
before  you  logically,  but  I  am  very  glad  to  make  it 

Those  are  the  chief  proposals  I  want  to  make,  but  let  me  stress  this 
fact — that  even  if  our  purchasing  capacity  in  this  country  were  fully 
met ;  or,  I  should  say,  if  the  consumption  demands  are  fully  met — 
we  will  still  have  quite  a  surplus  of  farm  products  available  for  ex- 
port. And  what  are  the  farmers  going  to  do  with  them  if  they  can 
not  get  some  means  of  selling  them? 

How  can  Congress,  which  is  now  suggesting  raising  a  billion  dol- 
lars by  a  retail  sales  tax,  simultaneously  say  that  it  has  any  resard 
for  the  American  people?  I  do  not  say  that  that  is  official,  but  there 
are  several  Members  of  Congress  who  have  discussed  that;  it  has 
been  suggested  in  political  platforms,  and  we  have  thought  of  it. 
Why,  you  have  a  littie  group  of  23,000people  who  own  property 
^  worth  ten  times  the  net  national  debt.    We  suggest  taxing  them  in- 

'  stead  of  taking  a  single  cent  more  out  of  the  people,  because  every 

extra  dollar  of  taxes  tnat  you  take  out  of  the  rank  ana  file  of  Ameri- 
can workers  on  the  farms,  in  the  cities,  in  transportation,  and  in  the 
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Mr.  Mabsh.  Just  to-day  a  conservative  farmer  from  a  southern 
State  said  to  me :  "  Marsh,  you  know  I  am  not  a  wild  man,  but  I  am 
going  to  tell  you  right  now  that  any  leader  in  this  country  could 
start  a  bona  fide  revolution,  if  he  had  the  nerve,  without  any  trouble, 
the  farmers  are  so  darned  mad  over  what  has  happened."  I  am  not 
indorsing  that,  and  he  was  not  indorsing  the  idea,  but  he  was  simply 
stating  the  fact  that  every  one  of  us  who  is  in  touch  with  the  farmers 
from  one  end  of  the  coimtry  to  the  other  knows.  There  are  4,000,000 
unemployed  in  the  country  to-day — ^not  on  the  farms,  but  in  industry. 
That  is  why  we  suggest  that  j^ou  do  not  rely  upon  this  War  Finance 
Corporation  solely  lor  exporting^  but  that  you  create  this  condition 
and  give  them  six  or  eight  million  dollars  and  let  them  buy  these 
farm  products.  It  will  benefit  the  laborers  in  the  cities  as  much  as 
aCTicidture. 

Let  me  illustrate.  Why  did  Henry  Ford  shut  down  ?  Because  of  the 
slump  in  farm  prices.  The  unemployment  in  the  cities  is  primarily 
due  to  the  desperate  situation  of  the  farmers.  It  will  benefit  the 
laborer  to  have  the  Government  start  farm  products  to  moving  and 
take  the  risk. 

The  Chairman.  Mr.  Marsh,  you  say  give  them  six  or  eight  mil- 
lions of  dollars.  Now,  we  are  all  in  favor  of  that,  but  where  are  you 
going  to  get  it  ? 

Mr.  Marsh.  Just  what  benefit  would  it  be  to  put  in  even  a  billion 
dollars  on  the  Army  and  Navy? 

The  Chairman,   i  ou  want  to  take  it  away  from  them ;  very  well. 

Mr.  Marsh.  Absolutely ;  yes.  There  is  no  earthly  excuse  for  spend- 
ing more  than  a  few  hundred  million  on  the  Army  and  Navy. 

Mr.  McLaughlin  of  Nebraska.  Mr.  Marsh,  do  you  know  how  much 
the  committees  are  cutting  the  estimates? 

Mr.  Marsh.  I  know  they  are  going  to  try  to  cut  them  materially, 
but  we  know  it  is  going  to  be  a  terribly  big  item,  and  we  know  that 
all  of  the  munition  manufacturers  and  the  steel  and  iron  plate  manu- 
facturers are  very  anxious  for  this  big  appropriation  for  the  Army 
and  Navv.    That  is  a  matter  of  record,  is  it  not? 

The  (Jhairman.  Now  that  they  pay  a  big  part  of  the  expense, 
they  are  not  as  anxious  as  they  were. 

Mr.  Marsh.  They  are  not  paying  such  an  awful  percentage ;  they 
have  not  since  the  war  started.  They  got  by  with  ten  or  fifteen 
billions  in  the  aggregate  over  and  above  the  taxes.  I  do  not  know 
where  the  national  income  is  going.  You  saw  the  Supreme  Court 
decision  the  other  day? 

The  Chairman.  Yes ;  but  that  act  can  be  amended  and  they  can 
be  made  to  pay,  as  was  intended  under  the  act. 

Mr.  Marsh.  1  should  like  to  be  so  much  of  an  optimist,  Congress- 
man, as  to  believe  that  the  Government  will  compel  a  rich  corpo- 
ration to  pay  back.  I  am  not  a  betting  man,  but  I  would  like  to 
wager  that  tney  will  not  collect  more  than  half  of  those  back  taxes. 

We  submit  this  proposal,  which  seems  a  little  radical,  perhaps.  But 
why  is  it  radical  to  ask  the  Government  to  do  for  really  six  and  a 
hal?  million  farmers — ^because  the  influence  will  be  very  widespread 
if  they  advance  six  or  seven  or  eight  million  dollars  for  export— for 
the  Government  to  do  this  which  will  benefit  the  farmers,  and  city 
laborers  as  well,  by  stabilizing  farm  prices  when  you  turned  over 
ft  billion  dollars  to  the  railroads?    Why  is  that  socialistic,  to  advance 
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put  in  another  five  or  six  hundred  million  dollars,  and  if  necessan 
lose  it — it  won't  do  that,  it  may  have  to  postpone  payment  therefor— 
to  rehabilitate  agriculture  by  stabilizing  practically  all  farm  product 
in  this  way. 

Start  labor  going  again  by  increasing  the  purchasing  power  o: 
the  farmer  and  you  will — ^welL  it  will  help  over  there  a  good  dea| 
in  those  European  countries.  If  one-tenth  of  what  Mr.  Hoover  say 
is  correct  as  to  the  povertv  over  there — and  it  is  confirmed  by  every 
body  who  has  been  over  there — ^we  will  do  the  b^t  thing  we  can  f o 
international  relations;  infinitely  more  than  any  league  of  nation 
will  do,  in  my  judgment,  immediately,  at  least,  if  we  simply  se 
that  these  folKS  get  the  raw  material  for  food  and  clothiiig.  0 
course  they  want  cotton  in  Grermany  to  start  manufacturing. 

Now,  I  hope  you  will  not  regard  us  as  calamity  howlers.  I  ai 
going  to  repeat,  that  if  Members  of  the  Senate  and  the  House  woul 
make  publicly  the  same  statements  that  they  have  made  private! 
to  me  during  the  present  week  stocks  would  go*  pretty  far  aown. 
have  talked  with  leaders,  chairmen  of  committees,  etc.,  and  we  ad 
right  up  against  it. 

I  must  say  this,  that  when  you  returned  the  railroads  to  thei 
•owners  you  started  agriculture  on  the  toboggan,  and  I  do  not  thin 
you  can  get  it  up  very  far  on  the  upgrade  again  until  you  get  bacj 
unified  government  operation  and  reduce  the  freight  rates  to  whsj 
they  were  when  you  returned  the  roads,  and  if  there  is  any  defic] 
take  it  out  of  taxes. 

A  great  many  men  who  publicly  oppose  the  Farmers'  Nation^ 
Council  agree  privately  with  us  on  this  program.  And  the  situfl 
tion  is  so  extremelv  serious — ^I  am  not  criticizing  the  position  thsi 
anyone  has  taken,  but  it  is  what  we  are  up  against.  Every  one  <j 
you  men  who  is  in  touch  with  his  constituents,  as  you  all  are,  i 
constantly  getting  letters  from  the  country  on  this  situation,  sayinij 
What  is  Congress  really  going  to  do  that  will  help  the  farmers  witlii 
the  next  few  days  or  weeKs?    And  we  make  these  suggestions. 

I  thank  you  very  much,  gentlemen,  for  your  kindness. 

The  Chairman.  We  are  grateful  to  you,  Mr.  Marsh. 

(Th^eupon,  at  3.2o  o'clock  p.  m.,  the  committee  adjourned  to  me^ 
si  10  o'clock  a.  m.,  Monday,  January  10,  1921.) 
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Committee  on  Agriculture, 

House  of  Representatives, 
Washington^  D.  (7.,  Monday^  January  10, 1921. 

The  committee  met  at  10  o'clock  a.  m.  pursuant  to  adjournment 
on  Saturday,  Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  CHAiKaiAN.  The  committee  will  come  to  order.  We  will  be 
very  glad  to  hear  from  you,  Mr.  Sumners,  this  morning. 


STATEMENT  OF  HON.  HATTON  W.  STTIOTEBS,  A  BEFKESENTATIVE 
nr  CONGBESS  FBOM  THE  STATE  OF  TEXAS. 

Mr.  Sumners.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
understand  that  you  are  at  this  time  considering  bills  pending  to 
regulate  future  board  exchanges.  The  bill  which  I  desire  to  discuss 
before  the  committee,  H.  R.  15615,  does  not  deal  directly  with  the 
regulation  of  the  exchanges,  and  if,  in  the  judgment  of  any  member 
of  the  committee  there  is  any  danger  of  confusion  developing  I 
^Tould  l>e  glad  to  postpone  my  presentation  imtil  the  committee  shall 
have  concluded  its  hearings  on  the  other  bills  referred  to. 

The  Chairman.  Is  there  anyone  here  this  morning  who  desires  to 
he  heard  on  futures  trading?  [After  a  pause.]  I  j^lieve  not.  We 
will  be  glad  to  have  you  proceed,  Mr.  Sumners. 

Mr.  Sumners.  I  have  ]ust  secured  some  copies  of  the  bill  to  which 
I  desire  to  direct  attention  and  will  be  glad  to  have  them  distributed 
among  the  members  of  the  committee.  This  is  practically  the  same 
bill  that  the  committee  gave  me  a  preliminary  hearing  on  at  the  last 
session  and  is,  in  effect,  the  same  bill  which  1  have  been  introducing 
at  each  session  of  the  Congress  since  I  have  been  a  Membei;  of  the 
House. 

(The  bill  referred  to  is  here  printed  in  the  record,  as  follows:) 

k  BILL  Antborising  and  dtrectlne  the  Secretary  of  Agricnlture  to  establish  a  fann- 

produce  exchange,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representati/vCrS  of  the  United 
States  of  America  in  Congress  assembled.  That  the  Secretary  of  Agriculture  is 
hereby  authorized  and  directed  to  establish,  at  as  early  date  as  practicable,  a 
farm-produce  exchange,  with  such  branches  thereof  as  may  be  necessary,  In 
^•rder  to  afford  a  medium  through  which  the  economic  and  systematic  sale  and 
dlgtribution  of  such  products  may  be  effected. 

In  the  operation  of  such  exchange  the  Secretary  of  Agriculture,  as  far  us 
practicable,  shall  cooperate  witli  the  several  States  and  the  various  agencies 
therein  which  may  be  utilized,  and  may  formulate  plans  and  regulations  for 
**xchange  of  service  between  them  and  such  exchange. 

It  shall  be  the  duty  of  each  of  the  departments  of  the  Government  to  fui*nish 
the  Secretary  of  Agriculture  with  such  statistics  and  data  as  they  may  acquire 
which  would  be  useful  in  the  operation  of  such  exchange  and  to  render  such 
other  service  in  the  sale  and  distribution  of  farm  products  through  such  ex- 
change as  it  would  be  practicable  to  render. 
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The  Secretary  of  Agriculture  shall  keep  advised  as  nearly  as  practicable 
with  the  details  of  the  quaDtity,  quality,  location,  and  price  at  which  held  of 
agricultural  products  and  the  volume  and  location  of  demand  in  the  United 
States  and  abroad  and  the  price  at  which  such  products  may  be  sold,  and  shall 
make  such  information  available  to  the  producer  ^nd  purchser  of  such  products, 
and  shall  endeavor  to  bring  about  such  system  in  the  sale  and  distribution  of 
such  products  as  shall  eliminate  the  waste  and  extremes  in  prices  resultinir 
from  the  present  lack  of  system  therein. 

Those  desiring  to  offer  products  for  sale  through  such  exchange  may  do  so 
by  grade  or  by  sample  delivered  to  such  exchange,  under  such  rules  and  regu- 
lations as  the  Secretary  of  Agriculture  may  prescribe,  but  all  tenders  of  such 
products  shall  be  for  a  definite  quantity  and  quality. 

The  Secretary  of  Agriculture  is  authorized  to  require  such  deposits  in  money, 
bond,  or  other  guarantee  of  compliance  with  the  obligation  to  deliver  accord- 
ing to  tender  or  receive  and  pay  according  to  offer  as  in  his  judgment  may  be 
necessary  to  Insure  compliance  with  the  contracts  made  through  such  exchange. 

When  not  otherwise  provided  for  by  the  law,  the  Secretary  of  Agriculture  is 
authorized  to  establish  and  promulgate  standards  and  grades  for  commodities 
to  be  dealt  in  through  said  exchange  and  to  establish  such  rules  and  regula- 
tions governing  transactions  through  said  exchange  and  fhe  service  rendered  by 
said  exchange  as  in  his  discretion  may  be  deemed  necessary. 

Mr.  TiNCHER.  Would  you  want  your  statement  published  as  a  part 
of  the  other  hearings  or  would  it  be  proper  to  have  this  published 
separately  as  a  part  of  your  bill  ? 

Mr.  SuMNERs.  Yes;  I  think  you  ought  not  to  confuse  them,  per- 
haps. 

Mr.  TiNCHER.  I  suggest  that,  as  Mr.  Sumners  has  indicated  that 
the  testimony  he  gives  is  on  his  bill,  H.  K.  15615,  and  that  his  state- 
ment should  be  printed  as  a  hearing  on  that  bill  and  not  be  confused 
with  the  hearings  on  the  other  bill. 

The  Chairman.  It  will  be  printed  separately  if  it  is  found  ad- 
visable.   Mr.  Sumners,  you  may  proceed. 

Mr.  SxTMNERs.  I  recognize  that  you  gentlemen  have  given  a  great 
deal  of  thought  to  all  the  economic  problems  of  agriculture,  and^ 
therefore,  I  appear  before  the  committee  this  morning,  not  so  much  to 
discuss  analytically  or  in  detail  the  bill  which  I  have  offered  but 
to  tender  myself  to  give  to  the  committee  any  information  which  I 
may  be  able  to  give  and  to  discuss  such  phases  of  the  matter  as  the 
committee  may  desire  me  to  discuss. 

Mr.  ^iNCHER.  I  think  your  bill,  Mr.  Sumners,  is  the  only  bill 
pending  before  the  committee  in  which  there  is  an  attempt  to  offer 
legislation  pertaining  to  this  important  subject ;  that  is,  the  subject 
of  marketing.  As  far  as  1  am  concerned,  I  gave  that  subject  a  great 
deal  of  consideration  at  the  last  session  of  Congress.  I  want  ta 
ask  have  you  taken  the  matter  up  with  any  organizations — for  in- 
stance, the  Committee  of  Seventeen — ^which  claim  that  they  are  work- 
ing on  a  marketing  bill  ?  Have  you  ever  talked  with  any  of  them  on 
your  marketing  bill  ? 

Mr.  SuaiNERS.  No.  At  least,  I  have  only  talked  with  one  mem- 
ber of  that  committee,  who  called  at  my  office  to  discuss  the  matter 
with  me. 

The  Chairman.  You  may  continue  your  statement. 

Mr.  Sumners.  Gentlemen  of  the  committee,  this  bill  provides  three 
things :  First,  for  the  standardization  of  agricultural  conmiodities 
not  otherwise  standardized  by  law,  which  means,  of  course,  the  con- 
densation of  their  description  into  trade  terms.  Second,  for  the 
establishment  of  a  public  market  place  through  which  these  stand- 
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ardized  commodities  may  be  put  in  trading  contact  with  the  general 
market  and  with  every  market.  Third,  the  exercise  of  the  necessary 
supervision  and  control  and  the  giving  of  the  necessary  guaranties 
to  insure  to  purchasers  and  sellers  that  there  will  be  integrity  of 
transaction,  the  plan  and  purpose  being  to  coordinate  the  National 
and  State  Departments  of  Agriculture  and  the  various  other  govern- 
mental agencies  which  might  be  utilized  into  a  unit  through  which 
to  make  pK>ssible  under  modern  conditions  the  economic  sale  and 
distribution  of  agricultural  products,  the  creation  of  reasonable  sta- 
bility in  their  price,  and,  in  so  far  as  my  own  purpose  is  concerned,  to 
lay  the  foundation  upon  which  can  be  constructed  the  proper  rural 
credit  system. 

I  beg  to  emphasize  that  this  bill  does  not  propose  that  Government 
shall  enter  a  new  field  of  activity,  but  it  is  proposed  that  Government 
in  the  field  which  it  has  long  occupied  shall  conform  its  activities 
in  that  field  to  meet  the  new  conditions  which  have  developed  there. 
Farmers  are  no  longer  producing  primarily  to  feed  and  clothe  their 
families  from  the  products  of  the  farm,  and  more  than  half  of  our 
population  no  longer  depends  upon  the  products  of  their  respective 
farms  for  their  food  and  clothing  material. 

Profit  is  now  the  nerve  center  of  agriculture,  and  sale  and  distri- 
bution is  a^culture's  greatest  and  most  difficult  problem.  The  na- 
tional andlState  depaitments  of  agriculture,  therefore,  which  have 
been  created  for  no  other  purpose  than  to  help  agriculture  deal  with 
its  big  problems  should  render  the  same  sort  oi  assistance  to  agri- 
culture dealing  with  the  problem  of  sale  and  distribution  which  is 
rendered  in  dealing  with  the  problems  of  production  and  preserva- 
tion of  soil  fertility.  This  bill  proposes  to  establish  a  public  market 
place,  open  to  all.  I  desire  to  direct  the  attention  of  the  committee 
to  the  root  that  until  within  the  past  few  decades  the  maintenance 
of  open  public  market  places,  where  universal-trading  contact  mi^ht 
be  established  among  all  the  people,  has  been  regaroed  as  the  chief 
function  and  duty  of  Government  with  regard  to  commerce. 

This  bill  is  not  directed  against  middlemen  as  an  institution.  It 
would  operate  against  the  "toll-taking"  power  of  middlemen.  It 
would  tend  to  destroy  the  possibility  of  their  erecting  a  commercial 
blockade  of  profits  demanded  along  the  channels  of  distribution, 
which  would  not  permit  products  wasting  on  the  farm  to  pass  to 
those  who  need  them,  and  would  pay  a  fair  distribution  charge  plus 
a  fair  price  for  them.  Individuals,  cooperative  groups,  small  mer- 
chants, small  manufacturers,  as  well  as  the  larger  ones,  would  be 
siven  the  same  practical  trading  contact  with  the  source  of  supply 
and  with  the  general  market,  and  there  would  be  made  possible  the 
movement  of  agricultural  commodities  under  prior  sale  from  the 
point  of  concentration  to  the  point  of  need  in  Quantity  and  quality 
in  accord  with  the  demand  for  need,  reducing  tne  waste,  the  dupli- 
cation of  expenses  in  distribution,  tending  toward  greater  stability 
in  prices  by  oroadening  the  market,  establishing  democracy  in  busi- 
ness opportunity,  and  through  a  practical,  open-to-all  route  around 
the  privately  controlled  channels  of  distribution,  tend  automatically 
to  hold  the  total  of  charges  imposed  to  the  basis  of  the  reasonable, 
honest  value  of  the  service  rendered  by  distributors,  and  would  ren- 
der greater  assistance,  I  submit  to  the  committee,  to  our  laws  against 
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monopoly  than  can  be  rendered  by  pestiferous  bureaucratic  control, 
toward  which  we  seem  to  be  rapidly  moving.  Besides,  gentlemen, 
we  must  give  to  agriculture  some  compensatory  advantage  to  balance 
against  the  advantage  which  industry  holds  by  reason  of  the  fact 
that  when  the  products  of  the  factory  go  to  market,  they  go  with 
cost,  plus  a  profit,  written  into  the  initial  sale  price,  whereas  the 
products  of  the  farm  go  to  market  under  flood-tide  movement  and  at 
a  price  fixed  by  the  highest  bidder,  and  they  go,  very  largely,  in  a 
restricted  market  without  regard  to  the  cost  of  production,  mucn  less 
that  cost  plus  a  profit. 

Mr.  PuRNELL.  That  is  the  real  thing  that  will  stimulate  produc- 
tion, profit;  isn't  it? 

Mr.  SuMNERS.  Yes.  We  people  who  live  in  the  cities  had  just  as 
well  recognize  that  agriculture  is  compelled  to  bid  against  every  in- 
dustry in  this  country  for  the  services  of  every  man  that  labors  in 
the  field,  and  agriculture  must  have  a  profit  which  will  enable  it  to 
hold  enough  of  the  general  productive  energy  to  produce  the  material 
for  our  food  and  clothing. 

Mr.  HuLiNGS.  That  is  true. 

Mr.  SuMNERS.  Agriculture  can  no  longer  be  regarded  as  an  inex- 
haustible commissary,  useful  only  to  feed  business,  and  those  of  us 
who  must  have  material  for  our  food  and  clothing  must  recognize 
that  more  and  more  we  must  reach  over  every  intervening  profit, 
every  charge,  necessary  and  unnecessary,  and  pay  to  the  farmers  as 
much  net  profits  as  he  can  make  in  any  other  business.  We  must  pay 
in  the  price  given  for  the  things  which  we  eat  the  value,  of  the  com- 
modities which  rot  in  the  fields  after  production,  on  sidetracks  while 
being  held  in  great  concentration  centers,  and  in  congested  markets. 
There  isn't  any  question  that  the  farmers  are  not  receiving  that  profit 
now.  It  is  absurd  to  hope  to  reduce  the  cost  of  living  by  reducing  the 
profit  of  the  farmer.  He  is  quitting  at  the  present  profit.  Those  of 
us  who  live  in  the  cities  must  pay  him  more,  and  we  have  the  choice 
of  paying  him  either  by  adding  a  greater  price  to  that  which  we  now 
pay  or  of  making  it  possible  for  him  to  receive  a  part  of  that  which 
now  represents  the  spread  between  the  price  which  the  farmer  re- 
ceives and  the  price  which  we  pay. 

We  are  now  in  the  midst  of  the  greatest  vocational  and  residential! 
movement  of  all  the  ages,  and  there  is  nothing  operating  to  stop  it* 
In  fact,  it  is  gaining  momentum  with  tremendous  rapidity.  Indi- 
viduals make  mistakes  in  changing  their  residence,  but  the  mass 
movement  is  always  under  the  influence  of  irresistible  economic  law 
toward  the  center  of  best  opportunity. 

Now,  Mr.  Chairman,  with  these  general  statements  I  want  to  invite 
members  of  the  committee  to  direct  my  discussion  to  the  particular 
phases  of  this  matter  which  they  would  prefer  to  have  me  discuss.  I 
am  ready  to  attempt  to  answer  any  question  which  may  be  pro- 
pounded to  me  by  any  member  of  the  committee. 

The  Chairman.  Very  well. 

Mr.  SuMNERS.  This  bill  does  not  propose  to  do  for  individuals  ot 
cooperative  groups  of  farmers  or  merchants  what  they  can  do  for 
themselves,  but  to  bring  the  difficulties  within  their  power  to  deal 
with  them.  It  does  not  propose  to  extend  governmental  activity 
within  the  proper  domain  of  private  enterprise,  but  have  govern- 
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ment  begin  to  function  where  it  is  universally  recognized  to  be  the 
duty  of  gOTemment  to  function,  at  the  border  line  of  individual  and 
private  enterprise  efficiency.  Much  of  our  radical  legislation,  later 
made  necessary,  has  been  due  to  the  failure  of  government  to  recog- 
nize this  duty  in  time.  There  are  some  definite,  important  economic 
problems  connected  with  the  business  of  agriculture  which  are  of 
interest  to  all  the  people  and  which  agriculture  is  not  equipped  to 
deal  with. 

The  Chairman.  What  did  you  say  about  some  economic  problems; 
who  is  not  able  to  deal  with  them? 

Mr.  SuMNBRS.  That  agriculture  is  not  able  to  deal  with  them. 

The  Chairman.  Those  engaged  in  it  are  not,  do  you  mean  ? 

Mr.  SuMNERS.  Yes,  sir.  When  the  great  industrial  revolution 
came  to  this  countrv  through  the  application  of  steam  and  electricity 
to  the  activities  of  men,  great  cities  began  to  develop,  with  their 
great  industries  there,  which  organized  both  the  producing  and  the 
selling  end  of  their  business.  The  people  engaged  in  agriculture  being 
scattered,  many  of  those  capable  of  leadership,  drawn  by  the  higher 
bid  of  industry  away  from  agriculture,  agriculture  was  not  able  to 
organize  the  selling  end  of  its  business,  with  the  result  that  when 
agriculture  comes  to  deal  with  industry  its  question  is :  What  is  your 
conunodi^  worth  ?  and  the  next  question  is :  What  is  my  commodity 
worth  {  This  creates  a  definite  economic  disadvantage  against  agri^ 
culture,  which  makes  it  impossible  for  it  to  retain  a  proper  per- 
centage of  the  total  productive  energy  of  this  country  to  make  safe 
the  food  and  clothing  supply  of  our  people.  We  have  all  sorts  of 
"back  to  the  farm "  movements.  You  had  just  as  well  go  down  here 
to  the  Potomac  River  and  carry  its  water  up  to  Great  Falls  and  pour 
it  in  the  river  again  and  expect  it  to  stay  there  as  to  expect  the  people 
to  stay  in  the  country  unless  the  country  holds  for  them  the  same 
level  of  financial  opportunity  which  the  city  offers. 

I  am  not  criticizing  what  the  Department  of  Agriculture  is  doing. 
My  suggestion  is  that  it  is  not  covering  the  whole  situation.  It  is 
all  right  to  teach  the  people  how  to  raise  "  two  blades  of  grass  where 
one  grew  before,"  provided  the  two,  when  grown,  will  be  worth  more 
than  the  one  would  have  been. 

As  I  said  before,  profit  is  the  nerve  center  of  agriculture,  and  any 
policy  which  overlooks  that  fact  works  against  itself.  The  function- 
ing of  the  Depaitment  of  Agriculture  under  modern  conditions  is 
not  conaplete.  What  is  proposed  by  this  bill  is  that  the  Department 
of  Agriculture,  coordinated  with  the  departments  of  agriculture  of 
the  several  States,  shall  cover  the  whole  situation. 

Mr.  PuRNELL.  If  it  will  not  interfere  with  you,  I  would  like  to  ask  a 
question. 

ilr.  SuMNEBS.  It  would  not  interfere  with  me.  I  prefer  to  have 
Tou  ask  me  questions. 

Mr.  PuRNELL.  You  do  not  want  to  cripple  or  hinder,  of  course,  in 
any  degree  the  Department  of  Agriculture  in  its  efforts  to  make 
**two  blades  of  grass  grow  where  one  grew  before?  " 

Mr.  SuMNERs.  Not  at  all. 

Mr.  PuBNELi..  I  am  interested  in  that  particular  thing  myself. 

Mr.  SuMNEBS.  What  I  would  like  is  to  have  the  whole  job  done. 
In  so  far  as  the  major  part  of  our  efforts  is  concerned,  we  are  working 
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at  the  wrong  end  of  this  proposition.    If  we  can  assist  in  making  i 
more  profitable  to  farmers  to  "raise  two  blades  of  grass  where  on 

rw  before,"  they  will  be  a  great  deal  more  anxious  to  learn  how  t 
it  than  they  are  now  when  the  two  blades  are  worth  less  than  th 
one. 

Mr.  MgLaughlik  of  Michigan.  May  I  make  a  suggestion? 

Mr.  SuMNERS.  Yes. 

Mr.  McLaughlin  of  Michigan.  You  are  giving  in  detail  the  dis 
tressing^  conditions  that  exist  in  the  country,  and  you  are  talking  ver; 
interestingly  indeed,  and  you  have  thought  it  out  scientifically  ani 
systematically ;  but  nearly  every  one  of  us^  I  think,  has  reached  th 
same  conclusion  and  knows  existing  conditions. 

Mr.  SuMNERs.  Yes. 

Mr.  McLaughlin  of  Michigan.  We  are  looking  for  a  remedy 
You  have  one,  and  you  ask  us  to  provide  for  a  way  to  try  it.  I  ma; 
say  sincerely  I  enjoy  listening  to  you  speak  of  the  causes  which  hav 
brought  about  existing  conditions,  but  I  think  we  all  know  that  th 
conditions  you  mention  exist.  Our  time  is  limited.  I  am  afraid  yoi 
will  take  so  long  on  stating  the  reasons  for  existing  conditions  tha 
you  will  not  have  the  time  you  wi^  to  talk  about  the  remedy. 

Mr.  SuMNERS.  I  certainly  do  not  desire  to  take  unnecessary  time  oj 
this  phase  of  the  subject. 

Mr.  McLaughlin  of  Michigan.  Then  I  su^^est  that  you  proceed  a 
once,  assuming  that  we  know  that  the  conditions  exist  about  whicl 
you  are  talking  in  detail,  and  tell  us  the  remedy  tliat  you  propose.  1 
think  all  of  us  Know  about  existing  conditions  and  suppose  we  assumi 
that  to  be  a  fact. 

Mr.  SxjMNERS.  I  thank  you  very  much,  Mr.  McLaughlin,  for  tiia 
suggestion.  I  had  that  judgment  about  the  matter  when  the  dis 
cussion  began.  I  have  been  led  a  little  far  afield  by  the  question 
which  my  distin^ished  friend^  Mr.  Pumell,  has  asked.  Besides,  J 
really  did  desire  in  this  discussion  to  deal  somewhat  with  the  funda 
mental  propositions  which  are  involved,  and  to  get  rid,  if  possible 
of  any  question  as  to  the  necessity  for  what  is  proposea  by  the  bil 
which  I  have  introduced,  and  any  question  as  to  tne  right  and  thi 
duty  of  government  to  do  that  which  it  is  proposed  by  this  bil 
government  shall  do. 

Mr.  McLaughlin  of  Michigan.  May  I  make  another  suggestion! 

Mr.  SuMNERS.  Certainly ;  1  will  thank  you  for  it. 

Mr.  McLaughlin  of  Michigan.  I  have  read  your  bill  and  thereii 
I  see  no  reference  to  interstate  commerce— shipments  of  farm  product 
in  interstate  commerce.  Is  it  your  idea  that  the  Department  of  Agri 
culture  as  a  Federal  function  can  properly  go  into  this  matter  gep 
erally,  regardless  of  the  fact  whether  or  not  the  products  are  intended 
for  or  ever  reach  interstate  commerce  f 

Mr.  SuMNERS.  Yes.  And  may  I  say  to  you,  Mr.  McLaughlin,  aiu 
to  the  other  gentlemen  of  the  committee,  that  you  are  now  doinj 
exactly  what  I  would  have  you  do,  I  want  to  aiscuss  those  phase 
of  this  matter  upon  which  you  desire  my  opinion,  or  whatever  infer 
mation  I  may  possess. 

Mr.  VoiGT.  Of  course,  the  feature  of  your  bill  is  entirely  voluntary 

Mr.  SuMNERS.  Yes. 

Mr.  VoiOT.  That  is,  no  one  is  compelled  to  buy  or  sell  under  you 
proposed  produce  market! 
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Mr.  SuMNEKS.  No.  Nobody  is  compelled  to  enter  these  markets, 
and  nobody  is  restrained  from  entering  them.  It  is  proposed  that 
every  community,  every  individual,  for  that  matter,  regardless  of 
location  and  regardless  of  business,  who  has  a  shipping  unit  of  a 
standardized  commodity,  may  be  put  in  trading  contact  with  every 
market;  and  every  purchaser,  wherever  located,  may  have  trading 
access  to  every  source  of  supply  scattered  throumout  the  country. 

Under  such  a  system  distributors  would,  of  course,  continue  to 
operate.  They  could  operate  more  economically  themselves  through 
the  advantages  afforded  by  this  marketing  machinery.  They  could 
charge,  and  would  charge,  all  their  services  would  be  economically 
worth,  but  they  could  not  charge  more,  because  the  people  would 
have  a  practical  route  around  tne  privately  controlled  avenues  of 
distribution,  which  would  automatically  tend  to  hold  the  total  of  the 
charges  to  the  basis  of  the  economic  value  of  the  service  rendered.  It 
would  be  possible  to  move  these  conmiodities  from  the  point  of  first 
concentration  to  the  point  of  need.  There  would  be  a  saving  in 
shortening  the  physical  route  of  movement.  It  would  not  be  neces- 
sary, as  now,  to  hold  great  quantities  in  concentration  points  imder 
deterioration  and  expense  of  refrigeration.  We  could  reduce  the  food 
waste  which  now  results  in  congested  markets.  Standardized  com- 
modities, such  as  cotton  and  gram,  physically  and  morallv  protected, 
would  be  put  in  trading  contact  with  all  the  markets  ox  the  world. 
The  reservoirs  for  their  holding  would  be  at  the  points  of  first  con- 
centration. That  is  where  they  ought  to  be  in  order  to  protect  against 
storm  damage  and  in  order  to  avoid  the  flood-tide  movements  which 
we  now  have.   Do  I  make  myself  clear  there  ? 

Mr.  HuuKos.  Certainly. 

Mr.  SuMNEBs.  I  hope  you  will  do  me  the  great  favor,  ^ntlemen  of 
the  conmiittee,  if  I  do  not  make  myself  clear  on  any  pomt,  to  inter- 
rupt me.  I  am  anxious  to  have  you  ask  me  questions  and  I  will  not 
consider  them  as  interruptions. 

We  need  a  place  accessible  to  all,  where  those  who  want  to  buy  and 
those  who  want  to  sell  actual  commodities  can  get  in  trading  contact 
with  each  other.  There  is  no  such  place  now.  Therefore,  we  must 
bave  a  rural  produce  exchange  system.  I  want  to  suggest  also,  gen- 
tlemen, that  a  proper  marketing  system  is  the  only  f  oimdation  upon 
which  we  can  build  for  the  business  of  agriculture  a  structure  of 
economic  strength.  The  economic  weakness  of  agriculture  as  a  busi- 
ness is  not  only  a  peril  to  everyone  engaged  in  that  vocation,  but  it  is 
a  menace  to  all  the  interrelatea  businesses  of  the  country  which  make 
Qp  our  entire  economic  and  industrial  organization. 

The  truth  of  this  statement  is  bein^  demonstrated  now  in  the 
most  forceful  sort  of  way.  Agriculture  is  the  point  where  the  break 
came,  because  it  was  the  weakest  point  under  the  pressure  of  our 
present  situation.  The  other  businesses,  of  which  agriculture  is  the 
basic  one,  came  down  with  agriculture,  and  all  those  engaged  in  the 
other  interrelated  and  interdependent  businesses  of  this-  country  are 
suffering  because  of  that  break.  We  must  get  away  from  and  keep 
f^ay  from  the  idea  that  legislation  dealing  directly  with  agriculture 
js  of  concern  only  to  agriculture.  This  bill  which  I  have  introduced 
is  for  the  whole  people. 

^Ir.  HuUNGS.  Isn't  that  what  they  say  now  about  the  grain  market? 

Mr.  SuvNEBS.  I  am  trying,  for  the  present  at  least,  to  stay  clear 
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of  the  rest  of  the  pending  bills  dealing  with  the  future  board  produce 
markets.  The  plan  of  my  bill,  and  it  is  philosophy,  if  it  has  any,  is 
somewhat  different  from  the  bills  dealing  witn  the  present  grain 
exchanges.  My  bill  has  for  its  object  the  creation  of  tne  possibility 
of  commercial  control  very  largely  through  the  operation  of  the 
natural  laws  of  commerce.  We  have  a  good  deal  of  more  or  less  loose 
talk  about  the  ^'law  of  supply  and  demand,"  as  to  what  that  law 
will  do,  etc.  The  law  of  supply  and  demand  is  not  an  all-powerful, 
fool-proof  regulator  and  protector  of  people  against  the  penalties 
which  that  law  has  the  power  to  impose  and  by  which  it  finally  com- 
pels the  observance  of  its  provisions.  A  good  many  of  us  here  are 
lawyers,  and  we  know  that  the  force  of  a  law  lies  in  its  penalty. 
The  object  of  the  legislation  which  I  propose  is  to  give  to  that  law  a 
chance  to  control  and  to  protect  instead  of  leaving  us  where  we  are 
now,  subject  to  the  penalties  of  that  law,  because  we  violate  its 
provisions  in  the  metnod  through  which  we  sell  and  distribute  our 
agricultural  commodities.  We  must  open  up  the  opportunities  for 
me  commercial  contact  and  give  the  laws  of  commerce  an  oppor- 
tunity to  direct  themselves,  not  against  the  middleman  as  an  institu- 
tion but  against  his  '^toll-taking"  power,  apiinst  the  commercial 
blockade  which  the  multiplicity  of  high  profits  sometimes  establish 
against  the  movement  of  commodities  wasting  in  the  field,  against 
the  long  haphazard  physical  movement  of  commodities. 

Mr.  Wilson.  How  would  this  bill  rectify  that  condition? 

Mr.  SuMNERS.  It  would  rectify  it  in  mis  way.  Suppose  I  lived 
with  you  in  your  community,  and  we  as  members  of  a  cooperative 
group  had,  either  now  or  in  immediate  prosped^,  a  shipping  unit  ol 
a  given  standardized  commodity.  We  could  list  that  unit  for  sale 
at  a  place  where  those  who  desired  that  sort  of  commodity  for  us€ 
would  know  that  they  could  get  in  trading  contact  with  us  and  all 
others  offering  the  same  commodity  for  sale,  and  when  the  sale  wa^ 
made  the  commodity  would  move  under  prior  sale  from  our  com- 
munity to  the  community  of  the  purchaser,  instead  of  going  out  intd 
the  dark,  as  now,  to  search  among  the  markets  of  the  country  for  th< 
purchaser. 

Mr.  Wilson.  The  reason  I  make  that  inquiry  is  this :  Chicago  h 
surrounded  by  territory  that  produces  and  offers  at  certain  seasons  o\ 
the  year  a  lot  of  produce  that  is  perishable,  in  Michigan,  we  will  say, 
and  there  is  a  greater  amount  than  can  be  consumed  in  Chicago  ani 
surrounding  communities.  A  great  quantity  of  it  is  often  sent  t^ 
Chicago  in  such  abundance  that  it  can  not  be  disposed  of  there.  Oi 
course,  as  you  say,  it  will  rot  on  the  railroad  tracfe.  I  just  wonderd 
if  you  had  any  idea  how  that  might  be  avoided. 

Mr.  SuMNERS.  One  of  the  object  of  this  bill  is  to  avoid  exactly  th 
thins.    That  surplus  ought  never  to  have  gone  into  Chicago. 
shoiQd  not  have  gone  to  a  place  where  it  was  not  needed.     When 
moved  from  the  place  of  nrst  concentration  it  should  have  mori 
under  prior  sale  and  in  response  to  an  immediate  or  prospective 
mand  for  its  use.    In  other  words,  the  fact  of  need  should  have 
established  before  the  movement  began. 

Instead  of  finding  out  that  it  was  not  needed  after  it  had  gone 
its  destination,  if  it  had  moved  under  prior  sale  in  response  to 
mand  emanating  from  its  destination,  from  those  who  knew  the 
ditions  there,  and  who  controlled  the  market  there,  the  quantity 
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movement  at  a  given  time  would  not  have  created  congestion,  and  the 
Mirplus  which  resulted  in  congestion  and  which  resufied  in  a  loss  to 
.-omebody  could  have  been  sent  to  some  place  where  it  was  needed. 
vN)mewhere  down  the  line  the  farmers  who  lose  from  inability  to  sell 
their  products  in  a  congested  market  must  be  recouped  by  those  who 
purchase  from  them.  These  commodities  ought  not  to  have  been 
shipped  to  Chicago. 

Mr.  Wilson.  Then,  it  would  rot  on  the  farms  in  Michigan. 

Mr.  SuMNHRs.  Well,  answering  that  suggestion,  of  course,  if  it 
must  rot  anywhere,  that  is  the  best  place  for  it  to  rot.  At  least  the 
freight  charges  could  be  saved  if  Chicago  was  the  only  place  to  which 
it  could  have  been  shipped 

Mr.  Wilson  (interposing) .  Oh,  no ;  they  can  send  it  elsewhere  at 
limes. 

XIr.  SuMNERS.  My  judgment  is  that  somewhere  most  of  the  farm 
fXfinmodities  are  needed,  and  from  the  public  standpoint  it  is  impor- 
lant,  if  possible,  to  have  the  people  of  this  country  well  nourished. 
It  is  a  sname  to  have  things  rot  which  people  need.  If  the  proper 
machinery  for  ascertaining  where  demand  is  and  where  production 
:*5.  and  putting  demand  and  production  into  the  possibilities  of  direct 
trading,  so  that  commodities  may  move  from  the  point  of  concentra- 
tion to  the  point  of  need  without  unnecessarjr  intervening  charges, 
without  the  present  food  waste  through  deterioration,  and  with  no 
more  than  the  necessary  number  and  total  of  intervening  profits, 
niuch  of  that  which  now  wastes  on  the  farms  could  go  jfrom  flie  farm- 
ers to  those  who  need  them  at  a  fair  price  and  would  pay  a  reasonable 
distribution  charge. 

Mr.  VoiGT.  I  would  like  to  relate  a  little  incident  right  there  which 
may  be  of  interest.  In  1918  I  happened  to  be  in  Utica,  N.  Y. 
Walking  around  I  saw  some  rutabaga  turnips  exposed  for  sale  at 
3  price  which  struck  me  as  being  awnil  high.  I  asked  the  merchant 
al^out  it  and  he  laughed  and  told  me  that  some  days  before  they  had 
m  oversupply  and  had  to  ship  to  New  York.  That  recently  the 
local  supply  had  been  exhausted  and  it  became  necessary  to  order 
^ome  from  New  York  City,  and  that,  curious  enough,  they  had  gotten 
back  some  of  the  same  turnips  they  had  shipped  to  New  York  City. 

Mr.  SuMNEKS.  That  illustrates  what  I  am  talking  about.  This 
till  is  intended  to  prevent  just  that  sort  of  thing.  The  people  who 
Vjiisht  those  turnips  had  to  pay  the  extra  transportation  charges 
to  X^ew  York  City,  one  or  more  profits  in  New  York  City,  the  trans- 
p^'rtation  charge  back  to  Utica,  and  possibly  one  or  more  profits 
there.  This  all  resulted  from  the  present  absurd  method  of  sale 
tnd  distribution.  In  the  first  instance  more  turnips  went  to  Utica 
tbn  should  have  gone  there.  That  congestion  broke  the  Utica 
market,  which,  in  turn,  stopped  the  shipment  of  turnips  to  that 
aiarket,  and  that,  in  turn,  resulted  in  the  necessity  of  shipping  back 
fnjm  New  York  because  the  usual  current  movement  into  Utica  was 
-topped  by  the  low  prices  during  the  time  of  congestion. 

Mr.  McLaughlin  of  Michigan.  The  first  section  of  your  bill  says : 
"The  Secretary  of  Agriculture  is  authorized  to  establish  a  farm- 
produce  exchange,  with  such  branches  thereof  as  may  be  necessary." 
^'>w,  that  means,  I  presume,  a  central  market  exchange.  Where 
ifould  you  have  that  and  what  kind  of  a  thing  would  it  be  ? 
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Mr.  Wilson.  And  how  many  men  would  it  employ,  and  what  wij 
be  the  expense  of  it  to  the  Government  ? 

Mr.  SuMNERs.  Well,  I  will  be  candid  with  you  gentlemen,  ani 
give  it  to  you  as  my  opinion  that  no  human  being  on  earth  coulj 
answer  that  question  with  any  certainty  in  his  own  conscience  oi 
I  imagine,  with  any  assurance  that  whoever  he  made  the  statemen 
to  would  think  he  laiew  what  he  was  talking  about. 

The  Chairaian.  What  is  your  idea  ? 

Mr.  SuMNERs.  My  idea  as  to  the  situation  is  that  you  would  tal^ 
much  of  the  present  organization  of  the  Department  of  Agricultu^ 
and  work  out  a  system  of  coordination  with  the  State  departments  o 
agriculture.  I  think  you  would  find  that  the  disposition  of  the  Stai 
departments  of  agriculture  and  public  opinion  in  the  several  State 
would  bring  them  into  accord  with  the  purpose  to  coordinate.  T^ 
National  Department  of  Agriculture  and  the  departments  of  agricuj 
ture  of  the  several  States  have  their  agents  scattered  over  the  entiij 
country  now.  Then,  connect  up  this  coordinated,  strictly  gover^ 
mental  machinery  with  the  cooperative  warehouse  systems  and  c^ 
operative  grain  elevator  systems,  etc.  The  storage  facilities  would  h 
supplied  by  the  individuals  of  the  several  States  with  such  assistant 
as  would  represent  the  judgment  of  public  opinion  as  to  the  publi 
interest  involved^  whether  much,  little,  or  none.  I  believe  we  coal 
reduce  the  buUetm-printing,  speech-making  activities  of  the  Deparj 
ment  of  Agriculture  havmg  to  do  directly  with  production,  ap 
change  the  business  of  the  various  field  agents  of  the  Department  c 
Agriculture  so  that  they  could  materially  nelp  in  applying  standard 
and  grades  promulgated  and  in  reducing  the  probabilities  of  fraM 
and  mistake  originating  at  the  shipping  points  throughout  the  cod 
try.  I  do  think,  of  course,  that  you  would  have  to  have  a  central  a^ 
mmistrative  head  and  organization.  With  regard  to  such  commod 
ties  as  grain  and  cotton,  you  clearly  would  have  to  have  branch^ 
located  somewhere — probaoly  with  regard  to  cotton  a  branch  in  it 
center  of  the  cotton-growing  territory,  and  with  regard  to  grain,  yd 
might  have  to  have  two  or  three  centers,  one  in  the  North,  one  in  it 
West,  one  in  the  Central  North,  and  the  other  on  this  side  of  the  coni 
nent.  The  central  idea  about  the  plan  I  have  is  that  instead  of  seni 
ing  so  many  people  out  over  the  country,  we  would  establish  a  publi 

Slace,  a  market  place,  with  the  necessary  affiliated  market  places, 
o  not  mean  a  bureau  submerged  in  the  Department  of  Agricultuij 
but  I  mean  a  market  place  and  a  market  system  on  the  hilltops  of  coij 
merce,  so  that  the  people  of  the  country  who  have  commodities  f j 
sale  would  busy  themselves  in  a  definite  degree  to  produce  to  m< 
the  requirements  as  to  shipping,  in  order  to  have  the  advantage 
selling  their  commodities  through  this  system.  I  would  have  tl 
departments  of  agriculture  recognize  in  a  practical  sort  of  way  ai 
in  a  helpful  sort  of  way  that  profit  is  now  the  nerve-center  of  agi 
culture. 

I  want  to  add,  gentlemen  of  the  committee,  that  I  do  not  belie] 
that  government  ought  to  do  for  the  individual  or  cooperative  gro^ 
what  he  or  they  can  do  for  themselves,  but  I  am  sure  that  goverl 
ment  ought  to  bring  this  difficulty  within  the  reach  of  their  abili 
to  deal  with  it.  In  the  very  nature  of  things,  much  must  be  left 
the  good  judgment  and  discretion  of  whoever  shall  have  the  responi 
bility  of  putting  into  operation  the  marketing  machinery  directed 
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be  established  by  this  bill.  I  believe  the  bill  outlines  a  general  course 
which  should  be  pursued.  I  have  explored  as  best  I  could  the  terri- 
tory into  which  this  machinery  woula  have  to  extend  itself  and  how 
it  would  be  required  to  function,  and  I  have  discovered  nothing  there 
to  indicate  to  me  that  insurmountable  difficulty  may  be  expected. 

As  to  what  branches  are  to  be  established  and  where  they  are  to  be 
located,  and  as  to  what  personnel  will  be  required,  I  would  no  more 
undertake  to  answer  that  than  I  would  have  undertaken  to  answer, 
had  the  question  been  asked  me  when  the  bill  creating  the  Depart- 
ment of  Agriculture  was  under  consideration,  what  would  be  the 
activities  and  the  personnel  of  the  Department  of  Agriculture  when 
the  year  1921  came  around. 

Tlie  Chairman.  Well,  I  did  not  ask  that  question. 

Mr.  SuMNEES.  I  beg  your  pardon ;  I  misunderstood. 

The  Chairman.  This  bill  assumes  the  location  of  a  produce  ex- 
change with  branches.  Perhaps  you  mean  an  exchange  for  each  of 
the  great  staple  commodities,  and  there  might  be  one  of  these  produce 
exchanges  for  cotton,  and  another  for  wheat,  and  another  for  com, 
and  peniaps  another  for  the  more  perishable  products. 

Mr.  SuMNERS.  Yes ;  that  is  true. 

The  Chairman.  This  contemplates  a  location  at  some  place  of  a 
farm  produce  exchange. 

Mr.  SuMNERs.  Yes;  and  I  think  it  clearly  would  have  to  have  an 
administrative  head  for  the  whole  ^stem. 

The  Chairman.  And  where  would  you  put  that,  and  where  should 
it  be? 

Mr.  SuMNERS.  Of  course,  there  again  I  would  only  be  able  to 
hazard  a  guess.    The  bill  does  not  undertake  to  locate  it. 

The  Chairman.  What  is  your  idea  ? 

Mr.  Sumnbrs.  Of  course,  if  the  Secretary  of  Agriculture  happens 
to  be  a  man  of  good,  practical  sense,  this  thing  can  be  put  over ;  if 
he  is  not  such  a  man  or  does  not  put  the  responsibility  upon  such  a 
QiaD,  it  can  not  be  done,  that  is  all.  I  believe  that  this  bill  goes  as 
far  as  Congress  should  go  in  directing  what  it  wants  to  ha  ve  done, 
and  in  indicating,  in  so  far  as  the  big  outlines  are  concerned,  how  it 
fcires  to  have  it  done.  Too  much  direction,  too  much  detail  in  legis- 
lition  in  a  matter  of  this  sort  might  possibly  hamper  discretion  at  a 
ntal  point  where  under  the  development  oi  some  emergency,  which 
can  not  now  be  forseen,  it  would  be  necessary  that  that  discretion  be 
exercised.  I  believe  there  should  be  one  central  place  through  which 
European  and  other  buyers  throughout  the  world  could  get  into 
trading  contact  with  agricultural  commodities  wherever  produced. 
]  am  miite  certain  it  would  be  "necessary  to  have  branches  properly 
'^^:atea  with  regard  to  the  producing  areas,  and  no  doubt  it  would 
^^  found  practicable  for  many  transactions,  perhaps  for  most  trans- 
actions, to  be  handled  directly  through  these  branches,  proper  report 
'^-in^  made  to  the  central  organization.  I  do  not  profess  to  know, 
tor  do  I  presume  to  guess,  what  necessity,  in  the  judgment  of  the 
'^retary  of  Agriculture,  would  determine  ought  to  be  done,  but 
[ii^re  is  no  more  uncertainty  involved  in  this  situation  and  no  more 
'S  left  to  be  determined  by  experience  than  with  regard  to  any  other 
pvemmental  venture,  nor  with  regard  to  any  business  venture  of 
'^rge  proportions.  It  is  a  new  problem,  a  new  thing,  which  has  come 
through  the  evolution  of  time  to  challenge  the  genius  of  this  genera- 
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tion,  and  while  we  can  get  some  suggestions  and  some  counsel  froj 
the  experience  of  the  past,  as  a  matter  of  fact  we  must  deal  with  thj 
largely  upon  the  responsibility  of  our  own  judgment  and  construct!^ 
and  administrative  ability. 

They  say  that  "  necessity  is  the  mother  of  invention."  I  think 
would  be  equally  true  to  say  that  necessity  always  gives  birth  to  tt 
invention  required  to  deal  with  that  necessity.  In  my^j^bservatiq 
and  in  my  own  experience  I  have  found  but  few  things  to  be  doi 
which  could  not  be  done.  I  think  no  one  can  question  the  fact  that 
better  method  of  marketing  agricultural  products  is  reauired,  and 
respectfully  submit  to  the  judgment  of  you  gentlemen  tnat  a  prop^ 
method  of  marketing  agricultural  products  can  not  be  developed  ej 
cept  through  some  such  machinery  as  this  bill  provides. 

Mr.  HuLiNGs.  After  it  was  established,  say,  as  to  grain,  wheat,  i 
what  respect  would  it  differ  from  what  has  already  been  establish^ 
in  Chicago,  where  people  who  have  grain  to  sell  send  it? 

Mr.  SuMNERs.  There  would  be  this  difference:  Supnose  an  el 
vator  had  10,000  bushels  each  of  No.  1,  No.  2,  No.  3,  and  No.  4  when 
That  wheat  could  be  listed  for  sale  by  specific  grade  instead  of  h 
basic  grade.  There  would  be  no  "hedging"  or  gambling  in  it 
proposition.  The  difference  would  be  that  this  would  be  a  pla< 
where  the  actual  commodity  would  be  sold  under  its  descripti^ 
grade,  and  those  who  wanted  to  grind  wheat  into  flour  could  purcha? 
the  actual  wheat  and  ship  it  directly  from  the  elevator  by  the  mo| 
direct  and  cheapest  route  of  physical  movement,  and  could  ship  l 
from  this  elevator  as  it  was  required  for  use.  I  think  it  is  rath^ 
important  that  under  the  plan  which  I  have  suggested  the  storag 
facilities,  the  reservoirs  where  the  surplus  would  be  held  against  t\i 
time  for  need,  would  probably  be  mainly  at  the  points  of  first  col 
centration.  It  is  necessary,  as  I  have  suggested,  to  have  them  the* 
in  order  to  avoid  storm  damage,  and  I  believe  that  these  tremendot 
flood-tide  movements — ^what  are  known  as  crop-movement  seasons-i 
would  disappear. 

Mr.  TiNCHER.  What  do  you  say  about  the  present  practices  o 
gambling  in  wheat  and  cotton,  dealing  in  futures  in  connection  witi 
these  commodities? 

Mr.  SuMNERS.  Would  you  mind  waiting  until  I  cover  the  thir 
proposition  contained  in  my  bill? 

Mr.  TiNCHER.  I  do  not  want  to  press  my  question,  but  I  am  il 
terested  in  it,  and  only  want  to  get  your  views. 

Mr.  SuMNERS.  I  will  answer  your  question  now  if  you  prefer. 

Mr.  TiNCHER.  Well,  just  answer  it  in  your  own  time.  ^ 

Mr.  SuMNERS.  Any  other  questions  on  the  two  propositions,  gentl^ 
men  of  the  committee,  which  have  been  under  discussion?  If  not. 
will  pass  on  to  the  third  proposition. 

Mr.  VoiGT.  Do  you  think  that  the  Government  could  establish 
more  perfect  market  place  for  grain  and  cotton  than  exists  nol 
through  the  already  existing  grain  and  cotton  exchanges? 

Mr.  SuMNERS.  Do  you  mean  as  to  location  or  methoa? 

Mr.  VoiGT.  Either  way. 

Mr.  SuMNERS.  Well,  let  us  divide  the  proposition-  Do  you  mea^ 
first,  whether  the  exchanges  are  properly  located  now? 

Mr.  VoiGT.  Well,  take  the  matter  of  location.  There  are  grain  ea 
changes,  for  instance,  located  all  over  the  country.    A  farmer  wl^ 
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has  ^rain  for  sale  can  take  his  morning  newspaper  and  find  out  im- 
mediately what  the  price  is,  or  the  approximate  price.  What  more 
inf ormation  could  the  Government  furnish  to  that  man  ? 

Mr.  SuMNERS.  It  would  furnish  him  a  market  place,  not  merely 
information,  but  a  market  place. 

Mr.  VoiGT.  It  is  a  market  place. 

Mr.  SuMNEKS.  This  is  what  I  mean :  In  your  community  suppose 
you  have  a  group  of  farmers  who  have  10,000  bushels  of  wheat  for 
sale.  I  mean  to  furnish  them  a  market  place  where  that  commodity 
could  be  listed  for  sale,  a  place  where  every  buyer  in  the  world  would 
know  that  he  could  get  into  trading  contact  with  it,  and  that  when 
he  bought  it  he  would  get  exactly  what  it  purported  to  be — ^wheat 
of  a  specific  grade — and  that  his  transaction  would  be  physically 
and  morally  protected,  and  that  when  the  farmer  sold  it  he  would 
know  that  he  had  sold  to  the  best  available  bid  in  the  world. 

Mr.  VoiGT.  Let  us  stop  right  there  for  a  moment.  Take  the  farmer 
in  your  community,  or  the  man  who  has  the  wheat  or  com  for  sale. 
He  could  look  at  his  morning  paper  and  know  what  the  approxi- 
mate price  is.  If  he  is  willing  to  sell  at  that  price,  he  can  take  his 
grain  to  town  and  there  he  will  find  several  grain  buyers  who  are, 
if  they  are  dealing  legitimately,  men  who  are  competing  with  each 
other  in  bidding  on  tnat  grain.  He  has  no  trouble  getting  rid  of 
that  grain.  I  think  your  bill  would  do  a  world  of  ^ood  on  other 
commodities  than  grain  or  cotton,  which  two  commodities  as  to  their 
distribution  are  perfectly  provided  for  by  these  exchanges,  are  they 
not? 

Mr.  SuMNERS.  I  can  discuss  cotton  with  more  assurance  than  ^ain, 
because  I  come  from  a  cotton  country,  and  I  will  yield  to  your  judg- 
ment as  to  whether  or  not  your  people  have  sufficient  machmery 
through  which  their  grain  may  be  sold. 

Mr.  VoiGT.  I  will  l^  glad  to  hear  from  you  about  cotton. 

Mr.  SuMNERS.  With  regard  to  cotton  tnat  is  not  true.  There  is 
not  a  public,  open,  universally  accessible  cotton  market  in  the  United 
States  where  cotton  may  be  sold  by  specific  grade,  and  the  purchaser, 
wherever  he  may  live — ^in  Tokyo,  Havre,  or  Liverpool — ^will  know 
that  he  gets  what  he  wants  and  that  the  commodity  will  come  to  him 
with  only  the  transportation  charges  added,  whicn  are  necessary  in 
its  ordinary  commercial  movement. 

Mr.  VoioT.  That  is  in  reference  to  the  cotton-futures  act  ? 

Mr.  Stjmners.  I  am  discussing  the  situation  as  it  is  now.  I  take 
this  position  and  I  am  supported  by  the  demonstrated  judgment  of 
men  generally  in  all  the  periods  of  governmental  activity,  that  the 
maintenance  of  a  public  market  place  is  a  public  duty  and  a  public 
function,  and  that  we  never  can  have  what  we  ought  to  have,  for  the 
-ale  of  the  actual  commodities  of  this  coimtry  through  a  market  place 
privately  owned,  where  the  rules  and  regulations  of  transactions  are 
made  by  those  who  are  interested  as  merchants  operating  the  market 
place. 

I  believe  that  the  market  place  should  be  provided  for  the  people 
who  produce  and  the  people  who  consume,  and  let  the  merchants  act 
as  distributors,  serving  producers  and  consumers,  but  compelled  by 
the  operation  of  economic  law,  by  the  influence  of  the  possibilities  of 
direct  trading,  to  hold  the  total  of  their  intervening  profits  to  the 
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basis  of  the  value  of  the  service  rendered.  Permit  the  merchants  to 
buy  and  to  sell  in  this  same  market  place.  It  would  enable  them  to 
make  the  same  net  profits  at  a  reduced  total  charge.  In  my  judg- 
ment they  must  either  submit  to  this  or  public  opinion,  the  pressure 
of  which  each  of  you  gentlemen  know  is  increasing  day  by  aay  with 
tremendous  rapidity,  is  going  to  force  Government  to  undertake 
to  regulate  arbitrarily  the  profits  of  private  business  and,  to  a  defi- 
nite degree,  the  internal  management  of  private  businesses,  through 
armies  of  employees,  pestering  and  handicapping  individual  effort 
and  enterprise,  and,  in  my  judgment,  giving  no  substantial  benefit 
for  the  millions  of  dollars  taken  from  the  Riblic  Treasury.  If  we 
can  succeed  in  giving  to  the  natural  laws  of  commerce  the  power  to 
control,  which  they  are  capable  of  exercising,  we  will  not  have  to  de- 
pend so  much  upon  antitrust  laws,  antiprofiteerin^  laws,  and  bureau- 
cratic administration.  At  least,  I  want  us  to  give  to  the  laws  ol 
God  Almighty  a  chance  to  operate  freely  upon  our  economic  and  com- 
mercial difficulties  before  we  embark  upon  the  policy  of  bureaucratic 
administration,  toward  which  public  opinion  is  rapidly  driving  our 
governmental  policy. 

Mr.  VoiGT.  X  ou  have  spent  some  time  this  morning  with  reference 
to  lack  of  knowledge  of  location  of  a  given  commocuty.  That  does 
not  apply  to  grain  and  cotton,  does  it? 

Mr.  SuMNEBs.  It  does  not  apply  to  cotton  in  so  far  as  its  location 
is  concerned,  but  it  does  apply  in  so  far  as  tiie  location  of  any  place 
through  which  trading  contact  may  be  established  with  exactly  the 
grade  of  cotton  which  an  individual  may  desire  to  purchase. 

Mr.  VoiGT.  Well,  if  I  were  a  spinner  and  I  needed  some  actual 
cotton.  I  suppose  I  would  be  in  busmess  relation  with  some  people  in 
New  Orleans  with  whom  I  had  been  transacting  business,  and  that 
I  would  inquire  of  those  people. 

Mr.  SuMNERS.  Yes,  sir ;  you  could  buy  from  the  cotton  merchants. 
But  the  point  I  make  is  that  there  is  no  great  cotton  market  known  to 
producers  and  to  purchasers  throughout  the  world  through  which 
the  actual  cotton  required  for  actual  use  may  be  bought,  and  in  which 
the  people  who  produce  this  commodity  may  have  the  privilege  of 
offering  their  commodities  for  sale.  Such  a  place  is  necessary  in 
order  to  give  the  greatest  breadth  of  market,  and  therefore,  the  great- 
est stability  to  the  market. 

Now,  gentlemen  of  the  committee,  there  is  another  thing  in  regard 
to  cotton 

Mr.  VoiGT  (interposing).  Let  me  stop  you  right  there.  Talking: 
about  breadth  of  market,  isn't  every  bale  of  cotton,  so-called  spot 
cotton,  that  is  offered  for  sale  to-day  in  some  way  or  other  listed  on 
some  of  the  cotton  exchanges  now  in  existence? 

Mr.  SuMNERS.  It  is  not.  Not  one  single  bale  of  it  is  so  listed. 
I  am  speaking  of  the  great  cotton  exchanges  in  this  country.  '  I  do 
notj  of  course,  speak  of  the  buildings  in  which  cotton  merchants  have 
their  offices,  and  in  which  it  is  probable  that  cotton  may  be  listed  to 
facilitate  trades  among  themselves.  There  is  not  a  single  bale  of 
spot  cotton  that  moves  in  the  ordinary  course  of  commercial  transac- 
tions these  so-called  great  cotton  exchangees.  That  statement  may 
not  be  entirely  exact,  but  it  is  approximately  so.  What  delivery  does 
occur  on  the  contracts  is  purely  incidental  to  the  ^^  hedging  "  and  to 
the  gambling  transactions  made  through  these  exchanges. 


FUTURE  TRADING.  217 

Mr.  VoiGT.  Well,  do  you  mean  to  say  that  a  man  can  not  go  on  to 
the  New  Orleans  Cotton  Exchange  and  buy  cotton? 

Mr.  SuMNERS.  I  mean  to  say  that  on  the  contracts  which  are  made 
on  either  of  the  cotton  exchanges,  the  man  who  asks  for  delivery 
would  have  no  idea  in  advance,  if  he  be  a  spinner,  whether  he  will 
get  one  single  bale  of  cotton  which  he  can  spin. 

ilr.  VoiOT.  Well,  that  is  a  question  of  grade. 

Mr.  SuMNERS.  Yes;  it  is  a  tact,  and  I  am  just  telling  you  about  the 
facts. 

Mr.  VoiGT.  Let  me  ask  you  this  question :  Suppose  the  present  law 
were  amended  so  as  to  provide  for  a  man  making  a  contract  to  de- 
Kver  a  specific  grade  of  cotton  having  to  deliver  that  particular  grade, 
and  that  he  could  not  deliver  anything  else  in  satisfaction  of  the  con- 
tract, couldn't  you  then  go  on  the  New  Orleans  or  the  New  York 
cotton  market  and  buy  all  the  cotton  that  you  wanted  or  that  is 
atailable? 

ilr.  SuMNERS.  Of  course  you  could.  But  on  these  exchanges  cotton 
is  not  offered  by  specific  grade. 

Mr.  Jaooway.  Let  me  ask  a  question  right  here  by  way  of  illus* 
tration:  Suppose  a  spinner  this  morning  wants  2,000  bales  of  spot 
cotton  to  weave  into  cloth.  In  order  to  get  those  2,000  bales  he 
mi^ht  have  to  go  through  two  or  three  hundred  agencies  to  get  it, 
misrht  he  not? 

Mr.  SuMNERS.  I  wouldn't  like  to  say  how  many  agents. 

Mr.  Jaoowat.  Well,  he  would,  assuming  he  was  dealing  in  Texas 
and  Arkansas  and  Tennessee,  in  order  to  get  that  specific  grade  and 
that  number  of  bales,  he  might  have  to  go  through  that  many 
airencies ;  whereas,  if  your  market  proposition  were  in  effect  he  would 
liare  a  place  to  go  and  get  the  cotton  he  wants,  wouldn't  he? 

Mr.  SuMNERS.  Of  course. 

Mr.  YoiGT.  I  do  not  understand  what  you  mean  about  the  cotton 
market. 

Mr.  SuMiTERS.  They  have  a  basic  grade  upon  which  cotton  is  sold. 
In  this  explanation  I  will  not  refer  to  the  grades,  but  to  figures  rep- 
resenting them.  Middling  cotton  is  the  basis.  We  will  call  that 
^V 1,  and  the  grades  above  No.  1  plus.  No.  2  plus,  No.  3  plus,  and.  No.  4 
plus,  and  the  grades  below  No.  1  minus.  No.  2  minus,  No.  3  minus, 
and  No.  4  minus.  Now,  No.  1  is  the  grade  which  you  are  trading  in. 
That  is  what  you  buy.  You  ask  for  delivery.  You  have  a  mill  that 
^1  use  No.  1,  No.  1  plus,  and  No.  1  minus,  the  three  middle  grades. 
The  person  who  sold  you  that  contract  is  privileged  to  deliver  you  the 
entire  quantity  from  the  grades  outside  of  the  grades  which  you 
^n  use.  In  so  far  as  that  contract  is  concerned,  it  would  be  just  as 
valuable  from  the  standpoint  of  use,  if  it  were  to  provide  that  wool 
w  hemp  could  also  be  delivered  because  you  could  not,  in  your  mill, 
iny  more  spin  what  might  be  delivered  to  you  than  you  could  spin 
^^1  or  hemp. 

Mr.  HxTMNGS.  But  under  your  regulations  they  are  required  to 
take  it  with  a  differential  ? 

Mr.  SuMKERS.  Yes;  under  the  present  law  on  the  basis  of  com- 
fiiercial  difference,  but  the  spinner  does  not  want  to  buy  cotton  which« 
he  mast  sell  again ;  he  wants  to  buy  cotton  to  spin. 
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Mr.  VoiGT.  If  the  cotton  futures  act  were  amended,  of  coursi 
that  would  be  obviated? 

Mr.  SuMNERS.  If  the  cotton  futures  act  were  amended  so  as  tj 
compel  delivery  of  specific  grades,  and  the  future  board  exchange 
would  continue  to  operate,  it  would  be  possible  to  make  contract^ 
and  receive  exactly  what  was  wanted.    It  would  not  be  economicallj 

Eossible,  however,  as  applied  to  the  entire  cotton  crop  unless  de 
very  was  effected  at  the  point  of  first  concentration. 

Mr.  VoiGT.  Say  a  man  makes  a  contract  for  delivery  of  a  specifij 
grade.    Is  he  required  to  deliver  that  grade  of  cotton? 

Mr.  HuuNGs.  No. 

Mr.  VoiGT.  Then  does  not  the  New  Orleans  Cotton  Exchange  gi\\ 
you  full  opportunity  to  dispose  of  cotton  ? 

Mr.  SuMNERS.  Not  spot  cotton.  The  New  Orleans  Cotton  Eij 
change  would  not  prevent  one  from  selling  cotton  which  he  can  no 
use.  But  I  want  to  make  this  additional  statement.  No  institutioj 
can  function  properly  as  an  exchange  in  the  distribution  of  an  agri 
cultural  conmiodity,  produced  in  a  large  area  and  moving  a  Ion, 
many  avenues  in  the  commercial  course  of  its  distribution,  wjbic 
requires  on  transactions  made  through  that  institution  that  in  ord0 
for  delivery  to  be  effected  the  commodity  must  be  pulled  out  of  th| 
natural  line  of  its  movement  into  the  place  where  the  exchange  i 
located.    Is  there  any  question  about  that? 

Mr.  PuRNELL.  I  do  not  quite  get  that  point. 

Mr.  SuMNERS.  I  say,  no  institution  purporting  to  be  an  exchang 
can  function  as  an  exchange  through  which  a  commodity  may  bi 
economically  sold  and  distributed,  which  requires  that  comniodit^j 
produced  in  a  wide  area,  like  cotton  and  grain,  moving  along  manj 
avenues,  in  the  normal  course  of  its  commercial  distribution,  to  bj 
drawn  out  of  the  course  of  its  natural  movement  into  the  place  when 
the  exchange  is  located  in  order  to  be  delivered.  For  instance,  taki 
the  New  l^rk  Cotton  Exchange,  and  suppose  I  am  a  mill  owner  i] 
North  Carolina,  and  suppose  the  sales  through  the  New  York  Cottoi 
Exchange  are  made  on  specific  grades,  and  every  other  requiremei^ 
for  economic  commercial  transaction  is  met,  except  that  in  order  f  o| 
delivery  to  be  consunmiated  it  is  necessary  for  the  cotton  to  mov| 
from  tne  Southern  States  to  New  York,  be  unloaded,  drayed  to  on| 
of  the  affiliated  warehouses,  graded,  certified,  and  then  shipped  bac] 
down  to  North  Carolina. 

We  use  Oklahoma  coal  very  largely  in  Texas.  Do  you  think  that  i 
coal  exchange  located  in  Chicago  could  function  in  the  distributio] 
of  coal  needed  in  my  section  if  it  were  required  that  the  coal  shoulj 
be  shipped  from  Oklahoma  to  Chicago,  unloaded  in  a  yard,  thej 
reloaded  and  shipped  back  down  through  Oklahoma  into  Texas 
The  actual  commodity  can  not  cross  this  economic  barrier.  As  fst\ 
as  the  cotton  exchanges  are  concerned,  there  is  no  effort  to  make  theii 
function  in  the  sale  and  delivery  of  the  actual  commodity.  Thesi 
gentlemen  sitting  here  representmg  the  exchanges  will  tell  you  tlis^ 
They  must  tell  you  that.^  These  gentlemen  sitting  here  will  tell  yoi 
that  that  is  not  what  it  is ;  they  do  not  try  to  have  it  that. 

Mr.  McLaughlin  of  Michi^n.  What  would  you  have  the  Go^^ 
ernment  do?  Suppose  it  established  a  cotton  exchange,  if  this  bi^ 
of  yours  should  become  a  law,  at  New  Orleans.  You  would  YiSL\\ 
somebody  outside,  in  the  sections  of  the  country  where  cotton    i 
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raised,  to  commuAicate  with  that  Government  office  at  New  Orleans, 
and  tell  that  office  what  amount  of  cotton  is  on  hand  and  can  be 
shipped  if  wanted ;  so  much  middling  cotton,  and  so  much  middling 
plus  1,  and  so  on.  Then  the  Government  would  find  out  somebody 
who  wanted  that  kind  of  cotton,  and  would  communicate  with  th£ 
back  town  in  the  country  and  have  that  stuff  shipped  directly  from 
that  point  to  the  place  of  residence  of  the  purchaser.  Is  that  the 
idea,  or  something  like  that? 

Mr.  SuMNERS.  My  idea  would  be  for  the  Government  to  establish 
the  market  place  and  instead  of  the  Government  having  to  go  out 
and  make  inquiry  of  those  who  wanted  to  buy  or  sell,  that  those  who 
want  to  buy  or  sell  would  communicate  their  offerings  to  the  place 
where  the  market  is  located,  similar  in  that  respect  to  the  principle 
on  which  your  grain  exchanges  are  now  run. 

For  instance,  take  the  Chicago  Grain  Exchange.  I  can  not  speak 
with  exact  knowledge  with  regard  to  grain  exchanges,  though  I  do 
have  some  general  Imowledge  of  them,  out  I  understand  that  people 
who  have  grain  to  sell  communicate  their  desires  to  sell  to  those  who 
conduct  the  operations  on  the  floor  of  the  exchange.  And  those  who 
desire  to  buy  do  the  same  thing. 

In  the  old  days  the  little  community  market  was  a  meeting  place 
of  folks  who  wanted  to  buy,  who  knew  if  they  went  there  they  could 
find  what  they  wanted  to  buy,  and  of  those  who  had  the  commodi- 
ties to  sell,  knowing  they  could  sell  them  there  to  those  who  wanted 
to  buy. 

Mr.  McLaughlin  of  Michigan.  I  will  change  my  question  and 
ask,  suppose  the  Government  establishes  a  cotton  exchange  at  New 
Orleans,  under  your  proposed  bill,  what  is  it  your  idea  that  that  ex- 
change would  do?  Is  it  that  the  producers  would  communicate  with 
the  exchange  and  list  their  cotton  for  sale  by  grades? 

Mr.  SuMNERS.  Yes,  sir ;  and  merchants  also ;  anybody. 

Mr.  McLaughlin  of  Michigan.  And  those  who  wished  to  buy  cot- 
ton, either  from  any  place  in  this  country  or  from  abroad,  would  list 
with  that  exchange  their  desires  to  buy ;  and  if  the  Government  had 
on  its  files  their  offers  to  sell  the  kind  of  cotton  that  the  purchasers 
wished  the  Government  would  give  to  the  persons  in  a  back  town 
opportunity  to  ship  their  cotton  directly  to  the  purchaser.  Is  that 
the  idea? 

Mr.  SiTMNERS.  That  is  the  basis  of  the  idea ;  yes,  sir.  That  is  sub- 
stantially the  idea. 

Mr.  McLaughlin  of  Michigan.  And  a  man  in  the  back  country 
would  ship  the  grade  that  the  party  wanted? 

Mr.  SuMNERs.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  In  the  first  place,  wouldn't  the 
Government  have  to  do  something  to  ascertain  whether  the  man  who 
raised  the  cotton  and  offered  it  for  sale  was  properly  grading  his  cot- 
ton ?  Otherwise  he  might  ship  it  directly  from  his  farm  or  town  or 
little  association  in  his  town,  where  a  good  deal  of  it  might  have  been 
collected  together,  to  the  purchaser  1,000  miles  away,  and  when  the 
cotton  arrived  at  destination  it  might  be  found  not  to  be  the  kind  of 
stuff  that  the  purchaser  thought  he  was  buying. 

Mr.  Lee.  A  bonded  warehouse  would  correct  that? 

Mr.  SuMNEKs.  Yes,  sir.  Mr.  Lee  has  just  suggested  that  the  bonded 
warehouses  have  their  classes,  and  those  warehouses  guarantee  the 
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grades.    The  bill  carries  full  power  on  that  point.    There  are  no 
insurmountable  difficulties  there. 

Mr.  McLaughlin  of  Michigan.  Then  the  bonded  warehouse,  in 
the  first  place,  would  communicate  with  the  Government  office  in 
New  Orleans  and  furnish  that  office  the  different  grades  of  cotton  it 
had  for  sale,  and  the  Government  office,  having  received  a  commu- 
nication from  a  cotton-mill  owner  in  North  Carolina,  for  instance, 
would  tell  him  that  he  could  buy  the  cotton  he  wanted  from  a  Gov- 
ernment certified  warehouse  at  such  and  such  a  place  in  Texas,  and 
shipment  would  be  made  from  that  warehouse  to  the  mill  in  North 
Carolina;  is  that  the  idea? 

Mr.  SuMKERS.  That  is  not  correct  as  to  details  but  is  the  substance 
of  the  idea. 

Mr.  McLaughlin  of  Michigan.  What  about  price?  How  would 
the  price  be  fixed? 

Mr.  SuMNERs.  The  price  would  be  fixed  very  much  as  the  price 
of  other  commodities  that  are  now  sold  on  exchanges  or  in  public 
markets  are  fixed — ^by  competitive  offerings  and  competitive  bid- 
ding. Of  course,  if  the  farmer  who  raises  a  given  commodity  should 
transfer  that  commodity  to  a  central  selling  agency  the  method  of 
sale,  as  to  competitive  offerings,  might  be  different.  But  this  bill — 
and  it  is  important  to  bear  that  in  mind — does  not  deal  with  price. 
It  proposes  market  places  and  a  marketing  i^stem. 

Mr.  McLaughlin  of  Michigan.  Will  you  be  a  little  more  specific  ? 
How  do  they  get  at  a  price  ? 

Mr.  SuMNERS.  In  general,  this  is  about  how  it  would  happen: 
Suppose  that  an  individual  or  an  association  in  Texas  had  10,000 
bales  of  cotton  for  sale 

Mr.  McLaughlin  of  Michigan  (interposing).  At  one  of  these 
warehouses? 

Mr.  SuMNERS.  Yes,  sir.  They  would  list  that  cotton  for  sale,  and 
the  cotton-mill  owner,  merchants,  or  whoever  else  wanted  to,  would 
bid  for  it.  That  is  one  side.  It  they  had  determined  what  price 
they  would  take  for  the  cotton 

Mr.  McLaughlin  of  Michigan  (interposing).  Who  would  bid 
for  it? 

Mr.  SuMNERS.  Anybody  who  wanted  to  buy  it. 

Mr.  McLaughlin  of  Michigan.  This  mill  owner  in  North  Caro- 
Una? 

Mr.  SuMNERS.  Anybody.  Tokyo,  Liverpool,  or  Havre,  or  any- 
where else  in  the  world  which  might  be  in  the  market  for  cotton 
and  make  a  bid. 

Mr.  McLaughlin  of  Michigan.  And  those  bids  would  come  into 
the  Government  office? 

Mr.  SuMNERS.  Yes,  sir.    That  is  the  whole  proposition. 
.  Mr.  McLaughlin  of  Michigan.  The  Government  then  would  ac- 
cept the  highest  bid,  I  suppose,  and  ask  the  Texas  warehouseman  to 
send  on  the  cotton? 

Mr.  SuMNERS.  When  10,000  bales  of  cotton  at  a  given  place  would 
be  tendered  for  sale  subject  to  the  highest  bid,  it  would  be  sold  at  the 
highest  bid.  On  the  other  hand,  suppose  people  who  owned  cotton 
would  determine  that  they  would  take  20  cents  a  pound  for  it 

Mr.  McLaughlin  of  Michigan  (interposing).  Suppose  they  do 
thflt,  wouldn't  they  say  to  the  Government  office  in  New  Orleans. 
"We  have  10,000  bales  of  cotton  we  will  sell  for  20  cents  a  pound  "? 
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Air.  SuMNERs.  les.  If  they  offer  cotton  for  sale  to  the  highest 
bidder,  then  it  would  be  determined  bv  the  competitive  bidding  of 
buyers.  On  the  other  hand,  if  they  oflfer  cotton  tor  sale  at  20  cents 
a  pound,  and  other  sellers  of  cotton  should  offer  at  a  given  price, 
then  the  sale  would  be  determined  by  competitive  offerings  of  buy- 
ers. And  still  another  way,  different  more  in  form  than  substance, 
if  they  should  transfer  the  title  and  the  selling  power  of  their  cotton 
to  a  central  selling  agency 

Mr.  McLaughlin  of  Michigan  (interposing) .  Do  you  mean  trans- 
fer the  cotton  to  the  Government? 

ilr.  SuMNERS.  Oh,  no.  I  say  if  the  cotton  farmers  should  them- 
selves, as  an  organization,  delegate  the  selling  of  their  cotton  to  a 
central  selling  agency — I  am  talking  to  you  about  the  three  possible 
methods  of  selling  cotton :  (1)  By  competitive  bids,  (2)  competitive 
offerings  for  sale,  and  (3)  the  central  selling  agency  plan.  The  same 
commercial  considerations  woidd  operate  very  largely  upon  each  of 
these  plans. 

Mr.  McLaxjohlin  of  Michigan.  Suppose  there  are  several  sellers, 
men  who  want  to  sell  cotton,  and  each  one  named  a  definite  price  at 
which  he  wanted  to  sell  his  cotton,  and  the  Government  had  a  num- 
ber of  requests  to  buy  cotton,  at  which  price  would  the  Government 
sell? 

Mr.  SuMNERs.  The  lowest  price  would  go  first  to  the  first  offer  to 
buv  at  that  price,  I  suppose. 

Mr.  McLaughlin  of  Michigan.  Then  the  other  people  would  say 
to  the  Government,  "  You  did  not  get  the  best  price  you  could  have 
got  for  my  cotton.  I  offered  to  sell  my  cotton  tor  19  cents  a  pound, 
but  you  could  have  gotten  20  cents  a  pound. 

Jfr.  SiJMNERs.  Well,  they  would  have  to  argue  that  out.  If  they 
offered  to  take  19  cents  a  pound  for  the  cotton  and  got  it,  they  would 
liot  have  any  great  kick  su>out  it. 

Mr.  McLaughlin  of  Michigan.    Well,  I  do  not  know  about  that. 

Mr.  SuMNERs.  I  do  not  suggest  for  a  minute  that  this  method  will 
not  have  its  difficulties.  I  think  it  will  always  have  some  of  the 
difficulties  which  any  other  method  of  selling  has. 

Mr.  PuRNELL.  It  seems  to  me  your  conclusions  are  based  upon  the 
proposition  that  there  will  be  a  demand  for  all  the  cotton  that  is 
listed.  Suppose  20,000  bales  of  cotton  are  listed  by  a  given  central 
market,  and  there  is  only  a  demand  for  10,000  bales^  wul  the  power 
to  divide  up  or  apportion  that  purchase  or  to  specify  what  cotton 
is  applied  on  that  sale  be  vested  in  your  proposed  central  selling 
agency  ? 

Mr.  SuMNERS.  In  the  absence  of  some  arrangement  among  sellers. 
I  imagine  the  custom  of  first  offered,  first  sold,  where  no  question  oi 
price  obtains,  would  control.    That  detail  would  be  worked  out. 

Mr.  PuRNELL.  Pursuing  that  idea :  Suppose  you  had  50  bales  on 
hand  or  listed  from  some  small  producer^  who  is  willing  to  sacrifice 
his  product  in  order  to  get  ready  money  to  meet  his  obligations,  how 
are  you  going  to  handle  a  situation  of  that  kind?  If  in  the  circum- 
stances he  is  willing  to  take  2  or  3  cents  less  a  pound  for  his  product, 
what  will  you  do,  let  them  sell  it  at  that  price? 

Mr.  SuMNERS.  1  presume  so,  of  course. 
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Mr.  PuRNEix.  That  goes  back  to  the  proposition  of  who  is  to  fix 
the  price. 

Mr.  SuMNERfiT.  I  hope  you  gentlemen  will  understand  that  the 
only  thing  this  bill  proposes  to  do  is  to  establish  a  marketplace  and 
market  contact,  and  guard  the  integrity  of  transactions.  The  people 
will  have  to  work  out  the  problems ;  I  do  not  think  the  Government 
could  or  should  go  one  single  step  farther  than  that. 

Mr.  Jacoway.  Isn't  the  whole  object  of  your  bill  to  establish 
what  you  might  call  a  manmioCh  clearing  house,  where  the  buyer 
may  go  and  the  seller  may  meet  the  buyer? 

Mr.  SuMNERs.  Yes,  sir;  it  is.  My  plan  is  to  establish  a  market 
place  where  contact  may  be  brought  about  between  buyer  and  seller, 
and  they  may  be  made  confident  to  trade  with  each  other,  neither 
trader  being  present  and  the  commodity  not  being  subject  to  in- 
spection by  the  buyer. 

Mr.  PuRKEix.  I  think  the  gentleman  is  not  trying  to  set  the  Gov- 
ernment up  in  any  business  of  control  over  production. 

Mr.  SuMKERS.  Oh,  no;  not  at  all.  I  do  not  think  ther^  could  be 
anv  question  about  that  from  a  reading  of  the  bill. 

Mr.  PuRNELL.  I  just  wanted  that  made  clear. 

Mr.  SuMNERS.  Yes,  sir. 

Mr.  Wilson.  You  are  making  the  Government  an  agent? 

Mr.  SuMNERS.  No,  sir ;  not  primarily. 

Mr.  PuRNELL.  The  words  "  clearing  house  "  sound  better. 

Mr.  SuMNERS.  My  purpose  is  to  establish  a  market  place,  with 
possibilities  of  tradmg  contact  between  buyer  and  seller,  and  the  ex- 
ercise of  intermediatory  supervision  and  control  where  necessary, 
such  as  to  make  entire  strangers  confident  in  trading  with  each  other, 
in  trading  in  a  commodity  which  the  buyer  has  never  seen.  Integ- 
rity could  be  made  sure  tJhirough  the  medium  of  bonded  warehouses 
and  elevators  or  by  requiring  the  purchaser  to  put  up  a  bond  that 
he  will  pay,  according  to  offer,  or  the  seller  that  he  will  deliver 
what  he  promises  to  oeliver.  There  is  no  reasonable  probability  of 
fraud  under  this  plan.  But  you  can  not  get  all  the  difficulties  out  of 
anything  on  earth.  This  is  no  more  than  any  other  plan  or  place  of 
bringing  buyer  and  seller  together,  under  proper  supervision. 

Mr.  VoiGT.  Suppose  this  cotton  futures  act  should  be  amended 
to  provide  that  only  the  grade  of  cotton  sold  might  be  delivered  in 
fulfillment  of  a  contract;  and  also  cut  out  gambling  on  the  ex- 
changes, so  that  only  spot  cotton  might  be  sold.  Suppose  you  then 
Srovide  that  all  tenders  of  cotton  on,  say,  the  New  Orleans  or  the 
'ew  York  Cotton  Exchange  should  be  with  the  understanding  that 
freight  is  allowed  to  a  certain  point ;  for  instance,  that  the  man  in 
Texas  selling  cotton  would  then  have  to  figure  freight  paid  as  far 
as  New  Orleans.  Any  man  living  in  some  other  part  of  the  country 
would  not  have  to  ship  that  cotton  to  New  Orleans,  but  he  would 
have  that  much  freight  allowed,  and  it  would  go  on  the  contract  from 

Eoint  of  production  to  point  of  consumption.  Wouldn't  yon  then 
ave  perfect  machinery  tor  the  distribution  of  cotton? 
Mr.  SuMKERS.  In  the  first  place,  you  have  supposed  a  thing  you 
will  never  get,  and  you  may  ask  gentlemen  representing  the  New 
Orleans  and  New  York  Cotton  Exchanges  if  that  is  not  true.  You 
are  supposing  a  thing  you  ought  not  to  depend  upon  ever  having,  and 
you  ask  those  gentlemen  who  represent  the  grain  exchanges  and  the 
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gentlemen  representing  the  New  York  and  New  Orleans  Cotton 
Exchanges  if  that  is  not  so. 

The  Gbajsmas.  I  did  not  set  your  answer. 

Mr.  SuMXERS.  Mr.  Voigt's  question  assumes  that  it  would  be 
possible  to  so  legislate  as  to  have  these  future  boards,  these  cotton 
exchanges,  provide  that  nothing  except  sales  of  spot  cotton  shall  be 
transacted  through  their  institutions — is  that  right?  And  then  it 
shall  be  for  a  specific  grade,  and  delivery  shall  he  from  the  concen- 
tration point,  along  the  line  of  its  nonnal  commercial  movement; 
is  that  what  you  assume? 

Mr.  VoiGT.  Yes,  sir. 

Mr.  SiTMNERS.  I  will  withdraw  this  bill  immediately  if  you  can  get 
anvthing  like  that  going. 

The  Chairman.  I  didnot  understand  how  you  limited  it — ^to  spots 
or  did  you  permit  future  sales  ? 

Mr.  SxTMNERS.  Mr.  Voigt  wants  delivery  on  the  contract. 

The  CsAiRMAN.  Your  suggestion  is  to  limit  the  tenderable  grades 
on  the  contract? 

Mr.  SiTMNERs.  That  is  Mr.  Voigt's  suggestion. 

Mr.  VoiGT.  You  might  have  two  provisions:  (1)  That  a  contract 
would  be  drawn  providing  for  delivery  of  the  exact  grade  for  which 
the  contract  is  made;  and  then  (2)  have  another  form  of  contract 
in  which  it  is  provided  that  a  man  may  be  compelled  to  accept  certain 
hicrher  or  lower  grades.  Personally  1  do  not  see  why  that  would 
not  work  out. 

Mr.  VoioT.  Let  me  ask  you  a  question.  You  probably  know  some- 
thing about  the  history  of  the  New  Orleans  Cotton  Exchange.  If  you 
were  to  trace  back  the  history  of  that  exchange  to  its  first  inception, 
wouldn't  you  find  that  it  was  a  place  where  only  spot  cotton  was 
dealt  in? 

ilr.  Sttmners.  Yes.  I  do  not  recall  when,  with  reference  to  the 
organization  of  the  New  York  Cotton  Exchange,  the  New  Orleans 
Cotton  Exchange  was  organized,  but  the  exchanges  began  as  places 
where  the  actual  conmiodity  was  dealt  in.  Then  there  grew  up  a 
custom  of  selling  the  actual  commodity  for  future  delivery,  delivery 
being  actually  contemplated.  It  was  developed  first  by  a  man  in 
England.  And  then  there  grew  up  the  custom,  fostered  by  rules 
adopted  under  which  they  dealt  merely  in  futures  delivery  not 
bdng  intended. 

You  see,  the  ^ntlemen  who  operate  those  exchanges  operate  them 
for  profit.  This  is  rather  important— they  are  operated  for  profit. 
They  make  just  as  much  commission  on  a  transaction  when  no  de- 
livery is  cont^nplated  as  they  could  on  a  transaction  where  delivery 

results. 

Now,  then,  as  long  as  these  exchanges  are  rigged  up  to  accommodate 
themselves  to  gamolin^  transactions,  their  profits  are  limited  only 
by  the  ability  and  disposition  of  men  to  gamble.  They  call  it 
^  speculate."  Whereas,  if  they  were  limited  to  spot  transactions,  to 
actual  commercial  transactions  in  the  commodity,  they  would  be 
limited  to  the  direct  necessities  of  trade. 

Mr.  Voior.  Let  me  ask  you  again,  is  it  impossible  to  buy  spot  cot- 
ton on  the  New  Orleans  Cotton  Exchange  ? 

Mr.  SuMNERS.  I  would  not  say;  it  is  not  possible  to  buy  spot 
'^tton  on  either  the  New  York  or  the  New  Orleans  Cotton  Exchange. 
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Mr.  McLauohltn  of  Michigan.  This  buying  of  spot  cotton  meai^ 
the  buying  of  the  actual  cotton  of  an  exact  grade? 

Mr.  SuMNERS.  It  is  not  possible  to  get  delivery  of  specific  grad| 
on  the  contract  traded  in  on  these  exchanges. 

Mr.  VoiGT.  That  gets  back  again  to  the  question  of  requiring  d^ 
livery  of  the  actual  commodity  contracted  for. 

Mr.  SiTMNERS.  Yes,  sir.  And  another  reason,  which  I  suggested  t^ 
you  a  moment  ago,  is  that  the  cotton  crop  will  not  clear  througl 
these  exchanges. 

Mr.  VoiGT.  From  an  economic  standpoint  do  you  mean? 

Mr.  SuMNERS.  Yes,  sir.  Through  the  economic  law  that  operat^ 
Ajgainst  the  exchanges,  and  the  contracts  which  require  delivery  ti\ 
the  point  where  the  exchange  is  located. 

Now,  gentlemen  of  the  committee,  I  want  to  make  this  statement 
I  wrote  the  original  draft  of  the  "  antibucket-shop  "  law  of  Texi 
in  1907.  We  had  to  build  that  law  from  the  ground  up.  Before 
would  draft  the  bill  I  went  into  the  whole  proposition  of  these  e^ 
changes  and  I  came  definitely  to  the  opinion  that  it  is  impossible  t 
build  a  stable  market  on  the  foundation  of  these  institutions;  yo 
will  never  be  able  to  do  it. 

Mr.  TiNCHER.  Bight  there,  Mr.  Sumners,  wouldn't  that  be  a  goo^ 
place  for  you  to  answer  my  question? 

Mr.  Sumners.  Yes,  sir.    W  ill  you  repeat  your  question  ? 

Mr.  TiNCHER.  Are  you  familiar  with  the  bill  I  have  pending  b€ 
iore  the  committee  ? 

Mr.  Sumners.  No;  I  have  not  read  it,  but  I  know  something  o| 
its  provisions. 

Mr.  Tincher.  What  do  you  say  about  a  law  which  will  have  thi 
effect  of  doing  away  with  gambling  in  wheat  and  cotton  futures? 

Mr.  Sumners.  I  think  that  under  present  conditions  you  gentlemei 
ought  speedily  to  stop  short  sales  in  those  commodities. 

Mr.  TINCHER.  We  ought  to  stop  them,  do  you  say? 

Mr.  Sumners.  Yes,  sir:  under  existing  conditions.  I  do  not  be 
lieve  there  is  any  doubt  aoout  it  on  earth.  But  I  think  the  effect  o{ 
future  transactions  is  somewhat  misunderstood  and  somewhat  exad 
gerated,  to  be  entirely  candid  about  it.  As  to  the  cotton  exchanges 
they  do  not  sell  the  cotton  of  the  farmers,  as  a  lot  of  us  from  thi 
South  are  so  accustomed  to  say. 

Nobody  understands  when  they  make  one  of  these  contracts  tha 
they  are  going  to  take  delivery.  These  future  board  transaction! 
do  two  or  three  things.  They  postpone  demand.  There  is  no  aboi^ 
that  at  all.  *Short  selling  postpones  demand.  Take  the  spinned 
He  wants  to  know  about  now  much  profit  he  can  make  on  futuH 
sale  of  his  manufactured  goods.  If  he  did  not  have  an  opportunity 
to  "  hedge  "  his  transaction  he  would  buy  some  cotton  at  the  time  o| 
his  future  sale.  It  has  a  psychological  effect.  ^  The  quotations  ol 
these  future  boards  have  a  psychological  effect,  in  my  lud^ent,  o^ 
the  general  market.  I  think  another  thing  occurs.  To  illustrate! 
Take  a  group  of  men  who  have  sold  in  the  market  short  two  of  thre^ 
million  bales.  They  can  actually  afford  to  deliver  600,000  balei 
of  cotton  at  half  a  cent  less  than  they  paid  for  it  if  they  can  b 
that  means  beat  down  the  spot  market,  pull  the  future  mai^e 
with  it,  and  win  more  on  3,000,000  bales  oi  xuture  than  is  lost  on  t\\{ 
half  million  of  spots* 
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Another  thing,  as  to  this  "  hedging  "  business.  While  it  seems  to 
lie  necessary  under  the  present  metnod  of  marketing^  at  least  the 
irade,  moch  of  it  so  contends,  there  is  no  one  thing  in  this  whole 
sTstem  of  marketing  which  adds  more  to  the  iiistat}ilitj  of  pricee 
iW  the  custom  of  Hedging.  When  a  commodity  ig  hedged  the  man 
who  is  holding  it,  so  far  as  the  general  movement  of  the  market  is 
concerned,  has  cut  himself  off  from  hope  of  gain  if  it  goes  up  and 
is  under  no  fear  of  loss  if  it  goes  down.  They  say  it  is  to  him  a  form 
of  IngaraDce;  but  it  is  too  good  an  insurance.  It  is  just  as  ^ood  an 
insitrance  as  though  a  man  could  go  out  here  and  insure  his  house 
lor  every  cent  of  its  value  and  collect  the  full  amount  if  he  should 
bum  it  down.    It  is  a  peril  to  his  neighbors. 

Mr.  McLauohiiIN  of  Michigan.  My  idea  of  this  cotton-exchang' 
business  is  limited,  but  I  have  heard  made  statements  like  this 
Suppose  that  a  cotton  spinner,  a  man  who  has  a  mill,  has  to  ha^ 
>  large  quantity  of  cotton  at  the  he^nning  of  the  season  and  mu9L 
bow  that  he  will  be  able  to  get  it.  He  goes  out  and  buys,  for 
esample,  1,000  bales  of  cotton  at  30  cents  a  pound.  Now,  his  manu- 
(ictured  ^ods  are  not  going  to  be  put  on  the  market  for  several 
months.  So  he  goes  on  an  exchange  and  sells  1,000  bales  of  cot- 
Ion — 

Mr.  Sdmnebs  (interposing).  No;  he  does  not  buy  1,000  bales  of 
w(ton. 

Mr.  McLaughlin  of  Michigan.  No ;  he  has  bought  1,000  bales  of 
onton  for  actual  use  in  his  mill. 

Mr.  SuMNEBS.  Oh,  I  beg  pardon. 

Mr.  MoLauohun  of  Michigan.  Then  he  goes  on  to  the  exchange 
md  hedges  by  selling  1,000  bdes  of  cotton,  doesn't  he? 

Mr.  St-MNERs,  No,  sir;  he  does  just  the  reverse.  He  sells  the  out- 
put of  his  mill  in  advance,  and  then  he  buys  1,000  bales  of  cotton  as 
a  h«dge,  if  1,000  bales  is  about  the  amount  he  expects  to  spiil  up  in 
order  to  fill  the  contracts  for  future  delivery. 

Mr.  McLauohlin  of  Michigan.  He  does  not  know  what  the  price 
'-^  lining  to  be  at  the  time  his  goods  are  put  on  the  market,  and  there- 
fore he  hedges. 

Mr.  ScwNEHS.  Yes. 

Mr.  TiNCHER.  But  he  always  hedges  against  the  interest  of  the 
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■inn.    f.r  .i-  - 


226  FUTURE  TBADING. 


.  Mr.  SuMXEBs.  He  says  it  is  insurance ;  but  the  trouble  is  this 

Mr.  McLaughlin  of  Michigan  (interposing).  Yes;  and  from  your 
high  standpoint  he  is  as  much  a  gambler  as  anybody  else,  isn't  he? 

Mr.  SuMNERs.  Well 

Mr.  McLaughun  of  Michigan  (interposing).  Isn't  tliat  true,  now, 
on  the  square,  that  he  does  not  contemplate  actual  delivery  ? 

Mr.  StJMNERs.  Yes,  sir ;  that  is  true. 

Mr.  McLaughlin  of  Michigan.  And  when  he  goes  on  the  cotton 
exchange  to  make  that  transaction  he  has  got  to  find  somebody  to 
take  the  other  end  of  it? 

Mr.  SuMNERs.  Yes. 

Mr.  McLaughlin  of  Michigan.  And  perhaps  he  does  not  know 
with  whom  he  is  dealing,  does  he  ? 

Mr.  SuMNERS.  No;  he  does  not  know. 

Mr.  McLaughlin  of  Michigan.  And  he  has  to  deal  with  anybodyj 
who  is  willing  to  take  the  other  side  of  the  transaction  ? 

Mr.  Su3iNERS.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  And  if  it  is  necessary  and  proper^ 
for  him  to  do  that,  why  isn't  it  proper  for  somebody  to  be  on  the 
other  end  of  the  deal  ? 

Mr.  SuMNERfi.  He  has  to  have  somebody  to  deal  with. 

Mr.  McLaughlin  of  Michigan.  And  that  may  be  somebody  whc^ 
is  actually  dealing  in  cotton ;  and  you  say  that  would  not  be  forbidden 
hy  such  a  bill  as  some  of  these  are;  but  if  it  is  somebody  who  is 
simply  gambling,  and  who  never  saw  a  bale  of  cotton  in  his  life  an(]^ 
never  expects  to  see  one,  if  that  kind  of  man  takes  the  other  end  of 
the  transaction,  it  is  wrong  and  should  be  forbidden  by  law.  Do  I 
get  the  right  idea  from  your  standpoint  ? 

Mr.  SuMNERS.  You  do  in  a  way.  There  is  rather  an  interesting 
evolution  of  the  position  taken  by  those  people  who  represent  th^ 
exchanges.  In  the  earlier  times  they  claimed  and  they  swore  in  th^ 
courts  that  delivery  was  contemplated  on  the  contracts.  When  th^ 
agitation  in  regard  to  putting  out  the  ^^  wire  "  houses  began,  and  wheq 
the  bill  was  pending  before  the  Texas  Legislature,  representative^ 
of  the  exchanges  contended,  even  at  that  date,  that  delivery  wa^ 
contemplated  on  the  contracts.  Then  they  finally  abandoned  tha^ 
position  and  said  they  were  opposed  to  gambling,  but  that  they  had 
to  have  the  hedging  privilege. 

Now,  on  that  score  I  want  to  direct  the  attention  of  this  committer 
to  the  fact  that  they  can  not  preserve  a  "  hedge  "  market  without  th< 
presence  of  the  gambler — witnout  indulging  inpure  gambling  transi 
actions.  I  want  to  make  that  very  clear.  Two  things  constitute 
the  value  of  a  "hedge":  (1)  Immediate  execution  and  (2)  that  it  i^ 
to  be  so  executed  as  not  to  disturb  the  parity  between  the  future  ancj 
the  spot  markets. 

Suppose  at  a  given  time  10  people  are  in  the  market,  each  of  thenj 
to  sell  a  "  hedge  "  of  a  thousand  bales  of  cotton.  And  suppose  ther) 
does  not  happen  at  that  particular  time  to  be  pending  in  the  markej 
orders  to  buy  more  than  9,000  bales  for  "  hedge."  There  would  b 
delay,  and  you  could  bid  the  market  to  the  sky.  What  happens! 
Why,  the  gambler  absorbs  the  other  1,000  bales  of  cotton.  And  ii 
order  for  this  hedging;  to  operate  they  have  to  have  the  presence  o 
the  gambler  all  the  time  in  the  market  to  absorb  the  difference  be 
tween  the  offerings  to  buy  and  the  offerings  to  sell  for  a  "  hedge  "  tha 
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are  pendin^!;  in  the  market.  Aside  from  any  question  of  morals,  I 
havi^  nerar  seen  anjthing,  as  I  have  come  in  contact  with  men  and 
business,  to  convince  me  that  (lod  ri«:ged  the  economic  machinery 
of  the  world  so  that  gambling  upon  the  price  of  that  produced  by 
honest  labor  is  necessary  for  its  proper  economic  sale  and  dis- 
tribution. 

Mr.  McLaughlin  of  Michigan.  When  this  man  who  is  in  actual 
business  and  goes  on  to  the  exchange,  goes  there  to  hedge,  does  any- 
body know  what  he  is  there  for  or  who  he  is  ? 

Mr.  SuMNERs.  Well,  he  wires  in  his  order  to  buy  or  to  sell,  to 
some  commission  house  that  has  a  right  to  go  on  the  floor,  and  they 
execute  the  order. 

Mr.  McLaughlin  of  Michigan.  And  they  go  out  to  execute  his 
order  and  deal  with  anybody  who  will  take  the  other  end  of  the 
deal? 

Mr.  SuiviNERS.  Yes;  that  is  true,  except,  of  course,  the  primary 
responsibility  rests  upon  the  commission  merchant  and  the  other 
broker,  who  handles  the  other  end  of  the  transaction. 

May  I  now  complete  the  statement  which  I  began,  under  the  ob- 
servation that  the  custom  of  " hedging"  adds  more  to  the  instability 
of  the  market  than  anything  else.  To  illustrate,  take  a  situation 
where  one-half  of  the  cotton  crop  has  been  sold  and  hedged.  That 
half  that  has  been  sold  and  hedged,  the  owners  of  that  half,  as  such, 
bave  no  concern  at  all  about  preserving  the  stability  of  the  market. 
In  other  words,  they  make  just  as  much  money  if  the  market  breaks 
I  cent  a  pound,  under  their  contract,  providing  the  parity  between 
the  future  market  and  the  spot  market  is  maintained,  as  they  do  if 
the  market  goes  up  a  cent  a  pound.  If  that  cotton  was  not  hedged 
the  man  who  paid  10  cents  a  pound  for  cotton,  for  instance,  would 
stay  with  it  a  long  time  before  he  would  sell  it  for  9  cents.  But 
under  the  hedging  opportunity  he  does  not  give  a  whoop ;  he  would 
just  as  soon  sell  it  for  9  cents  as  for  10  cente,  providing  the  general 
market  goes  down. 

Mr.  TiNCHER.  Let  me  ask  you  this :  Let  us  say  that  a  man  who 
contemplates  the  use  of  1,000  bales  of  cotton  has  sold  the  output 
from  his  mill.  Under  existing  conditions  he  goes  on  the  board  and 
gambles  in  1,000  bales  of  cotton.  If  he  could  not  do  that  he  would 
naturally  do  the  business  thing ;  he  would  go  and  buy  1,000  bales  of 
cotton  with  which  to  fill  that  order  for  actual  delivery,  would  he  not  ? 

Mr.  SuMNERS.  He  would  either  do  that  or  have  this  sort  of  con- 
bet  :  Suppose  a  man  would  figure  that  if  he  paid  10  cents  a  pound 
for  cotton  he  could  sell  a  certain  cotton  cloth  at  5  cents  a  yard 

Mr.  McLAUGHiiiN  of  Michigan  (interposing).  Well,  right  there: 
Suppose  a  spinner  needs  1,000  bales  of  cotton,  and  he  goes  out  and 
kuys,  actually  buys  a  thousand  bales  of  cotton  and  has  it  delivered 
^  him,  and  he  has  the  manual  possession  of  it.  Doesn't  it  make 
some  difference  to  him  as  to  the  price  he  can  get  for  his  product  com- 
pared with  the  price  he  has  paid  for  cotton?  That  is,  when  he  is 
^iy  to  put  his  product  on  the  market  ? 

Mr.  SuMNERS.  Yes. 

Mr.  McLaughlin  of  Michigan.  Then,  doesn't  he  say  it  is  neces- 
sary for  him  to  hedge,  although  he  has  actually  bought  and  has  in 
•iis  possession  1,000  bales  of  cotton  ? 
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Mr.  SuMNERS.  Manufacturers  of  other  commodities  do  not  do 
that?  The  hedge  is  itself  largely  responsible  for  whatever  necessity 
to  hedge  there  is. 

Mr.  McLaughlin  of  Michijjan.  Well,  some  do  hedge. 

Mr.  SuMNERS.  Take  the  implement  manufacturer,  I  doubt  if  he 
hedges. 

Mr.  McLaughlin  of  Michigan.  The  implement  manufacturer  is  in 
an  entirely  different  situation.  But  to  follow  the  illustration  I  wanted 
to  make,  suppose  a  manufacturer  of  cotton  goods  has  bought  cotton  at 
30  cents  a  pound  to  put  into  his  goods.  Some  months  hence,  when  he 
had  to  put  his  goods  on  the  market,  cotton  has  gone  down  to  20  cents 
a  pound,  doesn  t  that  affect  the  price  at  which  he  can  sell  his  product? 

Mr.  SuMNERS.  I  can  go  out  and  buy  shoes  now,  if  I  may  thus  an- 
swer your  question,  and  while,  of  course,  leather  is  way  down  cheap 
and  shoes  have  come  down  some,  yet  not  anjrthing  proportionate  to 
the  reduced  price  of  leather. 

Mr.  McLaughlin  of  Michigan.  I  am  talking  about  the  actual  con- 
ditions as  they  are  in  the  cotton  market.  Isn't  it  true  that  in  the 
actual  workings  in  the  market,  that  if  a  cotton  manufacturer,  who 
makes  goods  out  of  cotton,  paid  at  the  beginning  of  his  year  30  cents 
a  pound  for  cotton,  and  then  at  the  time  when  he  comes  to  put  his 
goods  on  the  market,  which  have  been  made  out  of  30-cent  cotton, 
cotton  is  worth  only  20  cents  a  pound,  he  will  have  to  shear  his  price 
on  his  goods;  isn't  that  true? 

Mr.  SuMNERS.  I  guess  that  is  right.  But  if  those  who  had  bought 
cotton  had  not  hedged,  except  under  most  unusual  conditions,  that 
slump  would  not  occur.  They  would  effectively  resist  such  a  decline. 
There  ought  to  be  the  possibility  of  loss.  In  the  case  of  the  farmer 
who  has  invested  30  cents  a  pound  in  making  his  crop — ^if  cotton  is 
selling  at  20  cents  when  he  comes  to  sell,  he  must  stand  the  loss.  But 
the  trouble  is  that  the  whole  weight  of  sus-taining  the  stability  of  the 
market  is  always  resting  on  the  unsold  part  of  the  crop  and  on  the 
farmers,  and  these  fellows  all  along  the  avenues  of  manufacturing 
and  merchandising  are  not  bearing  their  part  of  the  burden  in  main- 
taining stability.  The  farmer  can  not  protect  himself  by  a  hedge. 
He  can  not  hedge  against  the  uncertainties  of  production. 

Mr.  McLaughlin  of  Michigan.  You  made  a  statement  that  was  in- 
iteresting  to  me,  when  I  gave  the  illustration  as  to  the  man  whom  I 
understood  would  not  buy  the  cotton  to  put  into  his  goods  unless  he 
could  hedge ;  you  said  that  is  not  true. 

Mr.  SuMNERS.  Oh,  you  would  not  close  down  a  spindle  in  thi^ 
country  if  men  could  not  hedge.  They  might  argue  that  they  woulc]^ 
have  to  operate  on  a  bigger  margin,  but  they  would  not  close  down^ 

Mr.  McLaughlin  of  Michigan.  The  statement  to  the  effect  that 
they  would  not  operate  is  not  true! 

i/Lr.  SuMNERS.  That  is  ridiculous.  It  is  the  same  as  saying  that  x>eo 
pie  would  not  wear  shirts  in  this  country  because  people  who  bought 
cotton  could  not  hedge.    It  is  absurd. 

Mr.  Jacoway.  What  has  the  New  York  or  the  New  Orleans  Cotter 
Exchange  got  to  do  with  the  provisions  of  your  bill? 

Mr.  SuMNERS.  Nothing  at  all.  I  am  simply  answering  the  question! 
of  the  members  of  the  committee. 

Mr.  Jacoway.  Has  this  plan,  to  your  knowledge,  ever  been  puj 
into  effect  anywhere  ? 
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Mr.  SuMNERS.  The  principle  of  it  has  been  in  effect  all  along. 
The  theory  of  the  open  market  place,  as  I  said  to  the  committee 
in  the  beginning  of  my  remark^  and  the  maintenance  of  open-mar- 
ket places,  has  been  recognized  as  a  duty  and  function  of  the  Gov- 
enunent  with  regard  to  commerce  from  time  immemorial  until  the 
last  few  decades. 

Mr.  Jaoowat.  I  want  to  state  that  there  is  a  place  in  my  dis- 
trict, outside  of  Little  Bock,  a  station  called  Scott,  around  which 
there  are  several  thousand  acres  of  land,  and  there  the  cotton  owners 
have  gone  into  this  exact  plan.  They  have  formed  a  corporation, 
and  they  have  it  extending  over  into  the  State  of  Kansas.  The  re- 
salt  of  that  plan  to  those  people  is  this:  They  raise  about  5,000 
bales  of  cotton  a  year  in  that  section  of  the  coimtry.  They  have 
their  own  warehouse.  They  have  their  own  grader.  They  have  such 
financial  strength  that  they  guarantee  not  only  weights  but  also 

Sades.  They  sell  in  lots  of  not  less  than  100  bales  and  up  to  500 
les.  As  I  nave  said,  they  guarantee  weights  and  grades.  In  the 
rough  that  is  the  object  of  that  corporation. 

And,  now,  let  me  give  you  the  results  of  their  operations.  They 
have  gotten,  year  in  and  year  out,  more  for  their  cotton  and  more 
for  their  cottonseed,  and  sold  it  at  less  overhead  charge  than  have 
the  cotton  producers  in  any  other  part  of  the  State.  It  seems  to  me 
that  if  a  plan  of  regulating  the  sale  of  5,000  bales  of  cotton  has  been 
a  success,  as  it  has  been  used  in  Arkansas  and  in  some  other  States, 
it  would  be  a  good  idea  for  Uie  Government  to  act  along  the  same 
line. 

ilr.  Summers.  I  am  very  glad  to  have  that  suggestion  from  mv 
colleague.  And,  in  that  connection,  may  I  read  from  17  Coke's 
Institutes,  page  718 : 

The  common  law  did  hold  it  a  point  of  great  policy  and  behooveful  for  the 
ounmou  weal  that  fairs  and  markets  overt  be  replenished  and  well  furnished 
with  all  manner  of  commodities  vendable  In  fairs  and  markets  for  the  neces- 
*iiTy  sustenance  and  use  of  the  people.  And  to  that  end  the  common  law  did 
onlain  (to  encourage  men  thereunto)  that  all  sales  and  contracts  of  anything 
TPDdable  in  fairs  and  markets  overt  should  not  be  good  only  between  the 
parties,  but  should  bind  those  who  had  rights  thereunto. 

That  comes  down  from  the  old  Anglo-Saxon,  and  it  suggests  just 
what  I  have  indicated,  that  from  time  immemorial,  from  a  time  back 
beyond  which  history  does  not  go,  it  has  been  recognized  as  the  chief 
function  of  government  with  regard  to  commerce  to  establish  the 
opportunites  of  commercial  transactions  amonfir  all  the  people,  the 
establishment  and  maintenance  of  regulation  of  the  people's  market 
places  is  a  function  of  government.    That  is  the  point  I  make. 

Now,  gentlemen  of  the  committee,  I  make  the  further  point  that 
since  the  Department  of  Agriculture  has  been  created  to  help  agri- 
culture deal  with  its  big  problems  it  ought  to  function  at  this  point, 
where  the  very  nerve  center  of  agriculture  is  located. 

The  Chatrmax.  Before  you  start  in  on  another  point  let  me  ask, 
cotton  futures  are  now  about  2  cents  above  spot  cotton,  aren't  they  ? 

Mr.  SmfNiss.  I  do  not  know  just  how  much  above. 

The  Chairman.  The  cotton  grower  to-day  may  sell  his  cotton  in  the 
fettire  2  cents  higher  than  spot  cotton — that  is,  when  future  is  above 

6poti 

Mr.  SuMKERS.  Yes,  sir. 
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•  The  Chairman.  I  think  you  will  find  it  is  2  cents  above.  That  h 
no  disadvantage,  is  it  ? 

Mr.  SuMNERS.  No ;  perhaps  not ;  but 

The  Chairman.  So  that  if  he  could  hold  his  cotton  until  May  hj 
could  get  2  cents  more  than  he  can  now  get  for  spot  cotton.  In  th^ 
matter  of  wheat,  cash  wheat  was  quoted  higher  than  future  wheat! 
The  wheat  grower  can  sell  his  wheat  to-day  and  deliver  it  and  gei 
his  cash  and  turn  right  around  and  buy  wheat  for  future  delivery  a^ 
about  10  cents  less  I  think  it  is. 

Mr.  TiNCHER.  It  is  17  cents,  for  May. 

The  Chairman.  If  you  have  a  thousand  bushels  of  wheat  in  youi 
bin  to-day  you  can  sell  it  and  buy  back  May  wheat  at  17  cents  less. 

Mr.  SuMNERs.  No ;  but  you  must  remember  that 

The  Chairman.  Isn't  there  any  disadvantage  in  that? 

Mr.  SuMNERS.  It  is  a  pure  question  of  juggling.  I  would  not  liW 
to  say  there  is  no  disadvantage  in  it.  I  think  if  you  push  the  marke< 
up  too  high  by  manipulation  it  is  likely  to  come  down  that  much 
too  low,  with  the  net  result  of  instability,  which  unsettles  business 
judgment  and  makes  impossible  the  application  of  business  methods 
in  the  sale  of  our  farm  products. 

Mr.  TiNCHER.  The  object  of  the  manipulators  of  the  wheat  market] 
keeping  May  options  15  cents  to  17  cents  lower  than  cash  wheatj 
knowing  that  no  more  wheat  will  be  thrashed  in  that  time,  it  is  very 
apparent  is  to  keep  cash  wheat  way  below  cost  of  production. 

The  Chairman.  Yes;  but  if  a  miller  contracts  to  deliver  a  certain 
number  of  barrels  of  flour  this  month  he  can  not  wait  until  May.  1 
understand  wheat  is  short  at  the  present  time  and  the  miller  is  com- 
pelled to  pay  that  premium  on  wheat. 

Mr.  TiNCHER.  It  is  the  best  evidence  that  the  manipulators  are 
robbing  the  farmers. 

The  Chairman.  Mr.  Sumners,  I  understand  you  to  say  that  th« 
spinner  does  not  contemplate  delivery,  and  the  rest  of  the  cotton  he 
buys  through  future  orders? 

Mi\  Sumners.  No. 

The  Chairman.  If  the  grades  tenderable  under  a  contract  were 
limited  to  a  contract  grade  there  would  be  no  question  about  that, 
would  there  ?  He  would  then  be  assured  that  the  proper  grade  would 
be  delivered  under  the  contract? 

Mr.  Sumners.  Yes ;  I  think  that  would  be  a  fair  assumption.  But 
I  do  know  that  cotton  is  not  going  to  move 

The  Chairman.  That  contract  would  then  be  worth  more  to  the 
spinner.  He  would  then  be  guaranteed  that  the  grade  he  could  use 
in  the  production  of  his  cloth  would  actuallv  be  delivered? 

Mr.  Sumners.  Yes,  sir.    I  think  it  is  perhaps  a  little  involved — - 

The  Chairbian.  On  a  contract  now  practically  any  cotton  can  be 
delivered,  because,  as  you  said  a  moment  ago,  a  land  of  cotton  which 
he  can  not  use  can  be  tendered  imder  a  contract.  If  you  could  deliver 
only  three  grades  of  cotton,  the  contract  grade  and  one  grade  above 
or  one  grade  below,  the  chances  are  that  the  spinner  could  use  one 
of  the  three.    Would  that  give  him  proper  protection? 

Mr.  Sumners.  If  they  would  sell  contracts  to  deliver  a  specific 
grade  of  cotton  and  delivery  could  be  made  at  concentration  points 
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along  the  line  of  commercial  movement  and  the  exchanges  w<*re 
properly  conducted^t  would  be  as  good  as  any  place  on  earth. 

1  he  Chaibman.  The  next  thing  would  be  to  have  the  commercial 
(iifferences  determined.  As  I  understand  you  now  have  the  differences 
fixed;  that  is,  the  exchange  fixes  the  differences.  It  should  be  the 
actual  commercial  differences. 

Mr.  SuMNERS.  Gentlemen  of  the  committee,  I  have  studied  this 
matter  for  a  good  many  years,  and  my  own  idea  is  that  what  we  ought 
to  do  in  this  country  is  to  apply  the  philosophy  of  the  markets  of  other 
ikys  to  modern  conditions.  I  believe  the  establishment  and  mainte- 
nance of  an  open  market  place  or  places  is  a  better  regulation  against 
monopoly  and  is  a  squarer  deal  to  everybody  and  has  a  greater  ten- 
dency toward  stability  of  prices,  fair  profit  to  producer,  and  fair  price 
to  consumer,  and  toward  democracy  in  business  opportunity  than  can 
result  from  a  purely  legalistic  policy.  I  do  not  say  that  antitrust  laws 
are  not  necessary,  but  if  you  establish  free  opportunities  of  commerce 
among  all  of  the  people,  individuals,  big  business,  little  business,  and 
cooperative  groups,  you  give  opportunity  to  the  great  natural  laws  of 
commerce ;  you  give  them  a  chance  automatically  to  eliminate  waste 
and  excessive  profits.  And  when  you  shall  have  done  that  then  you 
wiU  have  established  a  really  firm  basis  upon  which  you  can  build  a 
rural  credit  system  and  a  structure  of  economic  strength  for  agri* 
culture.  You  will  make  it  possible  for  the  farmers  to  sell  normally 
and  properly  and  not  under  the  flood-tide  movements,  as  they  do  now. 
You  can  never  build  such  a  structure  on  the  basis  of  these  privately- 
owned  so-called  exchanges. 

Mr.  McLaughuk  of  Michigan.  If  you  will  permit,  I  would  like  to 
go  back  to  the  matter  I  spoke  of  at  the  beginning  of  the  hearing,  as  to 
whether  or  not  markets  should  have  to  do  with  mtrastate  contrax^. 

Mr.  SuMNBRS.  Yes. 

Mr.  McLiAUOHLiK  of  Michigau.  We  are  told  that  a  very  large  per- 
centage of  a  given  kind  of  grain  never  leaves  the  farm  on  which  it 
is  grown,  and  that  another  large  percentage  never  leaves  the  State  in 
wluch  it  is  grown ;  and  those  percentages  are  very  high.  Would  you 
have  this  market  so  conducted  that  it  would  have  to  do  with  those 
grains  or  commodities  that  are  strictly  in  intrastate  commerce? 

Mr.  SuMNKHS.  I  do,  and  I  believe  it  is  a  feasible  development.  I 
believe  that  you  could  coordinate  the  Federal  Department  of  Agri* 
culture  and  the  State  departments  of  agriculture  so  that,  perhaps,  the 
Federal  Department  of  Agriculture  could  render  some  assistance  in 
the  handling  of  purely  intrastate  transactions. 

Mr.  McLauohi.ik  of  Michigan.  Of  course,  it  could  be  done  if  your 
plan  is  feasible,  and,  for  the  sake  of  the  argument,  I  give  you  credit 
for  having  worked  out  a  plan  that  is  feasible.  But  would  it  be  proper 
for  the  Federal  Government  to  go  into  a  State  and  take  charge  of 
matters  that  relate  to  a  situation  entirely  within  the  boundaries  of  a 
State? 

Mr.  SiTMNERs.  Yes.  We  have  a  national  Department  of  Agricul- 
ture, which,  of  course,  deals  with  agriculture  wherever  it  finds  agri- 
cultural  problems,  I  think  that  in  this  matter  the  State  shoula  be 
impelled  to  do  Whatever  it  can  do ;  that  the  individual  and  coopera- 
tive jrroijps  should  do  likewise.    But  suppose  we  have  established  in 
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your  State  a  branch  of  this  farm  produce  exchanjge  system,  and  tha| 
some  farmer  there  has  a  commodity  for  sale,  and  that  the  man  wh< 
happens  to  want  to  buy  it  liyes  also  in  the  same  State.  It  does  nol 
seem  to  me  that  it  would  be  an  invasion  of  the  province  and  duty  o| 
the  particular  State  to  make  it  possible  through  such  an  organization 
for  those  two  people,  although  they  happen  to  live  in  the  same  State 
to  get  in  trading  contact  with  each  other.  But  about  those  details  I  an 
willing  to  yield.    Let  us  get  the  thing  started  and  see  what  we  can  dq 

The  Chairman.  I  understand  that  you  are  opposed  to  future  trad 
ing ;  that  is,  under  the  present  system,  at  least? 

Mr.  SuMNRBS.  I  am  opposed  to  many  of  the  practices  on  the  futurj 
boards. 

The  Chairman.  Would  you  be  in  favor  of  future  trading  unde; 
proper  regulation? 

Mr.  SuMNERS.  Yes,  sir;  I  am  in  favor  of  future  trading  witi 
proper  regulation,  if  we  imderstand  each  other  in  regard  to  what  i 
meant  bv  future  trading. 

The  Chairman.  Under  the  operations  of  the  exchanges  the  opera 
tor  fixes  the  differences  and  the  buyer  has  nothing  to  say  about  it 
and  the  buyer  has  no  protection  whatever.  The  cash  difference  ma^ 
be  16  cents  and  they  might  fix  it  at  2  cents.  I  think  that  anybod] 
would  suggest  that  the  buyer  should  have  some  protection^  but  undei 
existing  conditions  he  has  no  protection.  My  position  is  that  some 
body  should  determine  that  difference;  that  if  anybody  contracts  t^ 
deliver  a  grade  of  a  commodity  somebody  should  determine  the  dif i 
ference  if  that  grade  is  not  delivered.  In  the  ootton  futures  act  th^ 
Secretary  of  Agriculture  determines  the  actual  commercial  difference  I 

Mr.  SuMNBRS.  But  even  then  we  have  the  remarkable  condition  oi 
the  New  York  Exchange  of  future  deliveries  being  very  much  lowei 
than  spot  quotations  last  year. 

The  Chairman.  Oh,  well,  we  can  not  regulate  that. 

Mr.  SuMNERS.  That  shows  there  is  not  a  proper  determination  oj 
commercial  difference  between  the  different  grades. 

The  Chairman*  That  is  indicated  by  the  market. 

Mr.  StTMNERS.  Yes. 

The  Chairman.  Th&  question  is,  whether  you  are  going  to  cut  ouj 
i^eculation  altogether. 

Mr.  SuMNERS.  I  have  studied  this  thing  a  good  deal,  and  have  com^ 
to  the  conclusion  we  are  suffering  more  from  not  miving  what  w^ 
ought  to  have  than  from  what  we  have. 

The  Chairman.  I  think  if  we  have  speculation  at  all  we  shoul<{ 
have  a  fair  contract. 

Mr.  SuMNERS.  I  want  to  see  a  place  where  these  commodities  ar^ 
put  up  for  sale  that  i&  a  public  place,  where  thev  are  put  up  honestlj 
and  squarely  for  sale,  and  where  everybody  wno  wante  to  buy  maj 
get  in  touch  with  the  commodities  under  proper  regulation,  wher^ 
strangers  can  take  care  of  themselves,  and  then  let  nature  take  it^ 
course. 

The  Chairman.  Do  you  believe  in  the  seller  determining  grades 

Mr.  SuMNRRa.  No,  sir. 

The  Chairman.  As  to  wheat,  the  grades. are  determined  by  the  ex 
changes,  while  with  cotton  the  differences  are  determined  by  the  Sec 
retary  of  Agriculture. 
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Mr.  SiTKKERS.  Yes,  air. 

The  Chairman.  Would  you  be  in  favor  of  limiting  the  grades 
tenderable  on  a  contract  ? 

Mr.  SiTMNBBS.  Yes. 

The  Chairman.  Would  you  limit  the  contract  grades  ? 

Mr.  SuMNEBs.  I  would  limit  them  to  the  grades  which  comprehend 
the  commercial  designations  of  the  commomty. 

The  Chairman.  &  cotton  how  many  grades  are  deliverable? 

Mr,  SuMNEBS.  About  9  or  10, 1  believe. 

A  Bystander.  There  are  10  ^nules  in  cotton. 

The  Chairman.  You  would  be  in  favor  of  putting  in  a  limitation? 

Mr.  SuMNERS.  That  limitation  has  been  imposed. 

The  Chairman.  Are  you  satisfied  with  that  limitation  ? 

Mr.  Sumners.  Yes;  it  is  all  right  with  me.  I  have  attempted  to 
make  myself  very  clear,  but  I  do  not  know  whether  I  have  done  so 
or  not. 

The  Chairman.  If  you  were  writing  a  contract  as  a  lawyer,  would 
you  think  it  necessary  to  specify  in  that  contract  the  difference? 

Mr.  SiTMNERS.  I  would  not  want  one  of  the  parties  to  the  contract 
or  the  brokers  to  determine  the  difference. 

The  Chairman.  You  would  not  want  these  parties  to  do  that  ? 

Mr.  SuMNERS.  No,  sir. 

The  Chairman.  And  that  is  being  done  now  ? 

Mr.  SuMNERS.  Yes,  sir ;  in  wheat,  I  understand. 

The  Chairman.  We  agree  upon  that. 

Mr.  SuMNERS.  Yes,  sir. 

Mr.  Chairman,  I  see  that  the  time  for  recess  has  about  arrived. 
I  thank  the  committee  for  its  patience  and  interest.  My  statement, 
of  necessity,  has  been  somewhat  disconnected.  May  I  assemble  and 
briefly  restate  my  position  and  judgment? 

As  I  have  stated,  I  am  willing  to  vote  to  regulate  these  exchanges, 
but  to  be  entirely  candid  with  you  and  with  the  committee,  I  am 
certain  that  we  are  suffering  more  from  the  lack  of  what  we  ought  to 
have  than  from  abuses  in  what  we  now  have.  I  am  definitely  of  the 
opinion  that  we  are  i^^asting  time  trying  to  build  a  market  upon  these 
80-called  exchanges  as  a  foundation.  It  can  not  be  done.  It  seems 
to  me  that  all  must  a^ree  that  what  is  needed  is  a  public  market 
place,  open  to  all,  free  from  the  fact  and  from  the  suspicion  of  private 
control  and  manipulation,  where  farm  products  may  be  sold  by  grade 
and  may  move  under  prior  sale  from  the  places  of  first  concentra- 
tion, along  the  ordinary,  normal  lines  of  commercal  movement,  to 
places  of  need  in  quantity  and  quality  in  accord  with  the  demand  for 
need.  These  so-called  exchanges  admit  that  they  are  not  doing  that 
work :  are  not  trying  to  do  it.  And  yet  we  keep  trying  to  force  an 
unwilling  group  of  private  people  to  do  this  difficult  public  service 
when  we  know  that  their  wish,  if  they  should  be  forced  to  undertake 
it,  would  be  for  its  failure,  and  their  inclination  would  be  to  throw 
as  many  monkey  wrenches  as  possible  into  the  machinery. 

I  hope  that  you  gentlemen,  upon  full  consideration,  will  agree  with 
me  that  the  practical,  common-sense  thing  to  do  is  to  use  the  public 
machinery  which  we  have  and  render  this  public  service,  and  bring 
the  difficulties  of  economic  sale  and  distribution  of  agricultural  prod- 
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^  Only  two  years  ago  the  Bureau  of  Markets  conducted  an  investiga- 
tion of  cotton  exchanges.  It  seems  to  the  cotton  men  that  after  alH 
financial  depressions,  which  naturally  cause  declines  in  prices,  a 
number  of  well-meaning  lawmakers  introduce  bills  for  the  abolition 
or  regulation  of  future  trading.  It  appears  that  the  declines  as 
shown  on  the  future  boards  of  the  cotton  exchanges,  or  the  exchanges 
dealing  in  futures,  are  so  visualized  that  the  conclusion  is  readily 
reached  that  the  future  markets  must  l^e  responsible  for  the  decline  ; 
but  careful  analysis  of  general  conditions  will  inevitably  prove  that 
such  is  not  the  case  and  that  the  law  of  supply  and  demand  finally 
governs. 

We  do  not  doubt  the  sincerity  of  our  representatives  or  their  con- 
fidence that  their  actions  represent  their  constituents,  but  we  do 
question  their  knowledge  of  cotton,  cotton  statistics,  and  eondition5> 
concerning  the  marketing  and  consumption  of  cotton  and  the  cotton 
business  as  conducted  by  the  cotton  exchanges  of  the  country  during 
the  past  50  years. 

The  necessity  of  selling  ahead  has  long  been  recognized  as  essen- 
tial to  the  cotton  trade.  The  mills  sell  their  summer  wear  in  the 
winter,  as  they  manufacture  a  commodity  which  requires  several 
months.  The  millman,  in  order  to  protect  himself  against  forward 
sales  of  manufactured  goods,  uses  the  cotton  market  as  a  buying 
hedge  against  an  advance  in  raw  prices.  On  the  other  hand,  the 
bulk  of  the  cotton  crop  is  marketed  from  August  to  December,  and 
the  market  buys  this  cotton  as  the  farmer  sells,  oft^n  buying  a  large 
quantity  over  and  above  immediate  sales,  and  uses  the  future  market 
as  a  selling  hedge  to  protect  itself  against  any  decline  in  prices,, 
gradually  ^Ung  the  stock  of  goods  accumulated  during  the  summer 
and  buying  futures. 

The  cotton  business  is  not  an  exact  science,  nor  is  any  of  the  ma- 
chinery connected  with  buying,  marketing,  hedging,  and  selling,  nor 
is  the  classification  which  is  done  by  the  human  eye  an  exact  science. 
Consequently,  we  hold  no  brief  for  the  future  contract  as  a  per- 
fect one. 

However,  not  only  America  but  Europe,  through  the  Liverpool 
Cotton  Exchange,  has  for  over  40  years  recognized  future  trading  as 
the  most  economical  and  best  price  insurance  which  the  farmer,  mer- 
chant, cotton  banker,  and  spmner  have  yet  evolved.  The  present 
future  contract  is  the  result  of  an  investigation  made  by  Congress, 
started  in  1907,  as  traded  upon  in  the  New  York  and  New  Orleans 
cotton  exchanges,  a  report  on  which  was  made  in  March,  1908,  Con- 
gress having  appointed  Mr.  Herbert  Knox  Smith,  then  Commissioner 
of  Corporations,  to  make  an  investigation  of  cotton  exchanges  and 
report. 

Subsequently  the  Committee  on  Agriculture  of  the  Sixty-third 
Congress  held  meetings,  and  after  hearing  representatives  of  the 
whole  cotton  trade  the  result  was  the  adoption  by  Congress  of  the 
present  United  States  cotton  futures  act,  and  also  directed  the  Sec- 
retary of  Agriculture  to  promulgate  standards  for  cotton  grades 
in  the  United  States.    The  act  was  further  amended  March  4,  1919. 

There  are  only  two  people  in  the  cotton  business  whose  interests 
are  diametrically  opposed.  One  is  the  farmer,  whose  object  is  to 
secure  the  highest  price  for  the  result  of  his  labor.    The  other  is 
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Monday,  January  10,  1921. 

AFTER  RECESS. 

The  hearing  was  resumed,  pursuant  to  the  taking  of  recess,  at  2 
o'clock  p.  m.,  to  continue  hearings  on  future  trading,  the  morning 
session  having  been  devoted  to  a  hearing  on  governmental  produce 
-exchanges,  Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Dupr6,  I 
understand  that  you  desire  to  have  representatives  of  the  New  Orleans 
Cotton  Exchange  heard  by  the  committee? 

ilr.  DxjpRE.  Mr.  Chairman,  the  gentlemen  representing  the  New 
Orleans  Cotton  Exchange,  whom  you  were  kind  enough  to  agree  to 
hear  this  afternoon,  are  present.    Are  ydu  ready  to  hear  them  ? 

The  Chairman.  We  shall  be  pleased  to  hear  them  now. 

Mr.  DuPRE.  I  will  then  present  as  the  first  speaker  Mr.  E.  S.  But- 
ler, president  of  the  New  Orleans  Cotton  Exchange. 

The  Chairman.  Mr.  Butler,  you  may  proceed. 

STATEKENT  OF  MS.  E.  S.  BUTLES,  PBESIDENT  NEW  OBLEANS 

COTTON  EXCHANOE,  NEW  OBLEANS,  LA. 

Mr.  BtrriiBR.  Mr.  Chairman  and  gentlemen,  I  would  like  to  preface 
my  remarks  by  stating  that  I  am  a  cotton  exporter  and  not  airectly 
^gaged  in  future  business.  The  cotton  exchanges  of  the  country, 
particularly  those  of  New  Orleans  and  New  Y.ork,  upon  which 
<;otton  future  trading  is  conducted  under  the  United  States  cotton 
future  act,  section  5,  and  the  rules  and  regulations  of  the  Bureau  of 
Markets,  are  commercial  institutions  which,  through  the  medium  of 
their  rules  and  regulations,  under  the  supervision  of  the  United 
States  Department  of  Agriculture,  facilitate  the  concentration  of  all 
tJotton  interests — producer,  merchant,  banker,  and  consumer — and 
as  a  result  prices  are  made  for  the  commodity  which  are  distributed 
worldwide. 

The  exchange  itself  does  not  buy,  sell,  or  deliver  any  cotton  at 
all,  and  its  rules  are  fair  alike  to  both  buyer  and  seller.  Since  1884 
121  bills  have  been  introduced  at  various  sessions  of  Congress  for 
the  abolition  or  regulation  of  cotton  futures.  The  cotton  future 
trading  is  now  conducted  under  a  law  which  became  effective  in 
August,  1914,  known  as  the  Smith-Lever  bill,  and  amended  March  4^ 
1919.  It  should  therefore  be  noted  that  Congress  has  not  been  lax  in 
^ving  attention  to  cotton  exchanges,  nor  has  the  Bureau  of  Markets, 
under  whose  supervision  the  exchanges  operate,  since  the  passage  oi 
the  Smith-Lever  law. 
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of  telegrams  received  by  the  exchanges,  desperate  efforts  were  made] 
notwithstanding  the  uncertainty  of  tlie  future  then,  to  reopen,  anq 
the  exchanges  were  reopened  on  November  16,  1914.  It  must  be 
remembered  that  the  closing  of  the  future  markets  means  the  closing 
of  the  interior  exchanges. 

The  future  contract,  being  an  average  grade  contract — ^that  is,  10 
official  grades  of  the  United  States  cotton  standards  can  be  deliv^ 
ered  against  100  bales — ^should  sell  at  a  reasonable  discount  undeJ 
actual  offerings  of  specific  grades  on  the  spot  market,  and  it  gener^ 
ally  does  in  normal  times.  However,  at  the  close  of  business  Friday, 
Januarj^  7, 1921,  spot  middling  cotton  was  quoted  at  14  cents  in  New 
Orleans,  Galveston,  Houston,  and  Little  Rock,  whereas  January 
cotton  the  current  or  spot  months  in  New  Orleans  quoted  at  14.34, 
showing  conclusively  that  futures  at  present  are  commanding  a 

Eremium,  and  contrary  to  being  a  depressing  factor  are  gradually 
fting  cotton  higher. 

On  behalf  of  the  New  Orleans  Cotton  Exchange,  we  wish  to  thank 
you  gentlemen  for  the  opportunity  given  us  to  appear  here  to-day^ 
and  I  want  to  say  that  I  will  answer  any  questions  to  the  best  of  my 
ability,  and  Mr.  Dean  and  Mr.  Stem  will  attempt  to  do  the  same. 

Mr.  TiNCHER.  Mr.  Butler,  your  illustration  there,  showing  that 
the  future  cotton  was  a  little  higher  than  cash,  is  conclusive  to  your 
mind,  is  it,  that  the  trading  in  futures  was  responsible  for  the  stable 
market? 

Mr.  Butler.  That  is  not  exactly  the  case,  but  it  does  prove  con- 
clusively that  futures  are  not  a  deterrent  factor. 

Mr.  TiNCHER.  I  imderstood  you  to  cite  it  as  an  example  that  it 
had  a  beneficial  effect. 

Mr.  Butler.  It  shows  that  at  present,  Mr.  Tincher,  futures  are 
tending  to  lift  the  price  of  cotton  rather  than  to  depress  the  price 
of  cotton,  and  I  think  that  is  so,  due  to  the  fact  that  the  public  has 
an  opportunity  to  buy  cotton  through  the  future  markets,  thereby 
creating  more  buyers  than  if  it  was  left  entirely  to  the  trade  to  buy^ 
and  oi^  trade  buyers. 

Mr.  TiKCHER.  It  is  pretty  hard  to  use  the  present  condition  of  the 
price  of  cotton  in  the  hands  of  the  producer  as  an  example  for  any- 
thing, is  it  not? 

Mr.  Butler.  Why.  yes;  or  the  last  five  years  as  far  as  that  goes^ 
or  any  other  commoaity.  We  have  been  in  abnormal,  times  and  are 
still. 

Mr.  TiNCHER.  Suppose  your  futures  were  10  per  cent  below  tlie 
cash  market;  just  what  effect  would  it  have? 

Mr.  Butler.  Well,  it  is  likely  they  would  be  in  normal  times. 
Dependent  entirely  upon  the  price,  or  more  or  less  proportionate  to 
the  price,  futures  should  sell  at  a  discount  under  cotton. 

Mr.  TiNCHER.  Regardless  of  the  time  of  the  year? 

Mr.  Butler.  Yes ;  regardless  of  the  time  of  the  year  they  should 
sell  at  a  discount,  and  they  do  and  have  for  many  years,  due  to  the 
fact  that  one  is  a  specific  thing  that  you  buy  when  you  know  just 
exactly  what  you  require,  whereas  if  you  take  a  future  contract  you 
have  to  take  any  one  of  10  grades  specified  by  the  Government. 

Mr.  TiNCHER.  You  think  it  is  necessary,  in  order  to  furnish  a 
stabilizing  effect,  that  futures  be  dealt  in  to  the  extent  of,  say^  25 
or  50  times  the  amount  of  the  actual  product? 
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Mr.  BuTLEB.  I  do  not  know  that  they  are  dealt  in  to  that  extent. 

Mr.  TiNCHER.  Well,  say  40  times  the  amount  of  the  actual  product. 
Do  vou  think  it  is  necessary  to  gamble  in  them  that  extensively? 

Mr.  BuTXER.  There  is  nothing  near  that  figure,  I  think.  I  think 
the  various  markets  would  show  something  like  six  times  the  amount 
of  cotton  dealt  in.  That  is  probably  due  to  the  fact  that  a  bale  of 
cotton  changes  hands  at  least  six  times  after  leaving  the  farm  and 
until  it  goes  into  consumption. 

Mr.  TixcHER.  I  am  not  familiar  with  cotton,  but  the  same  rule 
of  marketing  has  something  to  do  with  the  grain  market.  Every 
bushel  of  wheat  changed  hands  14  times  before  it  was  thrashed  last 
year. 

Mr.  Butler.  Of  course,  I  do  not  know  anything  about  wheat. 

Mr.  TixcHER.  You  think,  then,  it  is  necessary  for  this  Congress  t^ 
preserve  legitimate  hedging  in  the  market? 

Mr.  Butler.  Yes,  sir.  Well,  I  would  put  it  this  way.  I  think  if 
we  did  not  have  future  trading,  T  will  say,  cotton  would  have  broken 
from  35  cents  to  25  cents  before  there  would  have  been  any  trading, 
without  any  intervening  trades,  whereas  the  decline  in  cotton  during 
the  past  few  months  has  been  traded  to  every  fractional  part  of  a 
cent  during  that  decline  and  some  cotton  has  iJeen  sold. 

Mr.  TiNCHER.  You  are  citing  the  beneficial  influence  that  the 
cotton  exchanges  have  had  in  the  last  few  months  as  an  example 
tendingto  show  why  we  should  continue  the  cotton  exchanges ? 

Mr.  Sutler.  I  do  think  the  cotton  exchange  has  had  a  beneficial 
effect  upon  cotton  producers.  I  do  not  think  the  decline  has  been 
due  to  cotton  exchanges  at  all. 

Mr.  TiNCHER.  You  say  cotton  changes  hands  about  six  times.  Do 
you  think  that  ought  to  be  enough? 

Mr.  Butler.  That  would  not  have  happened  in  three  months;  I 
stated  six  times  over  the  course  of  a  year,  probably. 

Mr.  TiNCHER.  Suppose  you  limited  it  to  10  times.  That  would  riot 
hurt  anything  ? 

Mr.  Butlkr.  Possibly  not.  I  think  the  broader  you  make  a  market 
the  harder  it  would  be  to  manipulate. 

Mr.  TiNCHER.  In  other  words,  the  more  gambling  there  is  the 
more  stable  the  market  is? 

Mr.  Butler.  We  do  not  call  it  gambling,  Mr,  Tincher ;  we  do  not 
admit  that  there  is  gambling  on  the  cotton  exchange.  Every  man 
that  sells  a  contract  obligates  himself  to  deliver  that  contract,  and 
he  is  perforce  compelled  to  deliver  that  contract. 

Mr.  TiifCHER.  I^t  us  see  about  that.  If  he  sells  a  contract  he  pays 
how  much  through  your  cotton  exchange?  What  per  cent  does  he 
have  to  put  up  f 

Mr.  Butler.  The  margins  fluctuate  according  to  prices  and  de- 
pending upon  specific  grades. 

Mr.  TiNCHER.  The  per  cent  does  not  fluctuate,  does  it? 

Mr.  Butler.  There  is  no  fixed  percentage;  a  man  may  trade  on 
credit  if  his  credit  is  good.    He  does  not  necessarily  have  to  put  up 

anything. 

Mr.  TiNCHER.  Well,  if  he  puts  up  a  percentage  and  that  percentage 
is  exceeded  he  is  closed  out,  isn^t  he  ? 

Mr.  Butler.  The  per  cent  is  generally  about  $10  to  $20  a  bale  mar- 
gin, just  the  same  as  in  stocks,  depending  on  the  value. 
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Mr.  'I'iNCHER.  And  he  stands  to  lose  whatever  he  puts  up  ?  If  it| 
goes  below  that,  he  is  closed  out? 

Mr.  Butler.  That  is  correct. 

Mr.  TiNCHER.  Then  there  is  not  any  delivery  contemplated,  is 
there? 

Mr.  Butler.  Yes,  sir;  there  is  delivery  contemplated,  and  it  is 
enforced  unless  he  can  get  somebody  to  buy  or  take  his  place  on  the 
same  contract  that  he  has  made. 

Mr.  TiNCHER.  The  way  you  avoid  having  somebody  buy  or  take 
his  place  is,  if  he  has  sold,  why,  the  exchange  or  the  commission  man 
sells  him  out  when  his  margin  is  exhausted? 

Mr.  Butler.  No,  sir;  he  gives  him  an  opportunity  to  hold  his  con- 
tract further  by  putting  up  more  margin. 

Mr.  TiNCHER.  But  they  do  not  take  any  chances  on  delivery ;  if  he 
does  not  put  up  some  money  they  sell  him  out  ? 

Mr.  Butler.  Certainly ;  or  if  he  is  short,  they  do  the  same  thing — 
if  he  has  sold. 

Mr.  TiNCHER.  They  really  do  not  contemplate  delivery,  then? 

Mr.  Butler.  Oh,  yes;  it  is  absolutely  necessary  that  you  contem- 
plate delivery.    It  is  in  the  act. 

Mr.  TiNCHER.  A  bill  that  did  not  prohibit  the  sale  of  futures  when 
delivery  was  actually  contemplated  would  not  affect  your  exchange 
at  all,  would  it? 

Mr.  Butler.  No  ;  it  would  not. 

Mr.  TiNCHER.  And  you  came  up  here  from  New  Orleans  to  testify 
on  this  matter.  Have  you  read  the  bills  that  are  pending  before  the 
committee? 

Mr.  Butler.  Yes,  sir ;  I  have  read  some  of  them. 

Mr.  TiNCHER.  Have  you  read  the  bill  I  introduced? 

Mr.  Butler.  I  have  read  several  of  them ;  I  do  not  remember  the 
details. 

Mr.  TiNCHER.  The  bill  I  introduced  would  not  affect  you  one  way 
or  the  other  under  your  testimony%  You  would  not  have  any  objec- 
tion to  that,  I  suppose? 

Mr.  Butler.  I  believe  your  bill  has  a  tax  in  it  besides? 

Mr.  TiNCHER.  No,  sir;  that  is  just  for  the  gambler;  that  would 
not  affect  you  at  all,  because  you  are  delivering  the  actual  cotton. 

Mr.  Butler.  Mr.  Tincher,  tne  proposition  is  this :  The  speculator — 
of  course  if  you  choose  to  call  him  a  gambler  that  is  all  rignt ;  I  would 
refer  to  him  as  an  investor.  The  investor  is  a  very  necessary  thing 
in  the  cotton  business.  The  more  you  restrict  or  the  smaller  you  make 
a  market  you  can  readily  see  the  easier  it  would  be  to  manipulate 
or  handle  the  market.  As  far  as  I  am  concerned  in  the  cotton  business 
as  an  exporter  I  have  no  doubt  that  if  future  trading  was  abolished 
we  would  still  sell  cotton,  but  I  am  also  certain  that  we  would  be 
one  of  a  powerful  trust  that  would  control  the  price  of  cotton  and 
some  months  buy  no  cotton  at  all.  We  would  absolutely  dictate  the 
price  of  cotton. 

Mr.  TiNCHER.  Your  idea  is,  then,  that  if  we  have  an  evil  we  had 
better  let  it  alone,  because  if  we  abolish  it  you  would  become  a  part 
of  a  bigger  evil? 

Mr.  Butler.  I  say  that  would  be  very  likely  to  happen. 
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Mr.  TiNCHER.  Oiir  Nation  has  never  dealt  with  evils  from  that 
standpoint,  as  I  understand  it,  for  fear  of  creating  a  worse  evil. 

Mr.  Butler.  I  am  quite  sure,  after  20  years'  experience  in  the 
busings,  that  we  really  need  it. 

Mr.  TiNCHER.  Bo  ydii  ^11  ftitures  ? 

Mr.  Butler.  We  boih  buy  and  sell  futures.  At  times  we  buy  con- 
siderably, more  than  we  sell,  jind.at  other  times  we  sell  considerably 
more  than -we  buy  for  a  shor^  period.  ' 

Mr.  TiNCHER.  What  is  the  name  of  the  organization  that  you  are 
the  head  of? 

Mr.  Butler.  I  am  vice  president  of  Waterford,  Crump  &  Co.,  an 
export  firm— foreign  exporters. 

Mr.  TiNCHER.  Are  you  connected  with  the  cotton  exchange? 

Mr.  Butler.  Yes,  sir;  in  the  capacity  of  president. 

Mr.  TiNCHER.  You  have  a  membership  m  the  exchange  and  are 
president  of  the  organization? 

Mr.  Butler.  Yes,  sir. 

Mr.  TlNOHBR.  And  you  are  appeariiig  here  before  the  committee 
to-day  as  a  representative  of  ooth  the  exporters  and  the  cotton 
exchange?  '  •  ^ 

Mr.  fitTTLte.  Yes,  sir ;  I  am  willitog  to  serve  in  both  capacities. 

Mr.  TiKCHER.  Have  you  any  representative  who  resides  here  in 
Washington — a  representative  of  either  of  those  institutions? 

Mr.  BuTiJESR.  Yes:  we  hai^e  Mr.  Stem  and  Mr.  Dean. 

Mr.  DupRB.  Mr.  Tin6her  says  wh6  reside  in  Washington. 

Mr.  Butler.  Oh,  ho.    N6;  we  have  no  representatives  here  at  all. 

Mr.  TiNCHER.  You  have  one  who  works  tor  you  part  of  the  time 
here? 

Mr.  Butler.  No,  sir ;  the  cotton  exchange  does  not  Employ  anyone 
in  Washington. 

Mr.  TiKCHER.  Well,  there  are  some  men  that  stay  here  and  who 
come  before  us  and  tell  us  about  how  it  would  ruin  the  farmers  in 
their  districts  if  we  pass  any  legislation,  and  upon  investigation  we 
find  that  they  live  here  iri  Washington  and  have  been  living  here 
for  a  nttmber  of  years,  and  are  alwaiys  handy  to  offer  this  testimony. 
Does  your  exchange  or  your  exporting  company  contribute  to  the 
support  or  relief  of  ally  of  those  distin^shed  gentlemen  ? 

Mr.  Butler.  No,  sir ;  unless  it  is  done  individually.    It  is  not 
done  by  the  exchange,  so  fkt  as  I  know. 

Mr.  Wilson.  In  order  to  be  more  explicit  it  might  be  well  for  Mr. 
Tincher  to  ask  whether  Mr.  Mai^h  represents  you. 

Mr.  Butler.  I  do  not  know  Mr.  Marsh. 

Mr.  TiNCHER.  I  did  not  have  Mr.  Marsh  in  mind ;  I  was  referring 
to  another  man. 

Mr.  McIiAuoHLtN  of  Nebradta.  Mr.  Butler,  did  I  understand  yoti 
to  say  that  the  speculator  has  beeh  iAsttumental  or  has  been  a  factor 
in  providing,  or  that  he  helps  to  establish  a  ready  cash  market  for 
cotton?  I  understood  you  to  say  that  the  producer  of  cotton  can 
find  a  ready  cash  market  for  it  at  all  times.  Has  that  been  the  case 
m  recent  months? 

Mr.  Butler.  Why,  yes,  sir;  the  producer  of  cotton  could  have 
sold  his  cotton  last  July  at  35  cehts  a  pound ;  any  speculator  prob- 
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ably  would  have  bought  it.  Some  export  firm  that  had  sold  cottoij 
forward  would  hedge  by  buying  futures.  The  whole  cotton  crop 
would  have  been  sold  without  any  trouble  at  all.  As  Mr.  Tinche| 
just  stated,  we  trade  in  ten  times  the  quantity  that  is  grown,  so  hd 
ought  not  to  have  had  any  trouble  in  selling  the  crop.  I 

Mr.  Laughlik  of  Nebraska.  I  just  wondered,  in  view  of  some  othei 
testimony  that  has  been  given  here,  whether  there  have  not  been  time^ 
when  there  was  really  no  opportunity  f  6r  them  to  sell  at  all. 

Mr.  BuTLEB.  Not  in  the  tne  future  market.  You  can  always  sel| 
at  a  price,  except  such  cotton  as  is  eliminated  under  the  contract! 
But  cotton  that  will  pass  the  contract  can  be  sold,  and  the  great  buU 
of  the  cotton  that  is  grown  is  included  in  the- United  States  cottoni 
futures  act. 

Mr.  McLaughuk  of  Nebraska.  If  the  farmer  wants  to  sell  cottoil 
for  future  delivery,  what  is  his  procedure?  Does  he  have  to  put  uji 
some  money? 

Mr.  Butler.  Why,  yes:  he  would  have  to  protect  his  contract 
There  is  no  guaranty  that  ne  would  deliver,  but  that  his  cotton  would 
be  purchased. 

Mr.  McLauohlix  of  Nebraska.  There  has  been  no  opportunitjl 
since  the  recent  cotton  crop  was  produced  down  in  some  parts  of  yoiu 
country  for  the  farmer  to  finance  himself  to  sell  on  the  future  mar- 
ket, has  there? 

Mr.  Butler.  It  costs  the  farmer  just  like  everybody  else.  We  have 
all  been  restricted  in  financing  this  year,  and  we  have  all  had  to  cu^ 
our  cloth  accordingly,  but  I  dare  say  that  any  fanner  in  good  stand- 
ing could  have  secured  money  and  could  have  disposed  of  his  crop 
and  the  bank  would  take  his  future  contract  against  his  actual  cot 
ton — ^the  safest  kind  of  protection. 

Mr.  McLaughlin  of  Nebraska.  In  the  recent  hearing  before  the 
Committees  on  Agriculture  of  the  Senate  and  House,  in  joint  session 
with  reference  to  the  revival  of  the  War  Finance  Corporation  and 
Federal  reserve  legislation  the  testimony  was  pretty  largely  to  thd 
effect  that  the  farmers  down  there  could  not  get  credit  at  all;  that 
it  was  the  one  part  of  the  country  above  any  other  where  the  agri^ 
culturists  could  not  get  the  credit. 

Mr.  Butler.  It  is  possible  that  in  some  parts  of  the  country  the^ 
could  not  get  any  credit  at  all.  , 

Mr.  McLaughlin  of  Nebraska.  The  cotton  farmers  generally  have 
been  pretty  hard  hit  durinc  the  last  year  ? 

Mr.  Butler.  Undoubtedly ;  the  decline  in  the  price  of  cotton  hafl 
been  something  terrible,  and  we  see  very  little  hope  unless  we  caii 
arrange  finances  a  little  better  for  them. 

Mr.  McLaughlin  of  Nebraska.  Has  that  general  depression  and 
loss  of  money  been  shared  along^the  line  in  the  cotton  business? 
.  Mr.  Butler.  Why,  yes,  sir;  I  think  you  can  say  that  every  merj 
chant  and  every  exporter  has  done  less  business  than  he  has  don^ 
for  several  years,  and  his  losses  have  generally  been  corresponding!;^ 
la^er. 

Mr.  McLaughlin  of  Nebraska.  I  would  like  to  call  the  attention 
of  Mr.  Butler  and  the  committee  to  an  article  that  appeared  in  the 
Washington  Post  yesterday,  as  follows: 
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MILLS  PAY  BIO  DIVIDENDS — FALL  RIVER   PLANTS*  DISBURSEMENTS    IN    1020    TOTALED 

$9,089,300. 

Fall  River,  Mass.,  January  8. 

A  new  high  record  for  dividends  was  madt  by  the  cotton  nrllls  of  this  city 
during  the  year  192P,  according  to  a  summary  issued  tonday.  The  total  divi- 
dends paid  during  the  mill  year  of  1920  amounted  to  $9,969,900,  an  average  of 
29,148  per  cent  on  a  CHpitalization  of  $86,000,000.  The  best  previous  record 
was  iu  1918,  when  there  was  disbursement  of  $6,095,32$  for  a  rate  of  18,489 
per  cent 

The  total  for  1920  Is  $5,132,405  in  excess  of  the  amount  distributed  to  stock- 
holders in  1919  and  $3,900,974  in  excess  of  1918,  even  though  that  year  was 
considered  the  banner  of  all  time.  The  list  shows  an  unsual  number  of  large 
diTldends  paid  during  the  year,  ranging  from  65  per  cent  down  to  16i  per  cent 
oD  cummon  stock. 

It  does  not  look  as  if  the  manufacturers  had  shared  very  heavily 
in  the  loss  in  1920,  does  it? 

Mr.  Butler.  I  do  not  know.  Those  profits  were  made  on  1918 
and  1919  cotton,  which  sold  at  35  and  40  cents  a  pound.  This  year's 
profits  will  come  in  next  year  on  15  and  16  cent  cotton,  and  it  is  a 
fair  wager  to  say  that  the  mills  will  have  declared  very  little  divi- 
dends for  this  year.  We  only  wish  they  would  buy  some  cotton  and 
declare  some  dividends,  but  we  can  not  sell  it.  We  could  sell  it  to 
them  in  unlimited  quantities  in  1918  and  1919  at  30  to  85  cents. 

Mr.  McLauohun  of  Nebraska.  I  would  like  also  to  call  attention 
to  this  clipping  from  yesterday's  Washington  Post : 

STOCK  EXCHANGE  SEAT  FOB  |0 0,000. 

New  York,  January  8, 

An  increase  of  $10,000  in  the  price  for  New  York  Stock  Exchange  seats  was 
fworded  to-day,  when  two  seats  were  trtinsferred,  one  for  a  consideration  of 
^,000,  the  other  for  $89,000.    The  last  previous  sale  was  for  $80,000. 

Mr.  BuTLEB.  Is  that  on  the  stock  exchange  ? 

Mr.  McLaughlin  of  Nebraska.  The  New  York  Stock  Exchange. 

Mr.  Butler.  Of  course,  I  do  not  know  anything  about  stocks; 
that  is  entirely  out  of  my  line. 

Mr.  TiNCHER.  Before  we  leave  this  subject  of  the  farmer  selling 
htures,  it  being  one  of  the  arguments  advanced  as  to  the  beneficial 
effects  of  the  trading  in  futures,  let  us  be  practical  on  it. 

Mr.  Butler.  That  is  the  best  way. 

Mr.  TiNCHER.  Let  us  say  that  a  man  has  500  bales  of  cotton,  and 
he  wants  to  sell  it  on  the  New  Orleans  Exchange.  How  much  money 
per  bale  does  he  have  to  put  up  with  the  exchange  ? 

Mr.  Butler.  Mr.  Tincher,  that  all  depends;  upon  his  standing  in 
the  community  and  who  he  is.  Certain  nrms  have  better  credit  than 
others. 

Mr.  Tincher.  I  am  just  thinking  about  the  poor  devil  who  has 
Dothinff  else  in  the  world  but  the  500  bales  of  cotton. 

Mr.  Butler.  I  am  certain  that  he  can  go  to  any  broker  and  make 
an  arrangement  with  him  to  take  his  500  bales  of  cotton  if  he  will 
jssign  his  500  bales  of  cotton  to  him  to  cover  the  commission.  The 
broker  will  charge  him  the  commission  and  sell  his  cotton  for  him. 
.  Mr.  Tincher.  But  I  understood  you  to  say  he  could  sell  it  before 
^i  Was  grown ;  that  that  was  the  way  the  farmer  could  have  taken 
advant^e  of  the  benefits  of  the  exchange. 

Mr.  Butler.  The  farmer  can  do  that  if  he  knows  exactly  what 
^piantity  of  cotton  he  is  going  to  have  to  sell. 
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Mr.  TiNCHER.  How  much  money  would  he  put  up  per  bale? 

Mr.  Butler.  That  would  depend  upon  the  price.  He  would  pu 
up  anything  ranging  from  $5  to  $20  a  bale. 

Mr.  TiNCHER.  All  right.  Now,  let  us  go  back.  Let  us  assume  an 
other  case.  We  will  assume  a  man  from  Mr.  Jacoway's  district  want 
to  sell  100  bales  of  cotton.  How  much  money  would  he  have  to  pu 
up  if  he  had  sold  it  on  your  exchange  a  year  to-day,  we  will  say? 

Mr.  Butler.  He  would  have  had  to  put  up  $1,000,  probably,  t 
have  sold  that  cotton. 

Mr.  TiNCHER.  Now,  take  that  future-delivery  proposition.  Hov 
many  times  would  he  have  had  to  rehedge  on  that  ? 

Mr.  BuTiJER.  It  just  depends  on  what  month  he  sold. 

Mr.  TiNCHER.  I  say  last  January. 

Mr.  Butler.  What  month  would  he  hedge  against — December? 

Mr.  TiNCHER.  Yes;  say  December. 

Mr.  Butler.  If  he  sold  cotton  to-day  he  would  have  only  one  trans 
f er  to  January,  and  if  he  had  delivered  in  December  the  transaction 
would  have  been  closed  right  there. 

Mr.  TiNCHER.  I  am  assuming  that  he  put  up  $10  a  bale. 

Mr.  Butler.  Yes. 

Mr.  TiNCHER.  Which  made  it  a  cash  transaction.  How  man 
times  would  he  have  had  to  rehedge  on  thatf 

Mr.  Butler.  He  \<rbuld  not  have  had  to  rehedge  on  that  at  all;  h 
would  have  sold  December  originally,  and  if  he  had  chosen  to  de 
liver  his  cotton  in  December  that  would  have  wound  it  up  imme 
diately. 

Mr.  TiNCHER.  And  this  $10  margin  would  have  taken  care  of  it? 

Mr.  Buti;er.  Absolutely. 

Mr.  Jacoway.  He  would  only  have  had  to  rehedge  if  it  went  up. 

Mr.  TicHNER.  Suppose  it  tirent  up.  Did  it  go  up  after  last  Janii 
ary? 

Mr.  Butler.  Yes;  cotton  advanced  considerably  up  to  last  Julj 
It  went  up  and  down  in  the  meanwhile,  but  it  went  up  after  Septenl 
ber  a  year  ago. 

Mr.  TiNCHER.  What  I  am  getting  at  is  this.  If  you  only  charg 
a  $10  margin  on  a  bale  and  he  sold  it  last  January,  I  want  to  kno^ 
whether,  as  a  matter  of  fact,  he  would  not  have  had  to  put  up  moi 
on  it? 

Mr.  Butler.  No  ;  if  he  sold  his  cotton  to  a  brokei;. 

Mr.  TiNCHER.  I  am  talking  about  his  escchange  dealing. 

Mr.  Butler.  He  must  deal  with  a  broker.  The  exchange  itsel 
does  riot  do  any  business  in  cotton;  it  is  only  a  medium  for  doii^ 
business  in  cotton. 

Mr.  TiNCHER.  And  if  he  had  ctedit  enough  his  broker  would  ha^ 
furnished  the  $10? 

Mr.  Butler.  Yes. 

Mr.  TiNCHER.  Well,  his  broker  would  have  charged  him  intere^ 
on  it? 

Mr.  Butler.  His  broker  would  have  taken  his  contract  for  tli 
delivery  of  that  cotton. 

Mr.  TiNCHER.  Your  idea  in  continuing  the  trading  in  futures 
that  the  farmers  obtain  such  beneficial  results  by  taBng  advantaj 
of  that  condition  t 


FUTUEE  TRAIiING.  245 

Mr.  Butler.  Yes;  I  do  not  think  they  are  thoroughly  familiar 
with  the  advantages  they  have.    It  is  appalling  that  they  are  not. 

Mr.  TiNCHEit.  Most  of  them  that  have  played  with  it  at  all  think 
they  are  familiar  with  it,  but  they  do  not  call  them  "  advantages  " ; 
they  have  another  name  for  them. 

Mr.  Butler.  They  do  not  know  much  about  it ;  that  is  the  great 
trouble. 

Mr.  TiNCHER.  Then  there  really  ought  to  be  a  campaign  of  edu- 
cation? 

Mr.  Butler.  The  exchange  is  doing  that  sort  of  thing,  and  this 
ear  when  cotton  declined  to  17  cents  a  pound  the  board  of  directors 

d  the  statistical  situation  put  out  through  the  Associated  Press, 
through  the  country.  Mr.  Hester,  one  of  the  members,  is  a  well- 
bown  authority  on  cotton  statistics.  It  apparently  helped  some; 
the  price  of  cotton  advanced  6  cents  a  pound,  but  it  was  destined 
to  go  lower;  there  was  ho  demand. 

Mr.  TiNCHER.  Do  you  know  Mr.  Calvin,  of  Houston,  Tex.  ? 

Mr.  Butler.  Yes,  sir ;  I  have  met  Mr.  Calvin.  I  have  known  him 
about  15  years.  I  remember  y^hen  he  was  at  the  head  of  a  cotton 
association,  I  think,  called  the  Farmers  Buying  Association,  in 
Houston. 

Mr.  TiNCHER.  Do  you  know  where  he  lives  now  ? 

Mr.  BuTLEB.  No,  sir;  I  do  not. 

Mr.  TiNCHER.  Has  he  ever  been  conpected  in  any  way  with  the 
exchange  in  New  Orleans? 

Mr.  Butler.  No  ;  Mr.  Calvin  has  never  been  a  member  of  the  New 
Orleans  Cotton  Exchange. 

Mr.  TiNCHER.  I  do  not  mean  a  member ;  has  he  ever  had  any  con- 
flection  with  the  New  Orleans  Exchanj^ef 

Mr.  Butler.  Not  that  I  know  of ;  no,  sir.  Not  during  my  adminis- 
tration, at  any  rate. 

ilr.  TiNCHER.  Do  you  know  in  whose  employ  he  is  staying  here  in 
Washington  now? 

Mr.  Butler.  No,  sir;  I  do  not.  I  havp  not  seen  him  for  a  long 
time. 

Mr.  Lazaro.  I  h^ve  here  the  Times-Picayune,  t^d  under  date  of 
January  7  it  says : 

^Uatoatioii  of  specalation  entirely  from  cotton  exchanges  would  militate 
^tast  the  price  of  cotton  prodi^ced  jJie  year  preceding,  Mr.  B.  A.  Galvln,  of 
^^^OD,  Tez.,  declared  to-day  before  the  House  Agrl(hilture  Ooihmlttee.  He 
Wsed  the  bill  to  regulate  methods  of  trading; 

Mr.  TiNCHER.  That  is  evidently  not  the  Calvin  I  had  in  mind.  He 
^tified  he  came  up  here  irom  Fort  Worth,  Tex.,  and  that  he  came 
wcause  he  had  had  a  meeting  with  a  fe^  f ariners  down  there  and 
tliev  asked  him  to  come.    ' 

Mr.  Lee.  That  is  the  same  man,  Mr.  Tinchey. 

Mr.  Butler.  There  is  another  matter  that  has  come  to  my  mind, 
|jjd  I  think  it  is  very  elementary^  and  very  practical,  and  I  would 
^ik  to  state  it,  if  you  do  not  mind. 

Staple  cotton  sola  in  the  Delta  last  year,  I  am  informed,  as  high 
•s  $1.10  a  pound.  Similar  cqtton  this  year  has  sold  as  low  as  22 
^nts  a  pound — the  same  cotton.  That  cotton  is  not  protected  by 
nitures.    You  understand,  under  the  futures  traded  in  on  the  New 
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Orleans  and  New  York  cotton  exchanges  staple  cotton  of  a  value  ol 
over  a  quarter  of  a  cent  a  pound  premium  is  tenderable,  but  only  at 
a  premium  of  a  quarter  of  a  cent,  and  so  it  is  eliminated  as  it  bnngs 
a  larger  premium  in  the  open  market.  So  there  is  a  part  of  the 
cotton  trade  which  has  sunered  considerably  more  than  the  bread 
and  butter  cotton  which  is  protected  by  futures  and  is  readily  tender- 
able. 

Mr.  Lee.  Is  that  long-staple  cotton? 

Mr.  Butler.  Yes,  sir;  long-staple  cotton. 

Mr.  Tincher.  This  cotton  the  price  of  which  has  been  stabilized 
by  the  exchange  has  been  as  high  as  43  cents? 

Mr.  Butler.  I  think  so. 

Mr.  Tincher.  And  it  has  been  as  low  as  nothing? 

Mr.  Butler.  No;  it  has  not  been  as  low  as  nothing.  The  lowest 
priced  cotton  sold  on  the  New  Orleans  Cotton  Exchange  was  12.91 
for  January  cotton,  in  the  last  four  years. 

Mr.  Tincher.  I  have  understood  that  you  could  not  sell  spots 
at  all. 

Mr.  Butler.  Well,  you  could  delivei*  them  on  contracts,  if  it  is  cot- 
ton that  will  pass. 

Mr.  Tincher.  But  if  you  did  not  have  credit,  you  would  have  to 
put  up  money  to  do  that  ? 

Mr.  Butler.  It  would  not  take  any^  money  at  all.  You  could  turn 
it  over  to  a  broker  who  would  handle  it  for  a  commission.  Of  course, 
he  is  not  going  to  do  it  for  nothing. 

Mr.  Tincher.  They  tell  me  that  right  now  you  can  not  sell  spot 
cotton  of  the  class  you  are  talking  about  now. 

Mr.  Butler.  You  are  talking  of  cotton  that  is  untenderable.  I 
might  mention  here  that  the  future  contract  was  amended  in  March, 
1919,  and  considerable  cotton  which  would  be  deliverable  was  elimi- 
nated from  the  contract.  The  law  limited  it  to  good  ordinary  at 
that  time,  and  it  is  now  low  middling.  So  that  considerable  cotton 
has  been  eliminated  by  Congress  since  1919.  There  would  be  a  ready 
market  for  that  cotton  to-cmy ;  the  speculator  would  have  to  take  it 
on  contract. 

Mr.  Tincher.  If  there  is  anything  wrong  it  is  the  farmer  or  Con- 
gress, and  not  the  speculator? 

Mr.  Butler.  Well,  I  do  not  know. 

Mr.  Tincher.  It  is  between  those  two  ? 

Mr.  Butler.  Well,  the  exchanges  are  only  interested  in  disseminat- 
ing information  and  giving  them  a  place  where  they  can  make  a 
price  for  their  article.  They  try  to  give  them  a  contract  which  is 
sufficiently  comprehensive  for  them  to  trade  on. 

Mr.  Tincher.  Do  you  charge  anything  for  membership  in  your 
exchange  ? 

Mr.  Butler.  Yes.  sir. 

Mr.  Tincher.  Wnat  are  memberships  worth  ? 

Mr.  Butler.  The  last  sale  was,  I  think,  $8,000. 

Mr.  Tincher.  They  pay  $8,000  for  the  membership  for  the  pur- 
pose of  distributing  information? 

Mr.  Butler.  No,  sir;  there  are  certain  other  privileges  that  are 
gained  by  membership,  in  the  rules  and  regulations  and  the  guaran- 
tees derived  from  being  a  member. 
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Mr.  TiNCHER.  There  have  been  men  known  to  get  their  money 
back,  to  make  money  on  their  memberships,  have  there  not? 

Mr.  BxTTLER.  Yes;  some  people  in  the  cotton  business  make  money, 
and  some  of  them  make  a  great  deal. 

Mr.  TiKGHER.  But  the  average  man  that  pays  $8,000  for  a  member- 
ship in  this  exchange  does  it  just  by  reason  of  his  philanthropy  and 
his  de^re  to  serve  the  public  ? 

Mr.  BuTEjcR.  No,  sir;  he  derives  certain  recognized  benefits  from 
becoming  a  member  of  the  exchange. 

Mr.  TiKCHER.  That  was  my  first  impression. 

Mr.  HrrLiNGS.  In  case  of  a  dispute  as  to  grades  when  delivery  is 
made,  who  settles  that  dispute? 

Mr.  Butler.  The  grades  are  settled  by  the  Bureau  of  Markets  at 
Washington,  under  the  Department  of  Agriculture,  sir. 

Mr.  Jaoowat.  There  is  always  an  appeal  from  that,  is  there  not, 
Mr.  Butler? 

Mr.  Butler.  No,  sir;  the  cotton  exchanges  are  conducted  directly 
under  the  GovemmenL  who  maintain  a  board  of  classers,  I  think  it 
is  called.    Probably  Mr.  Meadows  can  give  me  the  exact  name. 

Mr.  Meadows.  The  board  of  examiners. 

Mr.  Butler.  The  board  of  examiners  class  the  cotton  delivered  on 
contract,  so  that  whether  you  be  a  member  of  the  exchange,  a  farmer, 
or  whatnot  you  have  no  say-so  as  to  what  the  grade  is ;  the  Govern- 
ment determines  the  grade  for  you.  If  you  are  not  satisfied  you 
have  the  right  of  review,  and  come  to  the  final  office  here  at  Wash- 
ington. 

Mr.  HuLiNGs.  If  you  contract  to  deliver  a  specific  grade  and  the 
classifier  finds  that  it  is  two  or  three  grades  below  or  two  or  three 
grades  above  the  specified  character,  is  that  called  a  differential  ? 

Mr.  Butler.  Yes,  sir;  you  get  the  commercial  difference  existing 
in  the  market  on  that  day;  you  get  the  commercial  difference  existing 
on  the  date  you  issue  your  notice  of  delivery. 

Mr.  Jacoway.  My  idea  of  the  law  was  that  under  the  amendment 
of  the  cotton  futures  act  fixed  differences  were  abolished,  were  they 
not? 

Mr.  Butler.  Absolute^;  yes,  sir;  in  1914. 

Mr.  Jaoowat.  Then  commercial  differences  were  substituted  for 
the  fixed  differences,  were  they  not? 

Mr.  Butler.  Yes.  sir. 

Mr.  Jacx)wat.  Wnere  I  agreed  to  sell  a  certain  grade  of  cotton  and 
could  not  deliver  it,  that  was  settled  by  the  commercial  difference  be- 
tween the  grade  I  agreed  to  deliver  and  the  one  I  did  deliver? 

Mr.  Butler.  Yes,  sir;  exactly.  It  might  not  have  met  with  your 
approval,  you  understand. 

Mr.  Jacoway.  Certainly.  Now,  if  I  were  dissatisfied  with  that 
decision  I  had  to  write  to  the  Secretary  of  Agriculture  here  ? 

Mr.  Butler.  Yes ;  to  the  Secretary  of  Agriculture  at  Washington. 

Mr.  Jaoowat.  And  that  is  the  law  to-day  ? 

Mr.  Butler.  That  is  the  law  to-day  under  which  we  operate. 

Mr.  Jaoowat.  Now,  you  spoke  about  the  Government  outlawing 
a  certftiii  number  of  grades.  They  were  reduced,  and  I  recall,  down 
to  about  10,  were  they  not  ? 


248  FUTURE  TRADING. 

Mr,  BuTiiEB,  Yes,  sir ;  the  contract  has  been  contracted  from  about 
30  down  to  about  10  grades. 

Mr.  Jaoowat.  Has  that  operated  to  the  benefit  of  the  farmer,  or  is 
it  a  detriment  to  him? 

Mr.  Butler.  I  am  of  the  opinion  that  the  contracting  oi  the  con- 
tract has  been  detrimental,  but  it  has  not  been  to  a  great  extent,  es- 
!)ecially  because  we  have  been  under  such  abnormal  conditions  that 
ow-grade  cottons  have  not  been  in  demand,  ncA  due  to  their  intrinsic 
value  but  to  war  conditions  and  labor  conditions. 

Mr.  Jacoway.  Have  you  ever  known  a  greater  demand  for  low- 
grade  cotton  than  there  is  to-day,  if  we  only  had  some  way  of  regu- 
lating the  exchanges  and  getting  the  cotton  to  the  people  abroad 
who  consume  it? 

Mr.  Butler.  Why,  yes;  we  have  had  a  better  demand  for  cotton. 
I  can  not  say  that  to-clay  we  have  the  best  demand,  but  I  am  pretty 
much  of  your  opinion,  that  the  demand  for  many  grades  of  cotton, 
and  even  low  grades 

Mr.  Jacoway.  I  am  speaking  of  the  low  grades  that  we  have  the 
most  of. 

Mr.  Butler.  I  could  not  say  that  that  is  a  fact;  I  have  not  can- 
vassed the  market  abroad  sufficiently  to  know  that.  But  I  do  believe 
that  the  demand  for  all  cottons,  owing  to  .the  devastation  of  war,  is 
very  great  abroad,  and  it  is  simply  a  question  of  financing,  abso- 
lutely. 

Mr.  Jacjoway.  Then  what  is  the  tro,uble,  if  it  can  not  be  sold  ?  I 
yould  like  for  you  to  explain  that  for  me. '    ^ 

Mr.  Butler.  It  simply  can  not.  be  sold,  si^r.  on  Recount  of  the  de- 
preciation in  foreign  exchange.  In  central  ifeurope  to-day  they 
could  pay  out  40  cents  for  cotton — cQttori  was  cheaper  to  them  at  4S 
cents  tnat  it  is  at  15  cents,  in  their  money. 

Mr.  Jacoway.  What  does  it  cosj;  to  geJt  a  bale  of  cotton  from  h^ere 
to  Germany  ? 

Mr.  Butler.  Why,  the  appro:ximate  cost  to-day— th^  fifeight  is  50 
c^nts.    The  insurance  is  about  1  per  cent  on  1'5  cents — ^Ihat  is  55  cents. 
Then  the  tare  of  the  cotton  is  6  per  cent.    It  would  cost  about  2P^ 
points,  roughly. 
,  Mr.  Jacoway.  That  would  be  $10  a  baj^^  ? 

Mr.  Butler.  Yes,  sir. 

Mr.  Jacoway.  Then  if  we  sold  cotton  over  ^there  what  ij^ould  the 
lowest  grade  of  high-grade  cotton  sell  for  here?  Just  draw  your 
deductions  from  your  reasoning. 

Mr.  Butler  I  think  it  was  quoted  at  9  cents,  low  middling  cotton, 
for  instance,  which  is  the  lowest  recognized  grade  on  contract.  There 
are  a  lot  of  other  things  which  enter  into  Uiat.  Its  intrinsic  value, 
according  to  the  statistics  of  the  Bureau  of  Markets,  is  ^bout  5  per 
cent  under  middling,  and  at  15  cents  a  pound  that  would  only  be  75 
points,  you  see,  and  it  is  selling  at  son^ejtoing  like  5Q0  off  iji  the  open 
market.    You  can  buy  it  in  Texas  to-day  at  8  cents. 

Mr.  Jacoway.  Take  the  supply  of  low-grade  cotton  the  world  over 
and  the  demand  for  it,  ought  not  low-grade  cotton  to  be  worth  on 
the  market,  say,  from  20  to  25  cents  a  pound  ?      .       . 

Mr.  Butler.  For  low-grade  cotton  ? '  Why,  if  the  farmer  were  to 
get  anything  like  the  cost  of  production  it  certainly  should. 
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ilr.  Jacx^wax.  I  am  asking  about  its  value  under  the  law  of  supply 
and  demand. 

Mr.  BuTLEK.  Why,  the  law  of  supply  and  demand  is  not  operating. 
I  can  not  answer  until  I  know  what  the  demand  is  to-day.  It  is  im- 
possible to  state  what  the  demand  would  be ;  it  is  only  surmise  on  our 
gart,  I  ana  rather  of  the  opinion,  the  same  as  you,  that  if  we  could 
nance  we  could  have  sold  tne  whole  of  the  cotton  crop,  and  also  the 
sugrar  crop  and  the  rice  crop  and  all  the  rest  of  our  crops  that  have 
ileclined,  but  that  law  is  not  operating.  It  is  throttled  by  foreign 
exchange  and  the  impoverishment  of  those  countries  and  their  in- 
ability to  pay. 

Mr.  Jaooway.  This  is  the  first  time  in  the  history  of  our  country 
that  we  could  not  borrow  money  on  cotton  and  sell  it  ? 

Mr.  Butler.  I  quite  agree  with  you.  In  1907  it  was  the  balance  of 
trade  and  the  panic  that  year.  More  gold  came  over  for  cotton  than 
anvthing  else. 

The  (SiAiKMAN.  Mr.  Butler,  I  understood  you  to  say  that  the  con- 
tracts were  fair  alike  to  the  buyer  and  to  the  seller.  Would  you  mind 
stating  exactly  what  the  terms  of  the  contract  are? 

Mr.  BxTTLER.  The  form  of  contract  reads  that  in  consideration  of 
so  much  you  agree  to  buy  50,000  pounds,  in  about  100  square  bales  of 
cotton,  for  delivery  on  such  and  such  a  date,  in  accordance  with  tho 
Unitea  States  cotton  futures  act,  section  5.    The  sellep  has  to  agree  to 
live  up  to  that,  and  so  does  the  buyer. 
The  Chairman.  Would  you  mind  stating  what  section  5  is? 
Mr.  VoiGT.  Is  the  place  of  delivery  specified  in  that  contract  ? 
Mr.  BuTLEB.  Yes.    This  is  the  Louisiana  contract ;  it  is  stated  to  be 
in  New  Orleans. 
The    Chaihman.  Will  you  mind  stating  what  that  section  is? 
Mr.  BuouEB.  I  could  not  state  the  law ;  ^t  is  a  paatter  of  record. 
The  Chaibman.  If  grades  other  than  the  contemplated  grades  are 
delivered,  what  happens  ? 
Mr.  BuTLEB.  The  grades  are :  Low  middling,  middling,  strict  mid-: 

dling,  ^ood  middlinc;,  good  middling  stained  and  tinge<f 

The  Chairman.  Ijow  many  grades  in  ajl  ? 
Mr.  BuTUEB.  Ten. 

The  Chaibman.  Are  there  any  subgrades? 

Mr.  BuTUEK.  Oh,  the  half  graaes  are  deliverable  within  that  radius.. 
Strict  low  middling  is  deliverable. 

Mr.  HuMNGS.  What  arrangement  do  you  have  in  the  exchange 
there  for  cotton  that  is  delivered  locally  in  Njew  Orleans  if  you  want 
to  have  it  delivered  at  New  York  instead  ? 

Mr.  BmxEB.  Why,  the  Government  certificates  of  grade  are  inter- 
changeable, under  certain  regulations  imposed  by  the  Bureau  of 
Markets. 

The  Chaibman.  That  is  what  I  would  like  to  have  you  explaii). 
How  are  the  differences  settled  in  case  of  dispute  ? 

Mr.  BuTLEB.  The  differences  are  put  on  the  cotton — the  existing 
differences  quoted  in  the  New  Orleans  spot  market  of  the  date  of  issu- 
ance of  the  notice  of  delivery. 
The  Chaibman.  It  is  the  actual  commercial  difference? 
Mr.  BtTTLER.  The  actual  commercial  difference ;  yes,  sir. 
The  Chairman.  Are  you  familiar  with  the  organization  of  the 
grain  exchanges?   ' 
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Mr.  Butler.  No,  sir;  I  do  not  know  how  the  grain  is  quoted, 
whether  it  is  fixed  or  commercial.  But  in  that  respect  I  would  like  to 
state  how  our  market  is  quoted.  The  New  Orleans  cotton  market  is 
quoted  by  three  paid  disinterested  classers,  in  connection  with  a  man 
employed  by  the  Bureau  of  Markets.  Tney  go  to  every  buyer  and 
seller  m  the  market  and  find  out  what  cotton  is  sold  and  what  price  it 
is  sold  for,  and  then  they  class  it  rapidly  and  decide  whether  the 
market  is  up  or  down.  They  also  have  the  right,  in  case  of  restricted 
or  limited  sales,  to  take  into  consideration  bona  fide  bids  or  offers. 

The  Chairman.  The  Secretary  designates  not  less  than  five  mar- 
kets? 

Mr.  Butler.  Not  less  than  five ;  yes,  sir. 

The  Chairman.  And  it  is  the  closing  quotations  that  govern,  is  it  ? 

Mr.  Butler.  Why,  the  actual  sales  made  in  that  market  that  day 
are  what  govern  in  New  Orleans.    We  take  the  actual  sales. 

The  Chairman.  In  the  cotton  exchange  the  condition  is  ascer- 
tained by  the  Secretary  ? 

Mr.  Butler.  No,  sir. 

The  Chairman.  He  ascertains  the  cash  market — the  value  or  the 
commercial  difference? 

Mr.  Butler.  No,  sir ;  it  is  made  by  the  board  of  classers  of  the  New 
Orleans  Cotton  Exchange,  who  are  three  paid  disinterested  employees, 
not  members  of  the  exchange  and  under  the  jurisdiction  of  no  com- 
mittee, except  the  board  of  directors,  who  only  have  the  right  to  dis- 
charge them. 

The  Chairman.  Let  us  see.    Here  is  section  7 : 

Provided,  That  In  case  dispute  arises  between  the  person  making  the  tender 
and  the  person  receiving  the  same  as  to  the  classification  of  any  cotton  tendered 
under  the  contract,  either  party  may  refer  the  question  of  the  true  classifica- 
tion of  said  cotton  to  the  Secretary  of  Agriculture  for  determination,  and  that 
such  disputes  shall  be  referred  and  determined  and  the  cost  thereof  fixed,  etc 

That  would  indicate  that  the  Secretary  ascertains  the  commercial 
differences. 

Mr.  DxjpRE.  That  is  the  same  question,  Mr.  Butler,  that  Mr.  Jaco- 
way  was  asking  you  about  the  matter  of  adjustment. 

Mr.  Butler.  Oh,  I  did  not  quite  catch  your  question,  Mr.  Chair- 
man. In  case  of  d.ispute  the  matter  is  reierred  to  the  Secretary  of 
Agriculture;  yes,  sir;  and  he  finally  settles  it  upon  the  differences 
promulgated  on  the  market  that  day  in  New  Orleans. 

The  Chairman.  You  do  not  have  fixed  differences? 

Mr.  Butler,  We  never  have  had  fixed  differences  in  New  Orleans; 
there  were  in  New  York  up  to  the  passage  of  the  act ;  yes,  sir. 

The  Chairman.  Who  determined  it  then? 

Mr.  Butler.  Why,  our  market  was  quoted — before  the  passage  of 
the  act  we  quoted  our  market  by  five  members  of  the  exchange ;  three 
were  buyers  of  cotton  and  two  were  factors  or  sellers.  They  fixed 
the  price  and  the  differences. 

The  Chairman.  That  is  practically  the  same  as  the  exchange  fixing 
the  differences,  is  it  not? 

Mr.  Butler.  In  those  days  it  was;  yes,  sir.  But  they  were  subject 
to  change  daily.  That  was  in  the  ola  days,  Mr.  Chairman ;  that  was 
before  the  passage  of  the  act.  The  distinction  made  between  com- 
mercial conditions  as  you  have  analyzed  them  and  fixed  differences 
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is  this,  that  the  difference  was  fixed  for  a  period  of  time,  but  ovlt^ 
were  never  fixed  for  a  period  of  time,  but  were  subject  to  change  every 
day  by  members. 

The  Chairman.  The  difference  was  this:  Before  they  were  fixed 
by  the  interested  parties? 

Mr.  Butler.  Yes,  sir. 

The  Chairman.  And  after  that  they  were  fixed  by  the  Govern- 
ment? 

Mr.  Butler.  Quite  true. 

The  Chairman.  Or  a  disinterested  party  ? 
Mr.  Butler.  Yes,  sir. 

The  Chairman.  As  I  understand  you,  you  are  in  favor  of  a  dis- 
interested party  or  the  Government  fixing  the  differences,  so  that 
there  may  be  actual  commercial  differences,  not  arbitrary  differences 
fixed  by  Congress  ? 

Mr.  buTLER.  Absolutely — ^well,  that  is  what  we  have  down  in  New 
Orleans.  We  have  had  three  paid  employees,  besides  the  Govern- 
ment men,  who  aid  us  in  connection  with  our  quotations. 

The  Chairman.  What  have  you  to  say  as  to  the  contention  that 
nobody  anticipates  delivery  in  buying  a  contract? 

Mr.  Butler.  If  it  is  not  the  grade  that  he  contemplates  when  he 
contracts  it? 

The  Chairman.  The  contention  is  that  some  grade  is  tendered  that 
is  not  a  tenderable  grade  or  not  desired  by  the  purchaser. 

Mr.  Butler.  It  is  objectionable ;  it  can  not  be  tendered. 

The  Chairman.  It  can,  provided  it  comes  within  the  10  grades? 

Mr.  Butler.  Yes,  sir;  that  is  a  risk  that  the  man  buying  the  con- 
tract must  assume.  He  knows  before  he  enters  into  it  just  what  he 
is  doing. 

The  Chairman.  Would  it  not  be  much  fairer  to  limit  the  grades 
deliverable  on  a  contract  ? 

Mr.  Butler.  No,  sir. 

The  Chairman.  I  Inean  as  to  the  buyer;  I  am  not  talking  about 
the  exchange. 

Mr.  Butler.  No,  sir.  Under  section  10  you  can  trade  in  specific 
contracts  imder  the  act.  The  act  provides  for  trading  in  specific 
contracts.  If  you  want  to  buy  one  grade,  and  you  can  get  anybody 
to  sell  it  to  you,  you  can  trade  in  it. 

The  Chairman.  I  am  talking  about  the  spinner  who  actually  wants 
to  use  the  cotton.  He  has  to  manufacture  a  certain  grade  of  goods 
which  reijuires  a  certain  grade  of  cotton.    As  I  understand  it,  the 

fractice  is  to  deliver  something  that  he  can  not  use,  for  that  often 
appens. 

Mr.  Butleb*  That  does  not  follow ;  that  is  not  a  matter  of  record 
in  the  last  few  years.  The  record  will  show  that  more  good  cotton 
has  been  tendered  than  low-grade  cotton.  Cotton  averaging  above 
middling  has  been  tendered  rather  than  cotton  averaging  below. 
Bnt  the  contract  can  not  be  made  to  suit  any  one  specific  spinner. 

The  Chairman.  The  grade  above  may  be  just  as  objectionable  to 
him  as  the  grade  below  ? 

Mr.  Butler.  Absolutely;  to  the  man  that  uses  low  grades  it 
would  be. 
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The  Chairman.  Would  it  not  increase  the  value  of  the  contract  if 
it  required  the  specific  grade  to  be  dilcvered — I  mean  as  to  the 
spinner  ? 

Mr.  Bu7LEK.  No,  sir ;  I  do  not  think  so.  It  would  not  be  traded  in. 
It  would  command  such  a  premium  that  the  demand  would  be  con- 
tracted and  they  would  not  trade  in  it. 

The  Chairman.  Now  you  are  speaking  fi*om  the  standpoint  of  the 
exchange  ? 

Mr.  Butler.  No,  sir;  I  am  speaking  from  the  standpoint  of  the 
trade.  The  exchange  itself  do^  not  deal  in  cotton ;  it  is  only  a  place 
where  the  trade  buys  in  cotton. 

The  Chairman.  It  is  the  medium  ? 

Mr.  Butler.  It  is  the  medium ;  yes,  sir.  The  perfect  contract  would 
be  one  that  you  would  never  deliver  or  Receive  a  bale  of  cotton  on.  It 
would  pay  you  just  as  well  to  buy  it  in  the  open  market  and  sell  out 
your  hedge  and  buy  exactly  what  you  want. 

The  Chairman.  But  that  is  a  double  transactio^;  you  would  sim- 
plv  have  to  sell  what  you  have  and  pjiy  what  you  need  ? 

Mr.  Butler.  Yes,  sir ;  but  the  copt^act  is  used  primarily  for  insur- 
ance purposes.  It  is  only  a  hedge  against  forward  transactions. 
Kather  than  bujr  the  cotton  aifd  pay  the  storage  and  insurance  and 
other  charges  it  is  much  more  economical  to  buy  against  the  material 
you  have  sold  for\yard;  or  if  you  think  cotton  is  reasonably  cheap, 
buy  the  cotton  and  sell  the  contract,  to  protect  you  against  the  decline 
in  cotton. 

The  Chairman.  Jf  you  were  ^  spinner  and  I  entered  into  a  contract 
to  deliver  a  certain  number  of  bales  to  you  on  a  certain  date,  wouldn't 
you  prefer  that  particular  grade  of  cotton  which  you  need  in  your 
business? 

Mr.  BuTfiBB.  That  is  what  I  am  doixig  all  the  time ;  that  is  my  busi- 
ness. 

The  Chairman.  I  am  asking,  if  you  were  a  spinuer  aAd  desire  the 
cptton. 

Mr.  Butler.  He  can  not  buy  just  the  grade  he  wants ;  he  must  take 
o^e  qf  the  10  grades  provided  under  the  act. 

I'he  Chairman.  And  that  is  just  isvhere  the  trouble  comes  in? 

Mr.  ]$pTL?iR.  No ;  there  is  not  ^ny  trouble  about  that.  The  act  fur- 
ther provides  that  he  can  buy  any  grade  he  w^nts  if  He  can  find  any- 
body to  sell  i};,  but  the  spinner  won't  pay  the  premium  which  the  seller 
wdmd  demand  for  selling  him  that  contract. 

The  Chairman.  If  you  would  limit  it  to  one  ^ade,  you  would  prac- 
tically reduce  it  to  a  spot  transaction. 

Mr.  Butler.  Then  1  might  sell  him  three,  or  two.  He  can  just  as 
Tpell  trade  in  two  or  three  over  th(it  ring  as  one.  It  would  not  be  any 
difference  to  us  if  we  sell  it  to  him  at  the  prevailing  differences. 

The  Chairman.  But  by  providing  for  the  delivery  of  the  cpntract 
grade,  or  one  below  or  one  above,  would  it  not  be  possible  to  operate  ? 

Mr.  Butler.  No,  sir;  it  would  so  restrict  the  trading  that  trading 
i^  futures  would  become  so  small  as  to  become  readily  manipulated 
and  as  to  be  useless. 

The  Chairman.  Then  the  limiting  of  the  grades  restricts  the  opera- 
tion? 

Mr.  Butler.  Absolutely.  Besides,  it  bars  the  farmer.  It  would 
not  include  the  bulk  of  the  cotton  grown,  and  any  contract  which 
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does  not  include  the  bulk  of  the  cotton  grown  is  certainly  iiot  ^  fair 
<»ntract-  The  contract  can  not  simply  Benefit  the  spinner  or  benefit 
the  fanner ;  it  must  be  fair  alike  to  both  buyer  and  seller. 

The  Chairman.  Then  the  protection  given  to  the  buyer  is  simply 
guaranteeing  the  commercial  differences  instead  of  tne  fixed  dii- 
lerences  ? 

Mr.  BxjTLER.  Yfes,  sir. 

The  Chairman.  And  to  guarantee  to  deliver  one  of  the  10  grades? 

Mr.  Butler.  Or  all. 

The  Chairman.  One  of  them  or  all  ? 

Mr.  BrrrLER.  Yes,  sir. 

The  Chairman.  You  would  not  be  in  favor,  then,  of  having  24 
grades*  as  is  the  practice  in  the  Chicago  exchange? 

Mr.  jBxjTiiER.  Well,  I  do  not  know  just  how  many  grades  of  grain 
tiit^re  are,  or  just  how  liquid  grain  is. 

The  Chairman.  How  many  grades  did  you  have  before  the  cotton - 
grading^act?  * 

Mr.  Butler.  Counting  subdivisions,  quarter  grades,  and  colors, 
I  think  they  averaged  ilbout  120. 

The  Chairman.  And  it  was  necessary  to  reduce  the  number  of 
grades,  was  it  not? 

Mr.  BtJTLER.  It  is  very  questionable  whether  it  was  necessary  to 
contract  them  as  much  as  was  done.  There  is  quite  a  contention  on 
that  point  in  the  exchange,  as  to  whether  the  present  contra(;t  is  not 
too  strong.  I  would  not  like  to  express  an  opinion  on  that  at  the 
moment. 

The  Chairman.  It  gave  protection  to  the  buyer,  did  it  not? 

Mr.  BxTTLER.  Yes;  but  it  eliminated  the  farmer's  low  grades,  which 
he  accumulated  and  which  he  could  have  sold  and  delivered  on  con- 
tract. • 

The  Chairman.  Were  you  present  at  the  hearing  when  the  cotton 
futures  act  was  unde^  consideration  ? 

Mr.  BtiTLER.  I  did  attend  some  of  the  meetings ;  yes^  sir. 

The  Chaibman.  You  recall  the  cotitention  at  that  time.  The  spin- 
ners contended  it  was  impossible  to  get  suitable  cotton  under  their 
contract,  and  requested  that  the  number  of  ^ades  deliverable  should 
be  limited  to  a  certain  number? 

Mr.  BtTTLER.  Yes.  I  was  not  here  in  March,  l&W,  thongli ;  I  was 
not  at  that  meeting. 

Mr.  Lee.  What  per  cent  of  your  trades  are  appealed  to  the  Secre- 
tary of  Agricoltmre. 

Mr.  Butler.  There  has  been  a  very  small  percentage  appealed  to 
ihe  Secretary  of  Agriculture.  Hie  buyer  and  seller  have  become  ac- 
customed to  being  satisfied  with  the  decisions  of  the  representative 
of  the  Government  at  the  point  where  the  trade  ia  made.  You  see, 
the  Government  maintains  a  suboffice  in  New  Orleans  and  one  in 
New  York. 

Mr.  Lzas.  I  have  heard  that  there  was  k  very  small  percentage. 

Mr.  Butler.  Yes;  they  have  taken  it  as  the  laW; 

Mr.  DuFRE.  Tliere  is  no  legislation  pending,  is  I  underiftand  it, 
Mr.  Haugen,  to  increase  the  niunber  of  grades? 

Mr.  Butler.  No. 

The  Chairman.  There  is  no  limit  in  the  bill  introduced,  as  I  under- 
stand it. 


254  FUTURE  TRADING. 

I 

Mr.  DuPBE.  I  mean,  specialljr  to  increase  the  number  of  grades. 

The  Chairmak.  M^  contention  is  that  there  should  be  some  limit 
as  to  what  is  to  be  dehvered. 

Mr.  DuPRE.  I  mean,  in  the  matter  of  cotton  the  law  is  that  there 
should  be  10  tenderable  grades.  There  is  no  proposition  here  to  in- 
crease that  number. 

^  The  Chairman.  No  ;  but  I  am  trying  to  ascertain  the  advantage  of 
limiting  the  grades.  I  believe  that,  in  justice  to  all  concerned,  there 
should  be  some  limit  to  that. 

Mr.  Butler.  I  would  say  this,  that  the  grade  is  fairly  satisfied 
with  the  present  contract  as  it  has  operated  in  the  last  two  years. 
There  is  some  contention  that  the  contract  should  be  made  more 
comprehensive,  and  there  is  a  great  deal  of  opposition  on  the  other 
side. 

The  Chairman.  I  think  we  will  agree  about  this,  that  without  any 
specific  legislation  the  buyer  is  absolutely  at  the  mercy  of  the  ex- 
cnanges.  They  fix  their  own  rules  as  to  tRe  grades  deliverable  and 
as  to  differences. 

Mr.  Butler.  Well,  that,  of  course,  can  not  be  so  in  the  cotton  ex- 
changes; they  are  reflated. 

The  C!hairman.  And  that  regulation  has  improved  the  conditions? 

Mr.  Butler.  We  do  not  contend  that  the  contract  has  not  been  im- 
proved. 

The  Chairman.  And  we  are  trying  now  to  improve  conditions 
as  to^  ^ain.  If  there  has  been  improvement  as  to  the  cotton  futiu-es 
it  mi^t  be  well  to  take  that  into  consideration  in  framing  a  bill 
dealingwith  grain. 

Mr. Sutler.  Of  course  that  is  something  I  am  not  familiar  with; 
I  do  not  know  what  their  trade  conditions  are. 

The  Chairman.  I  take  it  you  arp  fairly  well  informed  as  to  the 
practices  of  these  exchanges  ? 

Mr.  Butler.  I  know  a  little  about  cotton  exchanges. 

The  Chairman.  You  are  a  practical  man.  What  is  the  difference 
whether  it  is  in  cotton  or  grain?  Does  the  same  rule  apply?  If  you 
are  a  spinner  and  you  buy  cotton  for  use  in  your  mill,  you  certainly 
want  some  choice  as  to  the  grade  to  be  delivered,  and  you  would  like 
to  have  something  to  say  about  it  in  determining  the  number  of 
grades  that  could  be  delivered,  and  as  to  the  difference  in  price  ? 

Mr.  Butler.  Well,  there  possibly  is  a  general  principle  underlying 
all  of  the  trading  in  different  conmiodities,  but  I  would  prefer  to 
leave  that  to  a  grain  man  to  discuss.  I  am  not  sufficiently  familiar 
with  it. 

The  Chairman.  But  you  are  familiar  with  the  operation  of  the 
cotton  exchange.  You  know  whether  it  has  been  an  advantage  in 
the  cotton  business. 

Mr.  Butler.  I  do  believe  that  the  condition  of  the  cotton  exchanges 
has  been  wonderfully  imj^roved  in  the  last  10  years. 

The  Chairman.  And  it  has  improved  in  this  respect,  that  it  has 
limited  the  number  of  grades  deliverable  on  a  contract? 

Mr.  Butler.  I  do  not  make  that  statement  broadljr,  that  that  has 
been  an  improvement.  But  I  do  believe  that  the  United  States  cot* 
ton- futures  act — the  fact  that  it  has  been  under  Government  super- 
vision is  an  improvement.    As  to  whether  we  should  have  10  grades 
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or  20,  as  other  people  contend,  I  do  not  know.  I  do  know  that  the  10 
grades  have  operated  fairly  satisfactorily  under  abnormal  conditions^ 
and  they  liave  only  been  in  practice  since  1919,  and  we  have  been 
under  abnonnal  conditions  during  all  that  time.  As  to  whether  they 
will  be  satisfactory  in  normal  times  I  do  not  know.  I  may  have  to 
come  up  here  and  ask  you  gentlemen  to  make  the  contract  broader. 

The  Chairman.  If  you  enter  into  a  contract  for  the  delivery  of  a 
certain  article,  do  you  not  believe  you  are  entitled  to  something  near 
what  you  contract  tor,  either  in  quality  or  in  quantity? 

Mr.  Bmx-BH.  Yes,  sir.  But  the  difference  at  present  is  only  two  full 
grades.  You  buy  middling,  and  you  can  get  either  good  middling 
or  low  middling,  which  are  the  two  grades  around  it.  And  any  cot- 
ton man  can  use  those.  He  can  go  out  and  sell  them  in  the  market 
if  he  does  not  need  them. 

The  Cel^ibman.  But  he  can  not  use  them. 

Mr.  Sun^ER.  Then  he  can  sell  them  for  exactly  what  he  gets  them 
for. 

The  Chaibmax.  I  understand,  but  you  must  also  take  into  con- 
sideration the  manipulation  in  the  different  grades. 

Mr.  BuTiaER.  But  the  more  you  contract  it  the  greater  the  manipu- 
lation would  be.  If  we  should  have  a  crop  disaster  so  that  only 
low  grades  would  be  deliverable,  nobody  would  sell  a  contract  if  he 
were  compelled  to  deliver  only  high  grade. 

The  Chaihman.  Suppose  you  were  a  miller,  delivering  only  a  cer- 
tain quality  of  flour,  advertising  it,  and  required  No.  1  or  No,  2 
wheat,  which  would  produce  the  particular  brand  of  flour  that  you 
make.  You  could  not  use  the  No.  6  or  No.  6  grade.  Would  you  be  in 
favor  of  accepting  No.  5  or  No.  6  ? 

Mr,  Btjtuer.  Of  course,  I  would  not  buy  the  contract  for  the  pur- 
pose of  completing  my  specific  contract ;  I  would  buy  the  contract  as  a 
price  insurance  and  protection  against  the  advance  in  wheat,  and 
when  the  time  came  for  me  to  buy  the  wheat  that  I  required  I  would 
sell  out  my  contract  and  buy  spot  wheat  and  get  exactly  what  I 
wanted. 

The  Chairman.  Then  you  believe  that  under  a  contract  for,  say, 
100  Percheron  horses,  100  jackasses  should  be  delivered? 

Mr.  BinxER.  No,  sir.  It  a  man  was  going  to  hedge  on  horses  and 
he  got  jackasses,  when  the  time  came  he  would  sell  them  and  buy 
horses. 

The  Chairman.  That  is  on  a  parity  with  the  other  proposition. 

Mr.  Bun-ER.  Not  exactly. 

The  Chairman.  Then,  as  I  understand  you,  nobody  contemplates 
delivery  on  any  contract? 

Mr.  "Butler.  No,  sir.  You  must  contemplate  delivery,  and  the 
party  buying  your  contract  must  buy  it  in  every  respect  the  same  as 
you  made  it,  and  somebody  must  ultimately  fulfill  that  contract. 

The  Chairman.  I  say,  they  buy  it  anticipating  that  they  will  sell 
their  contract  and  buy  the  actual  wheat  they  require. 

yir.  Butler.  The  contract  is  simply  used  as  an  insurance  against 
an  advance  or  a  decline. 

The  Chairman.  That  reduces  it  simply  down  to  a  speculation. 

Mr.  Butler.  No,  sir.  It  is  not  a  speculation,  it  is  to  guard  against 
speculation. 
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..  The  Chairman.  Nobody  can  go  into  the  exchange  alid  buy  any] 
thing,  any  certain  number  of  bales  or  bushels,  with  the  expectation 
of  gettting  exactly  what  he  bargains  for  or  anything  that  he  can  use| 

Mr.  Butler.  Why,  that  depends  entirely  on  what  he  can  use.  Ij 
it  is  within  the  grades  specified  by  the  United  States  cotton  future^ 
act  he  can  not  get  anything  else. 

The  Chairman.  And  he  will  get  on6  of  the  10  grades. 

Mr.  Butler.  He  may  get  them  all,  in  different  quantities. 

The  Chairman.  I  am  talking  about  the  contract;  what  can  h^ 
demand  under  that  contract? 

Mr.  Butler.  He  can  not  make  any  specific  demand,  except  to  kno^ 
that  he  is  required  to  take  those  10  gtades. 

The  Chairman.  He  can  demand  the  exact  number  of  pounds  5 
there  is  no  question  about  that? 

Mr.  Butler.  Yes. 

The  Chairman.  But  he  has  nothing  to  say  as  to  the  grade  oil 
quality  to  be  delivered? 

Mr.  Butler.  No,  sir. 

The  Chairman.  That  is  left  entirely  to  the  exchange? 

Mr.  Butler.  Let  us  put  it  the  other  way  arotind.  Suppose  yoii 
say  you  want  to  sell  only  three  grades  of  cotton,  and  I  am'  a  farmer 
and  1  do  not  produce  any  one  of  those  three  grades.  Haven't  I  <?ot 
the  right  to  sell  my  cotton  on  that  contract?  is  it  fair  to  me?  Say 
we  make  it  five  grades,  and  say  tiiose  five  grades  are  high  grades, 
all  of  them,  and  througn  weather  disaster,  over  which  I  had  no  con- 
trol, my  crop  would  turn  out  all  low  grade.  Then  1  could  not  de- 
liver my  crop. 

The  Chairman.  That  would  be  his  affair ;  if  he  entered  into  a  con- 
tract to  deliver  a  certain  grade  or  a  certain  number  of  bushels  or 
bales  he  must  live  up  to  that  contract. 

Mr.  Butler.  Yes,  sir.  But  would  it  not  be  equally  fair  if  the 
spinner  bought  his  contract  knowing  that  he  would  get  those  10 
grades,  or  why  should  he  enter  into  the  contract? 

The  Chairman.  There  is  a  difference  in  the  contract.  If  he  enters 
into  a  contract  of  that  kind  he  must  accept  it. 

Mr.  Butler.  Well,  that  is  the  proposition  to-day.  But  he  then  has 
a  further  privilege;  he  can  liquidate  that  contract  by  finding  a  third 

Earty  who  will  assume  the  same  conditions  that  he  assumed  when  he 
ought  the  contract,  and  buy  his  cotton  in  the  open  market.  In  the 
meanwhile  he  has  been  protected  against  an  advance  in  price  all  the 
time. 

The  Chairman.  That  simply  reduces  it  down  to  an  insurance 
proposition. 

Mr.  Butler.  That  is  It.  We  do  not  contend,  Mr.  Chairman,  that 
it  is  a  perfect  contract,  but  I  say  it  is  the  best  insurance  that  we 
have  to-day  on  cotton. 

The  Chairman.  That  is  exactly  the  point  I  wanted  to  get  at.  1 
am  glad  you  make  that  frank  statement. 

Mr.  Butler.  That  is  correct. 

The  Chairman.  But  you  were  saying  a  little  whil^  ago  that  the 
farmer  might  s^ll? 

Mr.  Butler.  That  is,  the  farmer  caiii  sell  equally  as  anybody  else. 

The  Chairman.  I  understood  you  to  say  he  could  not  sell  his  cot- 
ton. 
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Mr.  Bctler.  Yes,  sir;  on  the  contract.  The  farmer  might  have 
sold  his  cotton  on  contract  last  July.  Say  his  contract  matured  in 
December.  In  November  he  might  have  sold  his  cotton  to  even  bet- 
ter advantage  in  the  open  market  and  bought  back  his  contract. 

The  Chairman.  All  right;  the  farmer  can  sell,  but  the  spinner 
can  not  buy  what  he  wants. 

Mr.  Butler.  Oh,  yes ;  he  can. 

The  Chairman.  Jfot  according  to  that. 

Mr.  Butler.  It  all  depends  on  what  sort  of  mill  he  runs.  If  he 
runs  a  mill  that  uses  Egyptian  cotton  he  could  not  buy  American 
or  Indian  cotton,  but  if  ne  iised  the  grades  within  that  contract  h^ 
could  protect  himself  by  buying  that  contract. 

Mr.  Caraway.  With  the  permission  of  the  committee^  not  being 
a  member  of  the  committee,  I  just  want  to  ask  a  question  or  two. 
Did  I  understand  you,  Mr.  Butler,  to  say  that  the  restriction  of 
grades  hurt  the  farmer? 

Mr.  Butler.  I  am  rather  of  that  opinion,  Mr.  Caraway,  that  the 
restricting  of  the  OTades  will  hurt  the  farmer  materially. 

Mr.  Caraway.  You  think  the  present  cotton- futures  act  does  not 
benefit  the  farmer? 

Mr.  BtJTLER.  I  did  not  think  it  did. 

Mr.  Caraway.  It  hurts  him? 

Mr.  Butler.  I  am  rather  inclined  to  think  it  did. 

Mr.  Caraway.  It  helped  the  spinner? 

Mr.  Butler.  To  a  reasonable  extent. 

Mr.  Caraway.  Well,  if  any  benefit  came  from  it  to  anybody  at 
all  it  came  to  the  spinner. 

Have  you  read  the  speech  by  Senator  Comer,  of  Alabama,  on  the 
6th  day  of  May  last  year,  in  support  of  his  bill  to  force  delivery  of 
certain  high  and  low  grades? 

Mr.  Butler.  Yes,  sir.  I  do  not  know  what  the  specific  day  was, 
but  I  read  all  of  Senator  Comer's  speeches. 

Mr.  Caraway.  It  was  interesting,  wasn't  it? 

Mr.  Butler.  It  was  very  interesting. 

Mr.  Caraway.  Do  you  agree  with  him  that  they  manipulated  the 
exchanges  to  the  hurt  of  the  spinners  last  year?  That  your  own  ex- 
'hanj^e.  for  instance,  was  manipulated? 

Mr.  Butler.  No,  sir ;  I  do  not  agree  with  that. 

Mr.  Caraway.  He  made  that  statement. 

Mr.  Butler.  He  made  statements  to  that  effect,  I  believe ;  yes,  sir. 

Mr.  Caraway.  He  offered  in  evidence  cei-tain  actual  cotton  that 
was  tendered  him  through  some  firm  that  dealt  on  your  exchange  un- 
«ler  the  present  bill. 

Mr.  Butler.  No,  sir.  I  remember  just  what  you  refer  to — 100 
hales  of  cotton  received  through  Atkinson  &  Lowry,  on  the  New  Or- 
leans Cotton  Exchange,  and  100  received  through  Carpenter,  at  New 
York,  I  believe.  Those  were  under  the  old  contract,  not  under  the 
present  contract. 

Mr.  Caraway.  He  said  they  were  under  the  Smith-Lever  Act,  you 
know. 

Mr.  Butler.  Yes ;  but  not  as  amended — ^under  the  previous  Smith- 
Lever  Act. 

Mr.  Caraway.  Well,  it  will  not  do  any  good  to  flispute  about  that ; 
1  have  it  right  here. 
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Mr.  BuTi^ER.  I  know  it  very  well.  Am  I  not  correct  in  stating  that| 
it  was  a  contract  received  from  Carpenter,  in  New  York 

Mr.  Caraway.  Yes;  the  only  thing  you  are  not  correct  about  is 
that  the  cotton  was  received  under  the  present  cotton-futures  act. 

Mr.  Butler.  It  was  received  under  the  present  cotton-futures  act, 
but  not  as  amended  March  4, 1919.    It  was  under  the  old  act. 

Mr.  Caraway.  No  ;  he  says  he  got  it  under  the  present  act. 

Mr.  Butler.  Well,  he  is  mistaken.  If  you  will  read  the  date  o| 
the  contract  it  will  prove  that. 

Mr.  Caraway.  He  said  he  thought  the  exchanges  were  going  to 
function,  and  they  did  not;  that  the  poor  spinners  who  went  into  thel 
market  were  cleaned  out  under  the  manipulation  of  the  price.  He! 
said  the  price  was  fictitious  and  the  manipulation  was  injurious.! 
You  recall  that! 

Mr.  Butler.  Yes ;  I  remember  a  good  deal  of  that. 

Mr.  Caraway.  He  is  rather  a  big  contractor  or  spinner  of  cottonj 
is  he  not  ? 

Mr.  Butler.  Yes,  sir. 

Mr.  Caraway.  And  he  ought  to  know  what  he  is  talking  about  ? 

Mr.  Butler.,  Probably ;  from  a  mill  standpoint. 

Mr.  Caraway.  From  the  standpoint  of  a  buyer  of  future  cotton 
contracts,  he  ought  to  know? 

Mr.  Butler.  I  should  think  so. 

Mr.  Caraway.  He  owns  more  spindles  than  any  other  man  in  the 
South,  doesn't  he? 

Mr.  Butler.  I  do  not  know  that  to  be  a  fact. 

Mr.  Caraway.  Eight  mills,  as  I  recall ;  about  200,000  spindles. 

Mr.  Lee.  I  should  not  think  so,  Mr.  Caraway. 

Mr.  Caraway.  I  got  that  impression ;  I  know  he  is  a  very  extensive 
owner.  He  is  familiar  with  the  exchanges,  and  that  was  his  conten- 
tion, that  the  present  law  permitted  me  manipulation  of  the  ex- 
changes. Now,  had  his  biU  become  effective  it  would  have  made  the 
spinners  rich,  would  it  not? 

Mr.  Butler.  It  would  have  closed  the  exchanges  in  my  opinion. 
The  spinners  would,  I  think,  have  become  rich  by  the  operation  of 
combines  and  would  have  dictated  the  price  of  cotton  in  the  South,| 
just  like  the  price  of  cotton  was  dictated  in  1914,  when  cotton  sold 
at  6  cents. 

Mr.  Caraway.  Do  you  think  that  was  because  of  the  exchanges 
closing? 

Mr.  JButler.  I  think  that  had  a  lot  to  do  with  it.  Cotton  advanced 
from  the  day  the  exchange  opened. 

Mr.  Caraway.  If  the  exchanges  made  the  price  advance  what 
made  the  prices  fall  this  last  year,  1920?  The  exchanges  were  open 
all  the  time  and  cotton  fell  from  March  to  the  present  date. 

Mr.  Butler.  It  fell  due  to  financial  conditions  abroad,^  impover- 
ishment of  Europe,  decline  in  foreign  exchange,  the  inability  to  buy 
cotton,  and  the  lack  of  demand. 

Mr.  Caraway.  In  1914  the  exchanges  were  closed,  every  bale  of 
cotton,  that  we  formerly  exported,  was  kept  at  home  not  because  the 
exchanges  were  closed,  but  because  of  the  war  in  Europe. 

Mr.  IButler.  Yes,  sir;  certainly,  financial  conditions  were  dis- 
turbed again. 
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Mr.  Cabawat.  You  could  not  get  a  ship  to  carry  a  bale. 

Mr,  Bdtijsr.  There  were  lots  of  ships  in  1914 — freight  was  cheap 
in  1914.    Shipments  did  not  come  to  a  standstill  until  late  in  1915. 

Mr.  Casaway.  You  could  not  export  a  bale  in  1914. 

Mr.  Butler.  In  1914  we  exported  250,000  bales. 

Mr.  Caraway.  What  month  ? 

Mr.  BuTiiER.  We  started  in  the  month  of  October  and  exported  it 
to  the  end  of  the  year. 

Mr.  Caraway.  Cotton  low  prices  came  in  September  and  October. 

Mr.  BuTiiER.  The  exchange  closed  on  the  1st  of  August— the  day 
that  war  was  declared.    The  breaks  came  in  August  and  September. 

Mr.  Caraway.  You  will  recall  that  in  1914  we  grew  the  biggest 
cotton  crop  ever  grown.    The  crop  then  was  17,000,000  bales. 

Mr.  BuTiiER.  Yes ;  that  was  another  cause. 

Mr.  Caraway.  In  1920  we  grew  12,000,000  bales? 

Mr.  Butler.  Yes. 

Mr.  Caraway.  The  world  was  at  peace  and  there  is  no  stock  mar- 
ket now  at  all,  is  there  ? 

Mr.  Butler.  Oh,  yes ;  cotton  is  being  bought  every  day  in  limited 

Juantities,  not  as  freely  as  we  would  wish.    There  is  not  sufficient 
onand  to  absorb  daily  offerings.    We  had  to  carry  about  5,000,000 
bales  at  the  end  of  this  season. 

Mr.  Caraway.  I  wanted  to  ask  you:  You  spoke  about  the  fixed 
differences.  Under  the  old  method  the  difference  was  not  fixed  by  the 
exchange  but  was  fixed  for  a  certain  length  of  time  ? 

Mr.  Sutler.  It  was  fixed  by  the  exchanges,  too. 

Mr.  Caraway.  I  know ;  for  a  certain  length  of  time. 

Mr.  Butler.  Quite  right. 

Mr.  Caraway.  This  commercial  value  price  was  fixed  for  so  many 
davs? 

Mr.  Butler.  That  is  right. 

Mr.  Caraway.  You  speak  of  this  present  act  as  being  satisfactory 
to  the  trade.    What  do  you  mean  by  "  the  trade  "  ? 

Mr.  Butler.  By  the  trade  I  mean  the  fanner,  the  merchant,  the 
banker,  and  the  spinner. 

Mr.  Caraway.  Do  you  think  the  fanner  is  satisfied  with  the  present 
bill? 

Mr.  BuTLEB.  I  am  sure  those  who  are  familiar  with  it,  who  know 
anything  about  it,  are  satisfied — quite  certain. 

if r.  (JARAWAY.  I  had  a  brother  who  went  into  it  and  got  satisfied 
for  all  he  had ;  it  did  not  take  him  long  to  become  satisfied. 

Mr.  Butler.  I  would  say,  Mr.  Caraway,  that  there  are  probably  a 
great  many  people  who  lose  money  in  cotton.  The  percentage  of 
people  who  make  money  in  cotton  are  no  larger  than  in  other  fields  or 
in  other  lines. 

Mr.  Caraway.  You  do  not  apprehend  that  any  great  number  of 
farmers  actually  hedge  on  the  cotton  market  in  advance  of  their 
plantinj?. 

Mr.  Butler.  I  do  not  trade  to  any  great  extent  directly  with  farm- 
ers. I  do  not  know,  I  buy  from  the  factory  or  from  the  country 
merchant,  who,  in  turn,  trades  with  the  farmer. 

Mr.  Caraway.  On  your  exchange  there  is  not  any  considerable 
number  of  actual  growers  of  cotton  who  hedge? 
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Mr.  Butler.  No  ;  they  are  not  familiar  with  the  method  and  do  not 
take  advantage  of  it.  But  they  do  hedge  indirectly  through  the  cot- 
ton merchant,  who  takes  their  cotton  up  or  who  advances  against 
their  cotton.  He  does  it  for  them  to  a  very  great  extent  and  it  is  on 
the  increase  yearly. 

Mr.  Caraway.  He  advances  him  on  a  mortgage,  does  he  not? 

Mr.  Butler.  Yes;  a  mortgage  on  the  crop  or  plantation. 

Mr.  Caraway.  Or  teams. 

Mr.  Butler,  Yes. 

Mr.  Caraway.  That  is  not  hedging  on  your  exchange,  is  it  ? 

Mr.  Butler.  No,  sir. 

Mr.  Caraway.  lie  does  not  buy  the  cotton. 

Mr.  Butler.  Oh,  yes ;  he  has  an  assignment  of  the  cotton  against 
this,  and  he  in  turn  hedges  against  it. 

Mr.  Caraway.  Is  that  the  rule  of  Louisiana? 

Mr.  Butler.  That  has  been  the  rule  pretty  near  throughout  Louisi- 
ana and  Mississippi  for  a  good  many  years. 

Mr.  Caraway.  It  does  not  prevail  at  all  in  my  State.  It  did  not 
prevail  when  I  used  to  grow  a  little  cotton  in  Concordia  Parish  in 
your  State. 

Mr.  Butler.  I  am  told  in  the  western  country  it  does  prevail  to  a 
very  great  extent. 

Mr.  Caraway.  That  when  a  merchant  takes  a  mortgage  on  a  share 
cropper  who  is  going  to  grow  cotton  that  he  takes  the  assignment  of 
the  cotton  and  actually  sells  the  cotton? 

Mr.  Butler.  Yes.  He  has  the  cotton  assigned,  to  a  great  extent, 
and  the  land  and  everything;  he  gets  as  good  protection  as  he  can, 
1  think. 

Mr.  Caraway.  No  ;  he  takes  a  mortgage. 

Mr.  Butler.  The  bulk  of  the  crop  is  not  grown  that  way;  it  is 
grown  on  the  shares. 

Mr.  Caraway.  But  the  man  who  finally  takes  the  mortgage  on 
everything  he  has. 

Mr.  Butler.  Yes ;  including  the  cotton. 

Mr.  Caraway.  It  does  not  include  nor  does  it  contemplate  the  de- 
livery of  actual  cotton  to  him,  but  the  proceeds  of  it. 

Mr.  Butler.  That  is  not  the  way  in  our  country ;  it  is  not  the  way 
in  Mississippi.  In  Brookhaven  I  have  a  grood  deal  of  occasion  to 
trade,  and  I  know  the  methods  for  cotton  assignment.  Mr.  Bean  is 
from  Georgia  and  he  is  familiar  with  it. 

Mr.  Beak.  I  would  say  that  in  1909  cotton  was  rather  high,  com- 
paratively, and  there  were  several  hundred  thousand  bales  sold  by 
planters  and  merchants  and  farmers  to  my  knowledge  at  10  or  11 
cents,  and  the  market  got  around  14  or  16  cients  and  thev  did  not  de- 
liver but  laid  down  and  broke  most  all  the  dealers.  But  they  in- 
tended to  take  advantage  of  selling  cotton ;  they  sold  cotton  for  de- 
livery 60  or  90  days  in  the  future. 

Mr.  Caraway.  The  farmer  can  not  sell  on  60  or  90  days  when  he 
has  not  planted  his  cotton  crop. 

Mr.  Bean.  I  mean  in  the  summer,  when  thye  expect  it  to  oome 
along  and  get  cotton  in  September,  October,  <w  November. 

Mr.  Caraway.  He  did  not  sell  through  the  exchange;  he  went  to 
some  spinner  and  sold? 
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Mr.  Bean.  No,  sir ;  he  did  not ;  because  the  spinner  would  not  buy 
his  various  grades:  he  came  to  a  buyer. 

Mr.  Cabawat.  Dut  he  sold  you  specific  rates? 

Mr.  Bean.  No  ;  he  sold  me  basic  grades,  middlings. 

Mr.  Caeawat.  A  fixed  price  of  so  much  a  pound  for  any  he  might 
have,  general  run. 

Mr.  Bean.  The  differences  existed  at  the  time  of  delivery  ? 

Mr.  Caraway.  You  were  to  take  the  general  run,  but  the  price  was 
to  be  determined  when  delivered? 

Mr.  Bean.  No.  The  price  was  to  be  determined  at  the  time  of  the 
sale,  and  I,  in  turn,  immediately  went  to  the  future  market  and  sold 
contracts  against  him. 

Mr.  Carawat.  What  do  you  mean  by  "price  determined."  He 
had  a  certain  number  of  bales  of  cotton  of  fixed  grade  and  you  were 
to  pay  him  so  much  for  them? 

Mr.  Bean.  He  would  say  "  I  want  to  sell  200  bales  of  middling 
cotton."  "All  right;  middling  cotton  is  worth  10  to-day.  I  ^yill  bid 
10,  differences  existing  at  the  time  of  selling." 

Mr.  Caraway.  What  do  you  mean  by  that? 

Mr.  Bean.  If  strict  middling  was  worth  i  middling  was  worth  10, 
and  if  he  delivered  strict  middling  I  would  pay  him  lOJ. 

Mr.  Carawav.  Did  you  just  pay  him  the  money  or  receive  his  cot- 
ton? 

Mr.  Bean.  Received  his  cotton. 

Mr.  Caraway.  At  the  time  of  sale  you  paid  him  for  the  entire  cot- 
ton; you  gave  him  no  money? 

Mr.  Bean.  No,  sir. 

Mr.  Caraway.  But  he  has  to  have  money;  he  could  not  market 
his  crop  to  one  person. 

Mr.  Bean.  I  will  tell  you  what  he  did.  Here  is  what  he  did.  He 
made  this  contract.  We  entered  into  the  contract ;  I  simply  took  his 
word  for  it. 

He  was  a  good  man.  The  bank  investigated  him  and  said  he  was 
a  good  maUi  When  the  market  subsequently  went  up  and  the  time 
of  delivery  came,  he  did  not  deliver,  and  I  had  the  cotton  sold  to 
the  spinner  on  the  contract  and  I  had  to  take  the  loss. 

Mr.  Caraway.  You  went  and  sued  him  to  make  him  pay  you  ? 

Mr.  Bean.  No,  sir ;  I  did  not  collect  a  cent. 

Mr.  Caraway.  What  was  wrong  with  it? 

Mr.  Bean.  The  jury  some  how  or  other  did  not  see  fit  to  decide 
in  my  favor. 

Mr.  Caraway.  The  iury  did  not  approve  of  your  particular  plan 
of  doing  business  ana  settled  against  you? 

Mr,  Bean.  I  imagine  that  somewhere  near  500,000  bales  were  sold 
in  Georgia  for  delivery? 

Mr.  Caraway.  What  was  wrong  with  the  contract  that  is  was  not 
en  forcible? 

Mr.  Bean.  Some  got  judgmcent,  but  they  did  not  have  any  money. 

Mr.  Caraway.  What  was  wrong  with  your  contract  that  you  could 
Dot  enforce  it? 

Mr.  Bean.  I  could  not  enforce  delivery. 

Mr.  Caraway.  You  could  not  enforce  delivery,  of  course. 

Mr.  Bean.  We  could  get  judgment  all  right. 
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Mi".  Caraway.  And  then  could  not  collect. 

Mr.  Bean.  Very  often  they  did  not  have  anything  to  pay. 

Mr.  Caraway.  I  thought  you  said  the  jury  decided  against  you. 

Mr.  Bean.  Sometimes  they  did. 

Mr.  Caraway.  How  was  the  question  submittable  to  a  jury  if  you 
had  a  positive  contract? 

Mr.  Bean.  People  do  not  always  live  up  to  their  contracts. 

Mr.  Caraway.  But  you  had  positive  contract,  and  the  court  would 
construe  that  and  not  leave  it  to  a  jury. 

Mr.  Bean.  In  some  instances  the  court  did  and  in  some  instances 
it  did  not.  There  is  a  large  cotton  man  in  Burke  County  who  runs 
about  8,000  plows 

Mr.  Caraway.  8,000  plows? 

Mr.  Bean.  He  has  an  enormous  amount  of  land. 

Mr.  Lee,  Probably  800. 

Mr.  Bean.  It  is  big  enough. 

Mr.  Caraway.  That  would  be  quite  a  large  plantation. 

Mr.  Bean.  It  broke  him  that  way. 

Mr.  Caraway.  Which  broke  him,  the  growing  or  the  buying? 

Mr.  Bean.  Both.  I  think  failure  of  the  people  to  deliver  cotton 
practically  cost  him  all  of  his  fortune. 

Mr.  Caraway.  The  cotton  future  act  woud  have  nothing  to  do  with 
that  kind  of  a  transaction? 

Mr.  Bean.  Yes;  it  would.  The  J)uyer  of  cotton  could  not  buy 
unless  he  had  a  contract  market  to  protect  him. 

Mr.  Caraway.  If  you  had  a  contract  market  you  did  not  lose  any- 
thing, then? 

Mr.  Bean.  Sure,  I  did. 

Mr.  Caraway.  The  contract  market  did  not  protect  you.  How 
would  it  protect  anybody  else? 

Mr.  Bean.  It  would  protect  me  if  the  other  man  should  not  lay 
down. 

Mr.  Caraway.  Then,  in  contemplation  of  the  fact  that  he  did  lay 
down  you  lost.  The  future  contract  did  not  take  care  of  your  kind 
of  a  situation. 

Mr.  Bean.  Just  the  same  as  if  you  had  an  insurance  policy,  you 
died  and  the  company  would  not  pay. 

Mr.  Caraway.  Did  you  appear  before  this  committee  in  1919  in 
opposition  to  the  cotton  futures  act  or  in  support  of  it? 

Mr.  Bean.  I  was  not  here  in  1919 — no ;  i  was  not  at  that  time ;  I 
was  unable  to  attend  in  1916. 

Mr.  Caraway.  Did  you  furnish  a  brief? 

Mr.  Bean.  No,  sir. 

Mr.  Caraway.  You  expressed  no  opinion  about  whether  it  was 
good  or  bad  legislation  ? 

Mr.  Butler.  Not  that  year;  I  was  not  on  the  committee  I  was 
abroad  and  did  not  attend. 

Mr.  Caraway.  You  say  you  do  not  know  Mr.  Calvin  ? 

Mr.  BtjTLER.  Yes ;  I  do  know  Mr.  Calvin ;  I  did  not  make  that  state^ 
ment. 

Mr.  Caraway.  Do  you  know  whether  anyone  dealing  in  futures  evet 
financed  Mr.  Calvin's  appearance  here  before  this  committee? 

Mr.  Butler.  No  ;  I  do  not. 
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Mr.  Caraway.  No  member  of  the  exchange? 

Mr.  Butler.  I  do  not. 

Mr.  Caraway.  Did  you  ever  hear  that  that  was  true? 

Mr.  Butler.  No,  sir ;  I  never  heard  it. 

Mr.  Caraway.  Were  any  instructions  ever  sent  him  by  the  exchange 
or  any  member,  do  you  know  ? 

Mr.  Butler.  I  do  not  know. 

Mr.  Caraway.  Do  you  know  Mr.  Pope,  of  Texas? 

if r.  Butler.  I  do  not  know  him ;  no,  sir. 

Mr.  Caraway.  You  never  heard  of  him? 

ilr.  Butler.  I  have  heard  of  him. 

Mr.  Caraway.  What  did  you  ever  hear  about  him  ? 

Mr.  Butler.  He  is  connected  with  some  farmer's  union. 

Mr.  Caraway.  How  came  the  knowledge  of  this  fact  of  the  union 
to  the  exchange  ? 

Mr.  Butler.  I  do  not  sav  that  it  came  to  me  as  a  member  of  the 
exchange,  but  it  is  general  knowledge  among  those  buying  cotton. 

Mr.  Caraway,  Pope  sent  a  telegram  about  the  futures  act  from  New 
Orleans,  though  he  lived  in  Texas? 

Mr.  Butler.  Pope  f 

Mr.  Caraway.  Yes. 

Mr.  Butler.  I  do  not  know  it. 

Mr.  Caraway.  You  do  not  know  that  to  be  true? 

Mr.  Butler.  No,  sir. 

Mr.  Summers.  You  state  that  if  the  act  offered  by  Senator  Comer 
was  passed,  in  your  judgment,  it  would  have  put  the  exchanges  out  of 
business? 

Mr.  Butler.  Yes,  sir. 

Mr.  Summers.  Exchanges,  according  to  your  judgment,  could  not 
operate  if  they  were  limited  to  contracts  upon  which  specific  rates 
were  deliverable? 

Mr.  Butler.  No,  sir ;  they  could  not  operate. 

Mr.  Summers,  xou  stated  that  while  the  privilege  obtained  for 
dealing  in  specific  rates  through  your  exchange,  that  the  premium  that 
would  be  required  would  be  so  great  that  the  spinner  would  not  pay  it 
and  would  prefer  to  get  his  cotton  through  the  ordinary  cotton  mer- 
chant ? 

Mr.  Butler.  You  are  quite  right. 

Mr.  Summers.  Could  you  give  us  any  judgment  as  to  about  what 
the  premium  would  be,  as  a  practical  cotton  man  or  as  a  member  of 
the  exchange?  ^ 

Mr.  Butler.  It  would  depend  entirely  upon  what  time  of  the 
year  the  man  wished  to  make  that  contract.  For  instance^  if  a  man 
wishes  to  make  a  specific  grade  contract  for  good  middlmg  cotton 
in  the  month  of  May  before  it  is  grown,  and  I  do  not  know  what  the 
weather  conditions  are  going  to  prevail  at  the  time  of  harvesting, 
I  would  ask  him  a  material  premium  for  it.  If  he  asked  for  such  a 
contract  for  the  month  of  September,  which  I  had  to  deliver  to  him 
next  month,  and  a  certain  portion  oi  that  cotton  was  available,  my 
preminm  would  be  considerably  less,  and  our  spot  business  is  car- 
ried on  exactly  on  that  basis.  We  are  compelled  to  take  that  risk 
in  the  export  business,  and  it  depends  entirely  on  our  judgment  as 
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to  whether  they  are  good  or  bad  risks  as  to  the  amount  of  money  we  I 
make  or  lose. 

Mr.  Summers.  Members  of  the  committee  and  myself,  just  an| 
ordinary  Member  of  Congress,  do  not  quite  know  what  you  mean! 
by  "a  considerable,"  and  1  understand  full  well  your  difficulty,  too. 

Mr.  Butler.  Possibly  we  might  refer  to  the  record,  which  might 
be  an  example  of  what  it  could  be.  The  premium  on  good  middling! 
cotton,  we  will  say,  for  the  year  1912,  was  probably  about  50  points 
over  middling.  In  the  year  1918  it  sold  at  a  thousand  over  middling,! 
or  a  difference  of  $47.50  a  bale  preinium.  That  is  how  much  it 
fluctuated  during  the  war. 

Mr.  Summers.  That  is  a  i)remium  over  middling,  but  not  a  pre- 
mium over  middling  quotations  fixed  on  the  basis  of  conrmiercial 
difference.  If  you  were  discussing  this  matter  from  the  standpoint' 
of  making  a  specific  delivery  to  a  spinner,  is  it  ? 

Mr.  Butler.  I  do  not  quite  grasp  the  question.  That  is  a  premium 
it  would  bring  for  that  grade  of  cotton  over  middling  cotton  selling 
that  day.  We  would  sell  middling  cotton  at  that  discount — if  that  is 
the  answer. 

Mr.  Summers.  Let  me  ask  you  this  question:  If  on  a  date  in 
October,  middling  cotton  was  selling  along  about  15  cents — that  is 
the  basic  grade? 

Mr.  Butler.  Yes. 

Mr.  Summers.  And  the  spinner  should  want  to  make  a  contract 
with  you  through  the  future  board  for  a  thousand  bales  of  middling 
cotton,  how  much  premium  would  you  charge  to  make  that  sort  of 
a  contract,  above  the  contract  where  you  would  be  privileged  to  de- 
liver in  any  commercial  cotton  at  commercial  value  difference? 

Mr.  Butler.  Oh,  probably  25  to  100  points,  depending  entirely 
upon  what  the  outlook  was  ahead  in  the  next  three  or  four  months, 
by  the  time  he  wished  delivery.  It  would  depend  entirely  on  those 
things. 

Mr.  Summers.  Twenty-five  to  100  points? 

Mr.  Butler.  Yes. 

Mr.  Summers.  Would  you  mind  telling  us  under  the  ordinarj^ 
method  and  profits  of  the  cotton  merchant  how  much  they  woul^ 
charge  a  spinner  to  get  together  for  him,  say,  1,000  bales  of  middling 
cotton,  and  how  much  premium  above  the  quotations  on  the  future 
board  on  that  given  day  ? 

Mr.  Butler.  You  mean  wh^t  profit  the  ordinary  cotton  man  makes 
on  it? 

Mr.  Summers.  Yes. 

Mr.  Butler.  Whj,  I  should  think  under  present  conditions,  with 
the  risks  of  financing  and  of  storage  charges  and  congestion  that 
we  have,  the  cotton  men  work  on  an  average  of  $2  a  bale,  or  some- 
thing of  that  sort;  that  is,  they  start  out  with  that  prospect  in  view. 
They  very  often  wind  up  the  other  way,  but  on  the  average  that  is 
what  they  try  to  struggle  for,  something  of  that  sort.  I  think  the 
factorage  end  of  it  solaon  fixed  commission  is  1  or  2  per  cent,  where 
they  do  not  assume  the  risks. 

Mr.  Sanders  of  New  York.  Mr.  Butler,  we  have  heard  a  good  deal 
about  farmers.  As  a  matter  of  fact,  farmers  do  not  generally  ever 
sell  futures  against  their  cotton  crops  ? 

Mr.  Butler.  I  do  not  think  they  take  the  advantage  directly. 
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Mr.  Sanders  of  New  York.  As  a  matter  of  fact,  of  course,  the 
short  sellers,  owing  to  the  condition  of  cotton,  foreign  markets,  and 
all  that  sort  of  thmg,  are  in  a  better  position  to  determine  future 
markets  than  the  farmer? 

Mr.  Butler.  Yes. 

Mr.  Sanders  of  New  York.  The  result  is  that  he  sells  to  the  short 
market,  and  when  the  farmer  comes  to  sell  goods  the  market  drops 
and  there  is  no  market  for  it  because  he  has  anticipated  a  difference 
in  the  situation.    Is  not  that  generally  true? 

Mr.  BxTTLER.  That  is  not  exactly  the  situation. 

Mr.  Sanders  of  New  York.  But  in  this  situation. 

Mr.  Btrn^R.  That  is  not  absolutely  true ;  no,  sir. 

Mr.  Sanders  of  New  York.  In  other  words,  when  the  farmer  came 
to  sell  his  crop  he  found  it  short-sold  by  the  operator.  * 

Mr.  Butler.  No,  sir;  I  do  not  think  that  has  been  the  case  at  all 
this  year;  on  the  contrary,  the  farmer  in  Texas  began  to  sell  his 
cotton  in  August. 

Mr.  Sanders  of  New  York.    Spot  cotton  ? 

Mr.  Butler.  Spot  cotton,  right  from  the  inception  of  the  crop  in 
August.  We  bought  considerable  cotton  over  30  cents  a  pound  in 
August  and  September,  right  on  up  to  the  end  of  September,  and 
cotton  continued  as  the  crop  matured  and  the  weather  conditions 
improved,  and  the  crop  got  larger  and  larger,  and  the  lack  of  demand 
abroad  asserted  itself  due  to  financial  conditions.  People  bought 
cotton  on  every  decline,  thinlring  it  would  react  and  were  com- 
jjelled  to  hedge,  merchants  who  would  not  have  bought  a  bale;  of 
course,  the  farmer  found  he  had  more  cotton  than  there  was  any 
demand  for,  and  he  continued  to  offer  it  down  until  to-day  he  is 
offering  it  under  the  future  price  at  present.     '     ^ 

Mr.  Sanders  of  New  York.  Generally  speaking,  however,  the 
future  market  was  continuing? 

Mr.  Bxtfler.  The  future  market  visualizes  that  it  is  not  the  cause 
at  all — it  is  the  law  of  supply  and  demand. 

Mr.  Sanders  of  New  York.  Future  trading? 

Mr.  Butler.  It  is  due  to  the  fact  that  the  farmer  has  not  sufficient 
knowledge.  That  is  not  his  own  fault,  but  he  can  benefit  himself  by 
it.  and  all  the  other  factors  of  the  trade  are  sufficiently  informed  to 
take  advantage  of  it  and  buy  his  cotton,  such  as  the  country  mer- 
chant, who  would  not  buy  at  all.  I  believe  that  but  for  future  trad- 
ing: we  would  have  had  a  sheer  drop  of  5  or  6  cents. 

Mr.  Caraway.  If  the  farmer  were  to  go  in  and  take  advantage  of 
the  market,  who  would  stand  the  loss? 

Mr.  Butubr.  The  loss  is  shared  in  a  great  many  ways.  One  of  the 
biggest  standers  of  losses  in  the  cotton  market  is  the  exporter.  His 
cotton  is  always  on  the  wrong  side. 

Mr.  Carawat.  The  exporter? 

Mr.  Butler.  In  the  future  market.  That  is  rather  a  remarkable 
statement  to  make. 

Mr.  Caraway.  Why  does  he  keep  going  back  into  it  ? 

Mr.  BuTUBR.  I  wanted  to  answer  your  question  directly.  It  just 
struck  me  as  being  a  remarkable  statement  to  make  but  it  is  so,  and 
I  think  I  can  prove  it. 

^Ir.  Caraway.  If  one  man  makes  on  the  market  the  other  fellow 
must  lose  it ;  must  he  not  ? 
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Mr.  BuTLEB.  Yes,  sir. 

Mr.  Caraway.  That  is  self  evident? 

Mr.  Butler.  Yes,  sir. 

Mr.  Caraway.  Under  the  present  market,  who  is  the  beneficiary? 
The  farmer,  this  gentleman  said,  has  nothing  to  do  with  it.  Who  is 
the  beneficiary  under  the  present  market? 

Mr.  Butler.  It  is  very  difficult  to  say  who  has  been  the  beneficiarvj 

Mr.  Caraway.  The  spinner  never  loses  it  because  he  never  made 
such  profits  in  his  life  as  he  made  under  the  present  futures  act. 

Mr.  Butler.  That  was  on  last  year's  crop.  The  dividends  are  on 
the  previous  year. 

Mr.  Caraway.  The  spinners  have,  since  this  act  has  been  in  opera- 
tion, declared  the  biggest  dividends  ever  made.  They  have  not  lost 
anything,  have  theyf 

Mr.  Butler.  This  year  I  have  known  several  of  the  largest  failures 
ever  recorded  in  the  cotton  trade  abroad. 

Mr.  Caraway.  The  spinners  here  paid  the  biggest  dividends  they 
ever  have? 

Mr.  Butler.  Last  year? 

Mr.  Caraway.  Oh,  yes;  on  December  31  and  the  1st  day  of  this 
year,  together.    They  nave  not  lost  anything? 

Mr.  Butler.  No. 

Mr.  Caraway.  The  dealers  on  the  exchanges  have  been  selling  seats 
higher  than  they  were  ever  sold? 

Mr.  Butler.  No,  sir ;  they  declined  from  $15,200  in  July  to  $8,000 
in  the  last  few  days. 

Mr.  Caraway.  These  gentlemen  have  been  putting  in  the  record 
some  phenomenal  prices  of  seats. 

Mr.  Butler.  Not  on  the  exchanges — $15,000  was  the  highest. 

Mr.  Caraway.  That  is  New  Orleans? 

Mr.  Butler.  Yes. 

Mr..  Caraway.  New  York  seats  sold  up  around  $100,000. 

Mr.  Butler.  New  York  seats  sold  as  nigh  as  $26,000. 

Mr.  Caraway.  I  beg  your  pardon. 

Mr.  Butler.  I  beg  your  pardon ;  I  own  one  and  I  would  have  sold 
mine  at  $100i)00. 

Mr.  Lee.  One  is  the  stock  exchange  and  the  other  is  the  cotton  ex- 
change. 

Mr.  Caraway.  I  know  the  difference. 

Mr.  Butler.  The  cotton  exchange  has  never  sold  a  seat  at 
$100,000— $27,000  is  the  maximum. 

Mr.  Caraway.  I  would  like  to  read  you  what  Mr.  Comer  said  about 
exchanges.  You  said  I  was  wronff  about  it.  I  am  reading  from  the 
Congressional  Becord  of  May  8,  although  the  speech  was  made  May 
6  and  was  printed  in  the  Kecord  on  the  8th.  It  appears  at  page 
7272.  Answering  the  question  as  to  whether  exchanges  were  places 
to  sell  cotton  or  merely  places  to  insure,  Senator  Comer  said  [read- 
ing]: 

To  be  sure.  That  is  what  it  is  for.  That  is  its  function;  and  let  me  tell 
you,  Senator,  sfnce  you  have  brought  up  that  question,  this  last  year  we  all 
thought  that  the  Smith-Lever  biU  was  going  to  do.  We  aU  thought  the  amend- 
ment had  accomplished  its  purpose — 

He  is  talking  about  the  amendment — 

and  the  contract  market  went  along  smoothly  untU  last  fall    Last  summer 
and  early  fall  the  exchange  prices  were  running  along  with  the  spot  cotton 
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prices,  and  there  were  thousands  of  dealers  who  sold  middling  and  above  based 
on  the  exchange  price.  They  sold  cotton  and  then  bought  futures.;  but  in  less 
than  GO  days  there  was  a  revolution  in  the  exchanges.  Spot  middling  and 
above  advanced  from  200  to  300  points.  It  went  up  Just  like  this ;  and  those 
unfortunate  dealers,  trusting  your  law  for  protection,  had  sold  spot  cotton  mld- 
cUing  and  above,  basis  contract  middling,  depending  on  the  proper  functioning 
of  the  exchanges  because  of  the  last  amendment  to  the  Smith-Lever  bill  lodt 
tens  of  thousands  of  dollars,  all  because  the  exchanges  failed  to  function  as 
Mr.  Thompson  said  they  should. 

It  was  wrong,  it  was  wrong.  They  had  insured  in  the  exchanges.  They 
had  a  right  to  expect  the  exchange  to  function  in  the  way  the  law  intended 
they  should  function  and  the  right  to  believe  they  were  protected.  Not 
merely  in  my  section  of  the  country,  but  all  through  the  country  those  people 
^bo  trusted  in  the  exchange  market  as  it  existed  then,  and  sold  the  higher 
grades  of  cotton,  middling  and  above,  suffered  because  they  did  not  anticipate 
that  the  exchanges  would  t>ermit  this  great  difference  between  the  middling 
basis  snd  the  middling  spots — ^a  differenoe  that  was  factitiously  accomplished. 

That  is  what  he  said. 

Mr.  Butler.  That  is  not  according  to  the  records  in  the  exchanges. 
The  record  will  prove  that  the  contracts  sold  at  a  premium. 

Mr.  Caraway.  That  is  according  to  the  record  he  made. 

Mr.  Butler.  I  would  like  to  have  the  privilege  of  putting  in  the 
record  data  on  this  subject. 

Mr.  Carawat.  That  is  fair,  but  that  is  what  he  said. 

Mr.  Butler.  Every  year  since  March  4,  1919. 

Mr.  Caraway.  If  there  is  no  way  to  manipulate  the  exchanges,  why 
was  the  limit  of  200  pointy  fixed,  beyond  vj^hich  fluctuation  m  a  day 
mi^ht  not  extend  ? 

Mr.  Butler.  The  reason  that  a  limit  of  200  points  was^  fixed  was 
simply  that  under  abnormal  war  conditions  the  futures  market  is  a 
great  deal  more  sensitive  than  the  spot  market. 

Mr.  Caraway.  Very  sensitive  to  what? 

Mr.  Butler.  Sensitive  to  conditions  that  occur  with  the  world. 

Mr.  Caraway.  Sensitive  to  conditions  that  occur  on  the  exchanges? 

Mr.  Butler.  No  ;  not  upon  the  exchanges,  which  occur  in  the  world, 
such  as  the  1st  of  February  affair — the  declaration  of  unrestricted 
submarine  warfare  which  affected  the  price  of  cotton  materially  on 
that  day,  and  other  different  war  rumors.  It  was  a  war  measure 
suggested  by  the  Bureau  of  Markets  originally  and  adopted  by  the 
cotton  exchanges  later. 

Mr.  Caraway.  What  effect  did  it  have? 

ilr.  Butler.  It  had  the  effect  of  stabilizing  cotton  to  a  very  great 
extent. 

Mr.  Caraway,  If  they  had  cut  it  down  to  100,  would  that  have 
stabilized  it? 

Mr.  Butler.  No,  sir ;  that  would  not  have  been  a  suflScient  market  to 
allow  trading. 

Mr.  Caraway.  That  200  was  sufficient  ? 

Mr.  Butler.  Two  hundred  helped  sufficiently,  and  allowed  sufficient 
liquidation.  If  you  had  reduced  it  to  100  there  might  have  been 
100  decline  and  then  an  actual  decline  of  100  on  the  opening  next  day 
and  a  further  decline  of  another  100.  If  the  market  was  in  better  con- 
dition to  open  the  next  day. 

Mr.  Caraway.  So  the  object  of  the  future  exchanges-^ — 

Mr.  Butler  (interposing).  The  cotton  exchange  has  adopted  that 
rule  since  the  Government  abandoned  it,  both  here  and  in  New  York. 
We  do  not  allow  more  than  200  point  fluctuation. 
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Mr..  Caraway.  Who  does  it  benefit? 

Mr.  Butler.  The  whole  trade.  If  the  psychological  mind  of  th^ 
public  is  given  time  to  think  of  it  overnight,  that  is  better  than  to  be 
thrown  in  a  panic  up  or  down,  because  cotton  has  gone  the^  limit. 

Mr.  Carawat.  You  do  admit  that  the  psychology  of  trading  in  f  u-| 
tures  affects  the  market  ? 

Mr.  BuTiiER.  Undoubtedly. 

Mr.  Caraway.  And  therefore  it  would  depress  the  market  if  there 
was  an  abnormal  selling,  would  it  not? 

Mr.  Butler.  Yes ;  it  puts  it  up,  too,  for  a  while.  But  the  ultimate 
result  is  the  law  of  supply  and  demand.  It  will  temporarily  go  tooi 
high  or  too  low.  I  never  held  a  brief  that  it  is  perfect,  but  I  do 
not  know  anything  better  as  an  insurance  policy. 

Mr.  Caraiyay.  If  there  was  any  such  thing  as  concerted  selling, 
they  can  beat  the  market  down  ? 

Mr.  Butler.  For  a  while,  but  they  have  got  to  settle  eventually. 

Mr.  Caraway.  For  a  long  time. 

Mr.  Butler.  That  is  problematical ;  you  can  not  tell. 

Mr.  Caraway.  For  a  season. 

Mr.  Butler.  Oh,  no — no  chance ;  it  is  impossible.  There  has  never 
been  anybody  who  has  successfully  manipulated  the  market  and 
gotten  away  with  it  that  I  know  of.  They  have  all  gone  on  the 
rocks. 

Mr.  Caraway.  I  know,  but  they  put  a  good  many  people  on  the 
rocks  before  they  get  there.  * 

Mr.  Butler.  How  is  that  ? 

Mr.  Caraway.  They  put  a  good  many  people  on  the  rocks  before 
they  get  there? 

Mr.  Butler.  Before  they  tried  to? 

Mr.  Caraway.  No  ;  before  they  went  broke. 

Mr.  Butler.  That  may  be  true ;  there  may  have  been  some  unwise 
speculation  in  the  market  from  time  to  time. 

Mr.  Caraway.  Why,  if  you  c^n,  by  psychology  beat  down  the 
market  for  a  day,  week,  or  month,  was  it  an  unconcerted  movement 
which  kept  permanently  deflated — when  does  the  psychology  cease 
to  connect? 

Mr.  Butler.  For  the  simple  reason  there  is  no  power  of  mind — it 
would  only  cease  to  act  when  they  stop  growing  cotton.  You  might 
have  to  take  a  whole  crop  or  you  might  have  to  buy  two  or  three 
crops  or  may  have  to  deliver  two  or  three.  It  is  open  to  the  world, 
and  if  the  (demand  is  there  you  could  not  control  it  any  length  of 
time.    Whenever  there  is  a  new  crop  it  stops  that. 

Mr.  Caraway.  You  might  control  one  crop  ? 

Mr.  Butler.  It  has  never  been  attempted. 

Mr.  Caraway.  You  do  not  think  there  has  ever  been  any  attempt 
of  that  kind  ? 

Mr.  Butler.  No  ;  no  more  than  you  could  keep  Liberty  bonds  at 
83  for  the  next  20  years. 

Mr.  Caraway.  Have  there  not  been  raids  on  the  market? 

Mr.  Butler.  We  have  heard  those  rumors ;  I  have  never  known  of 
any  concerted  raids. 

Mr.  Caraway.  You  never  did  ? 
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Mr.  Butler.  I  have  known  of  people  becoming  panic  stricken  and 
everybody  trying  to  sell  at  a  time,  but  I  have  never  known  of  any 
concerted  action  to  depress  the  market  or  to  put  it  up. 

Mr.  Caraway.  If  the  future  market  can  either  depress  or  elevate 
the  market,  what  purpose  does  it  serve? 

Mr.  Butler.  It  serves  the  purpose  of  insurance,  with  this  neces- 
sary condition 

Mr.  Caraway  (interposing).  Who  furnishes  the  insurance  money 
iind  who  pays  the  losses? 

Mr.  Butler.  The  losses  are  paid  by  the  men  who  guess  wrong  on 
the  thing — why,  the  trade — ^the  men  in  the  trade,  plus  the  speculator. 
Ninety  per  cent  of  the  speculators  lose. 

Mr.  Caraway.  Mr.  Butler,  what  factor  influences  the  fixing  of 
future  markets  in  advance  even  at  the  planting  of  the  crop — I  am 
talkingnow  about  cotton. 

Mr.  Butler.  They  are  so  numerous,  I  would  not  like  to  undertake 
to  say  all  of  them — weather  condition  forecasts,  trade  demands 
ahead,  statistics  as  to  stocks,  and  numerous  other  conditions ;  world 
conditions,  finances,  freights,  and  so  on, 

Mr.  Caraway.  Weather  conditions  could  not  determine  it  when  the 
crop  is  not  planted,  could  it? 

Mr.  Butler.  Yes;  when  it  is  not  planted. 

Mr.  Caraway.  How? 

Mr.  Butler.  Oh,  they  have  to  have  proper  seasoning  in  the  ground 
long  before  the  next  crop  is  planted.  We  watch  the  weather,  what 
the  prospects  are  for  next  year,  what  are  the  purchases  of  fertilizer, 
what  the  crop  prospects 

Mr.  Caraway.  I  am  talking  about  the  weather,  not  the  fertilizer. 

Mr.  Butler.  Yes;  the  weather  conditions  do  enter — how  much 
snow,  and  the  rainfall  we  have  in  the  arid  sections  throughout  the 
winter. 

Mr.  Caraway.  Does  that  affect  it  through  the  winter? 

Mr.  Butler.  Absolutely,  adversely  or  favorably,  whether  these 
conditions  are  favorable  or  adverse. 

Mr.  Caraway.  They  do  not  grow  the  cotton,  then?  * 

Mr.  Butler.  No,  sir.  But  the  growing  oi  the  cotton  depends 
upon  these  conditions.  If  you  have  no  rains  in  west  Texas,  which 
is  an  arid  country,  it  is  dead  certain  that  you  are  not  going  to  pro- 
duce a  crop  there  next  year.    That  is  a  sure  thing. 

Mr.  Caraway.  And  those  conditions  determine  in  advance  of  the 
fact  that  you  do  not  know  how  many  bales  will  be  grown  ? 

Mr.  Butler.  Those  are  contributing  factors;  they  do  not  invari- 
ably govern. 

Mr.  Jacoway.  Suppose  a  spinner  goes  to  you,  as  a  broker,  and 
buys  from  1,000,000  bales  of  cotton,  we  will  say,  of  a  certain  grade. 
Now,  would  it  be  possible  for  him,  who  has  sold  that  cotton  to  go 
on  the  exchanges  and  beat  the  price  of  that  cotton  down  so  that  he 
could  get  it  just  as  cheap  as  he  could  or  below  the  price  at  which  he 
sold  to  you? 

Mr.  Butler.  No,  sir;  I  do  not  think  he  could.  That  would  be  an 
extraordinary  trade — a  million  bales.  We  have  had  as  much  as 
TjO.OOO^  but  never  more  than  that. 
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Mr.  Jacowat.  Say  250,000  bales— that  would  break  the  market? 

Mr.  Butler.  That  would  be  an  extraordinary  sale  in  a  day  for 
any  one  firm. 

Mr.  Jacoway.  How  many  bales  would  it  take  to  break  the  market  ? 

Mr.  Butler.  The  biggest  sale  my  firm  and  Anderson-Clayton  en- 
tered into  was  about  100,000  bales,  sold  to  the  Government  syndicate 
for  Czechoslovakia.  I  do  not  know  of  any  individual  sale  of  cotton 
anv  larger. 

Mr.  Summers.  I  am  just  speaking  of  the  policy  or  theory  of  that 
kind  of  a  transaction.  Would  it  be  possible  to  bear  the  market  much 
lower  than  they  sold  it  to  you,  and  would  not  that  give  to  the  farmer 
a  lowerprice  than  he  would  ever  have  received  ? 

Mr.  Butler.  He  would  have  to  control  a  number  of  factors  to  be 
able  to  succeed.  I  do  not  think  he  could  succeed.  Conditions  would 
have  to  be  entirely  favorable.  The  whole  world  would  be  against 
the  man  who  put  it  down ;  if  he  put  it  too  low  he  could  not  cover 
it 

Mr.  Jacjoway.  You  say  a  hedge  is  an  insurance  policy. 

Mr.  Butler.  Yes,  sir. 

Mr.  Jacx)way.  But  you  state  to  the  committee  that  that  is  an  insur- 
ance policy  to  the  man  who  raises  the  stuff? 

Mr.  Butler.  Yes ;  if  he  wishes  to  avail  himself  of  it  as  his  crop 
processes. 

Mr.  Jaooway.  I  am  talking  about  as  it  has  existed  in  the  past,  has 
it  been  an  insurance  policy  to  him? 

Mr.  Butler.  Yes ;  wherever  he  has  availed  himself  of  the  advanc- 
ing and  the  planting  market,  it  has  been,  or  he  has  secured  a  price  he 
is  willing  to  take. 

Mr.  Jaooway.  That  is,  where  he  would  buy  on  the  exchanges,  he 
has  a  hedge  ? 

Mr.  Butler.  Yes;  through  his  commission  merchants  or  broke^^; 
yes. 

Mr.  Jaooway.  Just  the  average  run  of  farmers  in  the  cotton  belt. 
812  cotton-growing  counties ;  they  do  not  go  on  the  exchanges  ? 

Mr.  Butler.  No  ;  many  of  them  do  not. 

Mr.  Jaooway.  If  he  does  not  go  on  the  exchanges,  then  is  this 
an  insurance  policy  to  him  ? 

Mr.  Butler.  Mr.  Jacoway,  I  would  not  buy  the  cottor  from  him 
if  I  did  not  have  the  insurance  policy;  he  can  do  it  directly  if  he 
wants  to  do  it. 

Mr.  Jacoway.  But  he  does  not  do  it? 

Mr.  Butler.  I  understand  that ;  but  if  you  take  it  away  he  could 
not  do  it  and  I  could  not  do  it. 

Mr.  Jacoway.  Then  it  is  not  an  insurance  policy  to  him? 

Mr.  Butler.  Then,,  the  country  merchant  will  buy  along  because 
he  can  insure. 

Mr.  Jacoway.  That  is  a  mistake  in  my  country. 

Mr.  Butler.  It  is  not  a  mistake  throughout  Mississippi  and  L#ouisi- 
ana.  Country  merchants  or  country  buyers  stimulate  cotton.  They 
sometimes  buy  enormous  quantities  over  and  above  what  they  have 
sold,  and  then  sell  futures  and  lose  considerable  money  on  the  futures, 
and  then  sell  the  cotton  at  a  price  on  the  futures  and  make  a  small 
profit  between  the  price  that  the  cotton  was  bought  as  compared  to 


FUTURE  TRADING. 


271 


the  futures,  and  the  price  at  which  the  cotton  was  sold  as  compared 
with  the  futures.  For  instance,  we  mi^ht  buy  at  80  on  futures  and 
sell  at  100  and  make  20  points.  The  trade  loses  the  bulk  of  the  money 
on  the  futures. 

Mr.  McLaughuk  of  Nebraska.  Where  there  is  an  insurance  and 
there  is  a  loss  somebody  pays  it.  Who  pays  the  loss  in  these  trans- 
actions ? 

Mr.  Butler.  Probably  the  speculative  public  pays  the  loss;  yet 
the  si>eculator  is  blamed  for  domg  all  these  thin^. 

MrVjAoowAT.  We  wiU  agree  they  pay  it  at  thf  time.  Who  pays 
it  ultimately? 

Mr.  Butler.  The  speculator  pays  the  bulk  of  the  losses. 

Mr.  McLaughlin  of  Nebraska.  It  is  not  passed  on  to  the  producer 
or  to  the  consumer? 

Mr.  Butler.  No.  The  speculators  pay;  some  producers  pay;  the 
trade  pays — all  of  them  do  not  make  a  success;  many  of  tnem  fail 
in  the  cotton  business. 

The  Chairman.  Thank  you,  Mr.  Butler.  Without  objection,  a 
copy  of  your  letter  to  Senator  Caraway  will  be  inserted  in  the 
record. 

JANrABY  12,  1921. 
Hon.  T.  H.  Caraway, 

Senator-elect  from  Arkansas,  Washinffton,  1),  C, 

Dear  Sib  :  Regarding  the  statement  of  Senator  Conner,  wliich  you  read  to  me 
from  page  7272  of  the  Congressional  Record  of  May  8,  1920 : 

"Mr.  Coheb:  To  be  sure  ♦  ♦  ♦  the  difference  that  was  fictitiously 
accomplished  " — 

I  b^  to  reply  as  follows : 

The  statement  is  erroneous,  and  I  wish  to  call  to  the  attention  of  the  com- 
mittee the  values  of  tjie  current  month  since  March,  1919,  as  recorded  In  the 
Xew  Orleans  future  market  and  its  comparative  value  to  the  quotation  of 
Middling  cotton  in  the  New  Orleans  spot  market  as  follows : 


Date. 


)bf  30,1910 
July  14, 1919 
Oct.  22, 1919. 
Dr.  ao,  1919 
'an.  22, 1920. 
Mar.  18, 1990 


Middling 

spotquiK 

tatian. 


CerUs, 
32 

34.25 
38.88 
40 

39.75 
41 


Current  contract 
month. 


May,  83.40  cents. 
July,  35.50  cents. 
October,  37.62  cents. 
December.  40.85  cents. 
January,  40.90  cents. 
March,  40.10  oents. 


The  above  tabulation  is  not  Intended  to  convey  the  idea  that  the  relation-^ 
sihip  between  spots  and  futures  exists  every  day  during  the  option  of  the' 
toonths  traded  in  but  does  conclusively  show  that  at  sometime  during  the 
life  of  the  option  the  close  relationship  between  spots  and  futures  actually 

exl.««ts. 

The  amendment  of  March  4,  1919,  to  the  United  States  cotton  futures  act 
from  the  foregoing  facts  appears  to  establish  the  extreme  relationship  between 
^•outracts  (future)  and  spot  quotations.  Any  effort  to  further  restrict  the  per- 
ci*ntage  of  the  grades  tendered  would  create  a  fictitious  value  for  contracts, 
uud  while  the  Comer  amendment  may  put  up  the  price  of  future  contracts, 
tiiey  would  be  of  no  value  to  the  trade  any  more  than  the  price  of  a  specialty 
like  sea-island  cotton  (which  Is  a  very  small  percentage  of  the  crop  grown) 
reflects  the  price  obtainable  for  the  great  bulk  of  the  cotton  grown. 

It  is  questionable  from  the  Illustration  above  whether  the  present  contract 
is  not  too  restrictive;  at  least  It  Indicates  that  all. thought  of  further  restrict- 
ing it  should  at  least  be  dispelled. 
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I  am  sending  a  copy  of  his  letter  to  Congressman  Dupr6,  of  LouLsiana,  re- 
questing him  to  enter  it  in  the  record  so  that  my  testimony  before  the  com- 
mittee last  Monday  may  be  complete. 

Respectfully  submitted. 

Bdw.  S.  Bittxer. 

The  Chairman.  We  will  be  glad  to  hear  from  Mr.  Stem. 

8IATEHENI  OF  MB.  ESGAE  B.  8IEBK,  OF  LEHMAN-STEBN  A  CO., 

mSW  ORLEANS,  LA. 

Mr.  Stern.  Gentlemen,  I  want  to  say  that  I  am  in  the  cotton  fac- 
torage business  as  well  as  in  the  cotton  futures  business,  and  my  in- 
terests are  altogether  in  favor  of  high  prices  for  cotton.  As  a  cotton 
factor  I  am  much  more  prosperous  when  my  clients  are  getting  good 
prices  for  cotton.  I  am  also  a  landowner,  and  as  a  Southern  land- 
owner I  naturally  want  the  highest  prices  for  cotton. 

I  want  to  say  in  that  connection,  and  also  with  some  experience 
in  banking  in  the  South,  being  a  director  of  a  national  bank^  that 
it  is  my  firm  conviction  that  if  this  system  were  destroyed  and  the 
cotton  exchanges  closed  up  it  would  be  a  calamity  to  the  South. 

I  am  convinced  that  this  system  of  price  insurance  is  absolutely 
essential  to  modem  business,  and  that  while  there  is  speculation,  it 
can  not  be  denied  that  the  net  result  of  the  whole  system  is  one  of 
tremendous  good  to  everybody  concerned,  including  the  producer. 
I  want  to  say  from  the  banking  point  of  view  for  one  thing,  that  if 
you  do  not  nave  hedging  in  cotton,  the  possibilities  of  buyers  of 
cotton  hedging,  that  you  could  not  have  anything  like  the  extensive 
buying  that  you  have  now.  A  great  manv  years  ago  the  buying  in 
the  South  was  controlled  by  a  very  few  nrms.  Gradually  that  be- 
came more  democratic ;  smaller  buyers  went  into  business  and  spread 
out  all  over  the  South.  Compresses  were  built  in  small  towns,  and 
the  banks  would  permit  these  small  men  to  deal  in  cotton,  therefore 
making  competition  at  every  point  where  competition  previously  did 
not  exist.  And  my  experience  as  a  banker  is  that  the  banks  could 
not  dream  of  financing  those  small  men  to  the  extent  they  do  if 
they  did  not  know  those  men  could  protect  themselves  against  price 
declines  by  using  the  future  market. 

I  want  to  say  further  that  I  think  it  is  a  great  mistake  to  attempt 
to  blame  the  cotton  future  system  and  the  cotton  exchanges  for  the 
recent  decline  in  cotton  in  the  last  few  months.  If  we  will  just 
take  the  analogy  of  other  innumerable  commodities  where  there  is 
"no  future  trading  we  can  see  that  the  declines  have  been  as  great 
and  in  some  cases  greater.  That  is  not  only  true  of  things  directly 
competitive  with  cotton,  such  as  wool  and  silk,  which  have  declined 
in  even  greater  percentage  than  cotton — lumber,  silver,  copper, 
steel — ^nearly  everything  that  we  know  of  where  there  are  no  future 
exchanges  thev  decline  in  proportion.  • 

And  1  think  it  is  just  as  unfair  to  say  that  the  exchanges  put 
cotton  down  as  to  say  the  absence  of  exchanges  put  those  other 
things  down.  But  I  will  say  this,  which  Mr.  Butler  touched  on, 
that  where  the  exchanges  do  exist  there  is  a  chance  of  a  declining 
market  for  the  producer  gradually  to  sell  some  of  his  product,  and 
and  that  was  done  this  year  very  extensively  in  cotton.  Texas  sold 
a  world  of  cotton  at  25  to  30  cents. 
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Take  the  case  of  silk :  I  was  told  by  silk  merchants  that  as  long 
as  there  was  a  future  exchange  in  Tokyo  they  sold  a  good  deal  of 
silk  during  the  decline.  But  when  that  exchange  was  closed  be- 
cause of  the  financial  collapse  in  Japan  they  could  not  sell  a  pound 
of  silk  at  any  price. 

Gentlemen,  the  question  of  speculation  and  the  theory  of  specula- 
tion has  been  brought  in.  It  seems  to  me  that  to  attempt  to  visualize 
the  cotton  exchange  as  a  mere  gambling  den  is  a  tremendous  mis- 
attempt  from  the  nature  of  the  dealings  there.  If  you  gentlemen 
will  become  acquainted  with  the  character  of  men  who  belonged 
to  those  exchanges  you  will  know  that  they  are  not  just  plain  gam- 
blers— ^that  they  are  merchants.  I  know  we  have  found  in  operat- 
ing a  spot  cotton  business  as  well  as  a  cotton  future  business  that 
the  two  work  very  properly  together — that  especially  since  the 
Smith-Lev^r  Act,  that  the  cotton  future  contract  is  a  commercial 
contract;  that  in  innumerable  cases  every  year  those  two  systems 
work  hand  in  hand  for  the  benefit  of  all  concerned. 

There  is  just  one  other  point  that  I  do  not  think  has  been  touched 
on,,  and  that  is  this^  that  the  Congress  of  the  United  States  might 
legislate  the  New  York  and  New  Orleans  exchanges  out  of  business 
and  make  it  illegal  in  the  United  States  to  trade  in  this  kind  of 
a  contract.  But  there  is  an  exchange  in  Europe  that  is  beyond 
our  jurisdiction — ^the  Liverpool  Cotton  Exchange — and  when  we 
remember  that  cotton  is  a  product  that  has  to  be  exported,  or  rather 
a  product  two-thirds  of  which  in  normal  times  is  used  in  other  coim- 
tnes  and  not  in  this  we  must  see  that  we  can  not  stop  future  trad- 
ing because  we  can  not  put  Liverpool  out  of  business.  If  we  give 
Liverpool  the  sole  function  of  dealing  in  all  the  cotton  futures  of 
the  world  you  are  playing  into  the  hands  of  the  spinning  industry, 
because  England  does  not  raise  a  bale  of  cotton;  she  raises  some 
long  staple  cotton  in  Egypt,  but  that  is  not  in  discussion:  W6  do 
not  trade  in  long  staple  xutures.  But  England's  interest,  oi  course, 
is  in  low  prices  for  cotton.  England  is  a  spinning  countrv.  If 
you  attempt  action  to  wipe  out  the  exchanges  in  the  producing 
I'ountrv  and  can  not  touch  the  exchange  in  the  consuming  country, 
I  think  you  will  see  what  sort  of  a  situation  would  exist  as  to  the 
control  of  prices. 

As  to  the  question  of  speculation  influencing  prices 

Mr.  Caraway  (interposing).  Might  I  ask  you  a  question  right 
there  ? 

Mr.  Stehn.  Surely,  sir. 

Mr.  Caraway.  If  the  exchanges  in  Europe  could  control  prices, 
why  can  they  not  control  them  in  America  ?  You  say  if  we  were  to 
close  ours  and  leave  theirs  open,  they  would  ruin  us.  If  that  could 
be  done  from  there,  why  can  not  it  not  be  done  over  here? 

Mr.  Stern.  I  do  not  say  that  the  exchanges  control  prices.  I  say 
this ,  ^  ' 

ilr.  Caraw^ay  (interposing).  Did  you  not  say  that  a  minute  ago? 

Mr.  Stern.  You  misunderstood  me  or  else  I  used  unfortunate  lan- 
guage. My  point  is  that  if  there  is  to  be  speculation  on  either  side, 
if  there  is  speculation  at  all — and  there  is  speculation  in  cotton  just 
as  there  is  speculation  in  libertv  bonds,  just  as  there  is  speculation 
in  foreign  exchange,  }ust  as  there  is  speculation  in  real  estate — 
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although  they  are  not  traded  on  a  cotton  exchange.  I  say  that  if  you 
are  going  to  have  speculation  only  in  a  spinning  country  and  not 
have  any  speculation  in  a  producing  country,  then  you  are  absolutely 
turning  over  the  ordinary  balance  that  comes  into  all  speculation. 

Mr.  Caraway.  If  there  is  speculation  in  that  consuming  country, 
and  the  exchanges  can  control  the  price  of  cotton  there,  why  can  not 
they  control  it  here  ? 

Mr.  Stern.  I  will  answer  it  this  way :  If  there  is  speculation  going 
on  over  here,  naturally  some  men  think  things  are  going  lower 
and  sell;  there  are  other  men  who  think  things  are  going  higher  and 
buy.  Where  there  is  a  seller  there  must  be  a  buyer  and  this  thing 
balances  itself.  In  that  part  of  the  country  you  are  not  going  to 
have  any  buying  speculation :  it  is  against  the  interests  of  the  countrv 
to  have  'buying  speculation. 

I  want  to  take  up  this  point,  then  I  will  be  very  glad  to  answer 
any  questions:  The  question  has  been  asked  here  several  times  as  to 
whether  this  insurance  really  works  in  the  absence  of  a  specific  con- 
tract. I  want  to  say  that  the  spinners  indirectly  use  the  future 
markets  constantly  in  this  wav:  It  a  spinner  wants  to  buy  500  bales 
of  strict  middling  1^  cotton,  he  does  not  go  on  the  cotton  exchange 
and  buy  500  bales  of  futures,  because  he  would  then  get  average 
grades,  But  he  goes  to  a  merchant  whose  business  it  is  to  furnish 
specific  grades  and  he  says  to  that  man,  "  How  much  on  futures  wiU 
you  sell  me  the  particular  type  of  cotton  I  need? "  He  may  do  that 
in  the  spring  of  the  year  or  summer,  and  the  man  will  make  a  calcu- 
lation based  on  his  merchants'  experience  and  say,  "I  will  sell  you 
that  cotton  at  100  or  150  or  200  on  " — whatever  the  premium  he  thinks 
it  probably  will  be  possible  for  him  to  buy  at  when  he  needs  it. 

Mr.  Jacoway.  Does  he  not  sell  at  so  much  a  pound? 

Mr.  Stehn.  I  used  the  term  "  on."  I  will  explain  what  I  mean  by 
that  technical  word.  He  will  sell  at  150  points  on  futures,  which 
means  that  if  futures  are  at  30  he  will  get  31^  cents  from  the  spinner 
for  that  particular  kind  of  cotton,  and  when  he  makes  that  contract 
to  deliver  that  class  of  cotton  he  goes  into  the  future  market — this 
dealer  does — and  buys  500  bales  of  cotton  on  contract,  don't  you  see? 
And  when  he  finally  buys  his  spot  cotton,  the  actual  cotton  that  that 
man  needed,  then  he  undoes  his  hedge  by  selling  out  his  500  bales, 
but  then  he  has  sold  out  his  ffttures  and  has  brought  in  500  bales  of 
spots.  So  that  the  spinning  world  is  making  use  of  the  contract 
market  in  thousands  and  thousands  of  bales  through  the  indirect 
medium  of  the  dealer ;  that  dealer  is  a  useful  middleman  in  that 
sense,  because  he  is  in  position  to  gather  up  cotton  from  all  dif- 
ferent points  and  to  grade  and  carefully  select  the  particular  kind  of 
cotton  that  that  mill  needs. 

And,  gentlemen,  in  my  opinion,  you  never  will  be  able  to  devise 
an^  specific  contract  which  would  satisfy  every  mill  or  the  ^reat  ma- 
jority of  mills,  because  you  can  not  describe  as  an  exact  science  just 
the  kind  of  cotton  a  mill  uses.  You  could  not  sit  down  and  -write 
it  out,  because  not  only  does  it  varv  so  much  in  grade — ^it  varies  a 
great  deal  in  staple,  in  what  they  call  the  "  tensile  power ''  of  the  cot- 
ton and  in  the  general  character  of  the  cotton.  There  are  some  mills 
that  will  only  use  Texas  cotton ;  there  are  some  mills  that  will  only 
use  Oklahoma  cotton,  and  so  on,  because  of  the  peculiar  character  of; 
the  cotton  in  that  particular  district. 
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Gentlemen,  I  do  not  «vant  to  take  any  more  time  of  the  committee. 

Mr.  DupRE.  It  has  been  suggested  in  the  discussion  that  farmers 
themselves  really  avail  themselves  of  the  hedging  proposition  made 
possible  through  the  existence  of  cotton  exchanges  or  that  they  are 
represented  by  the  small  country  merchants  who  do  avail  themselves 
of  these  hedging  prices.  Have  you  had  any  experience  along  that 
line  as  a  factor} 

Mr.  Stern.  I  certainly  have,  Mr.  Dupre;  and  I  want  to  say  that 
in  the  future  business  that  my  nrm  does  I  am  convinced  that  at  least 
SO  per  cent — and  I  believe  it  would  be  nearer  90  per  cent — of  the  con- 
tracts on  our  books  are  contracts  with  cotton  merchants,  mills,  or 
the  representatives  of  producers.  We  have  some  of  the  largest  pro- 
ducers and  country  merchants  who  deal  with  the  producers,  selling 
and  buying  future  contracts  through  my  firm,  ad  that  has  been  true 
for  years. 

Gentlemen,  as  I  said  I  do  not  want  to  take  up  the  time  of  the  com- 
mittee.    If  there  are  any  questions  I  will  be  glad  to  answer  them. 

Mr.  TiNCHER.  I  want  to  interrupt  the  hearing  at  this  time,  if  the 
chairman  will  permit,  to  ask  the  gentleman  who  appeared  before  the 
conunittee  the  other  dajr  a  few  questions.  He  lives  a  long  way  from 
this  city,  and  I  am  afraid  he  will  leave  town. 

Mr.  JDtJPRE.  You  mean  Mr.  Calvin,  to  whom  allusion  has  been 
made,  and  I  am  sure  Mr.  Calvin  wants  to  answer  questions,  but  in 
the  meanwhile  would  not  the  gentleman  allow  Mr.  Stem,  who  has 
to  go  back  to  New  Orleans,  to  continue  his  remarks? 

Mr.  TiNCHER.  I  thought  he  was  through. 

Mr.  Stern.  I  am  through,  unless  there  are  questions. 

The  Chairman.  Thank  you,  Mr.  Stern. 

STATEMENT  OF  MB.  E.  A.  CALVIN— Besnmed. 

Mr.  TiNCHER.  Mr.  Calvin,  in  giving  your  testimony  the  other  day, 
Tou  stated  in  the  preface  that  your  name  was  E.  A.  Calvin,  residence 
iHoiiston,  Tex. ;  that  vou  were  here  at  this  time  as  a  cotton  grower 
and  that  a  number  of  farmers  met  at  Houston,  Tex.,  and  asked  you 
to  come  to  present  the  matter  to  the  committee  as  best  you  could. 
Could  you  give  me  the  names  of  those  farmers  in  Houston,  Tex.  ? 

Mr.  Calvin.  I  can  not  give  you  the  exact  date ;  I  can  not  give  you 
the  exact  date  that  I  left  Houston,  but  it  was  along  the  first  of  this 
month. 

Mr.  TiNCHER.  In  the  month  of  January  ? 

Mr.  Calvin.  Yes. 

Mr.  TiNCHER.  Where  was  this  meeting  held  ? 

Mr.  Calvin.  In  the  office  of  Mr.  Judo,  in  the  Scanlon  Building. 

Mr.  TiNCHER.  What  Mr.  Judd  ? 

Mr.  Calvin.  Sam  C.  Judd,  a  cotton  man,  cotton  grower,  and  real 
estate  man. 

Mr.  TiKCHER.  In  the  office  of  Mr.  Sam  C.  Judd,  in  the  month  of 
January,  1921 — what  time  of  day? 

Mr.  Calvin.  I  think  about  2  o'clock  in  the  afternoon,  or  3  o'clock. 

Mr.  TiNCHER.  Who  else  besides  yourself  and  Judd  were  present  at 
that  meeting! 

Mn  Calvin.  There  were  several.    There  was  a  Mr.  Harp. 
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Mr.  TiNCHEK.  Give  me  Mr.  Harp's  initials. 

Mr.  Calvin.  Oscar  W.  Harp. 

Mr.  TiNCHER.  Where  does  he  live  ? 

Mr.  Calvin.  He  lives  in  town. 

Mr.  TiNCHER.  In  the  town  of  Houston  I 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  What  business  is  he  engaged  in  ? 

Mr.  Calvin.  He  owns  lands  and  is  in  the  real  estate  business. 

Mr.  TiNCHER.  What  other  gentlemen  were  present? 

Mr.  Calvin.  Mr.  Agen.    I  can  not  recall  his  initials. 

Mr.  TiNCHER.  What  business  is  he  engaged  in? 

Mr.  Calvin.  He  owns  extensive  lands ;  1  do  not  know  what  othei 
business  he  has  got,  if  any. 

Mr.  TiNCHER.  Does  he  live  in  the  city  of  Houston  ? 

Mr.  Calvin.  No  ;  I  do  not  think  he  does. 

Mr.  TiNCHER.  Do  you  know  where  he  does  live  ? 

Mr.  Calvin.  He  lives  near  Houston  somewhere — not  in  Houston, 
but  I  do  not  know  just  where  he  lives. 

Mr.  TiNCHER.  What  other  gentlemen  ? 

Mr.  Calvin.  MacSwiney.    I  can  not  give  you  his  initials. 

Mr.  TiNCHER.  Where  does  he  live? 

Mr.  Calvin.  He  lives  northwest,  I  think,  of  Houston. 

Mr.  TiNCHER.  Who  called  this  meeting? 

Mr.  Calvin.  Mr.  Stidham,  a  cotton  grower  from  Louisa,  Tex.,  and 
it  was  at  his  suggestion,  I  think — it  was  not  a  regularly  called  meet^ 
ing ;  I  will  state  at  the  beginning — only  10  or  12  of  us  got  togetheri 
It  was  not  a  formal  meeting  at  all.  Mr.  Stidham,  though,  x  thinly 
was  the  man  who  called  it;  he  is  a  cotton  grower  living  at  Liouisa 
and  in  Houston  temporarily. 

Mr.  TiNCHER.  Do  you  live  in  Houston? 

Mr.  Calvin.  Yes.  sir. 

Mr.  TiNCHER.  Wnat  is  your  address  in  Houston? 

Mr.  Calvin.  My  address  right  now  is  1234  Eailroad  Street,  Hous^ 
ton,  Tex. 

Mr.  TiNCHER.  How  long  have  you  live  there,  Mr.  Calvin  i 

Mr.  Calvin.  I  have  lived  in  ana  around  Houston  since  1907. 

Mr.  TiNCHER.  I  believe  you  said  that  you  were  raising  cotton  down 
there? 

Mr.  Calvin.  Yes,  sir ;  I  have  a  farm  down  at  Parland. 

Mr.  TiNCHER.  What  is  the  size  of  your  farm? 

Mr.  Calvin.  One  hundred  acres. 

Mr.  TiNCHER.  And  you  raised  cotton  on  it  last  year? 

Mr.  Calmn.  I  tried  to,  but  did  not  raise  any ;  it  was  a  failure  ii; 
that  section  of  the  country. 

Mr,  TiNCHER.  Was  there  .any  money  raised  in  that  meeting  vol 
attended? 

Mr.  Calnin.  No,  sir ;  I  borrowed  $500  myself  to  come  up  here  on 
But  the  men  said  they  would  pay  my  expenses. 

Mr.  TiNCHER.  What  men  said  they  would  pay  your  expenses? 

Mr.  Calvin.  These  men  in  this  meeting,  and  I  have  one  letter  ii^ 
which  Stidham  himself  wrote  the  letter  and  said  my  expenses  woul^ 
be  looked  after.    I  can  bring  that  letter  if  you  want  me  to. 

Mr.  TiNCHER.  This  congressional  committee  can  not  have  tb< 
pleasure  of  intimate  acquaintance  with  witnesses  who  appear  an<i 
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testify  before  them.   In  your  testimony  the  other  daj,  in  your  descrip- 
tion of  this  the  next  day,  you  went  on  to  say  [reading] : 

In  this  connection  I  will  say  that  for  a  number  of  years  I  have  been  both 
president  of  the  Farmers*  State  Union  and 

Mr.  Calvin  (interposing).  Yes,  sir. 
Mr.  Ttncher  (reading) : 

And  was  also  for  a  short  while  president  of  tlie  National  Farmers*  Union. 
I  liave  "worked  with  farmers'  organizations  since  1905  almost  continuously. 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHBR.  "  For  two  years  and  a  half  I  have  represented  the 
market  board,  composed  of  the  commissioner  of  agriculture  and  the 
presidents  of  the  various  farm  organizations  and  was  here  in  Wash- 
ington during  the  war." 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  You  are  not  working  with  any  market  board  now, 
are  you? 

Mr.  Calvin.  No,  sir ;  we  dissolved  about  a  year  ago. 

Mr.  TiNCHER.  Note  this  language  "  For  two  years  and  a  half  I 
have  represented  the  market  board. 

Mr.  Oalvin.  I  should  have  said  I  did  represent  it. 

Mr.  TiNCHER.  In  the  past. 

Mr.  Calvin.  If  that  reads  that  way  I  will  correct  it. 

Mr.  TiNCHER.  What  market  board  was  that? 

Mr.  Calvin.  That  was  our  marketing  board  organized  when  we  got 
into  the  war,  I  think  in  the  fall  of  1917.  A  meeting  was  called  at 
New  Orleans,  I  think,  by  Mr.  Jackson  and  Mr.  Brown,  of  Georgia, 
conunissioner  of  agriculture  and  director  of  the  bureau  of  markets 
of  that  State.  They  organized  what  is  called  the  "market  board," 
to  be  composed  of  the  commissioners  of  agriculture,  the  directors  of 
markets,  and  the  farmers'  union  presidents  of  the  cotton  States,  and 
without  any  solicitation  on  my  part  whatever,  not  knowing  I  had 
been  selected,  I  was  selected  as  the  Washington  representative  and 
came  here  at  the  beginning  of  the  war  and  remained  here  almost  two 
years,  or  maybe  a  little  more  than  two  years,  making  a  fight  against 
price-fixing  on  cotton  and  making  a  fight  for  a  better  price  on  food, 
and  the  Food  Administration  was  trying  to  put  the  price  down,  and 
our  board,  I  think,  as  will  be  testified  by  some  Congressmen,  did  very 
effective  work,  for  which  I  shall  always  feel  very  proud. 

Mr.  TiNCHER.  All  this  time  you  were  owning  and  operating  a 
cotton  farm? 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  And  taking  some  interest  in  the  present  street 
vernacular,  for  a  man  engaged  to  that  extent  in  raising  cotton. 
There  is  a  telegram  from  Texas,  from  Charles  B.  Metcalfe. 

Mr.  Calvin.  Yes,  sir ;  I  know  him. 

Mr.  TiNCHER.  I  am  not  personally  responsible  for  this.  He  says : 
"Demand  Calvin's  authority  to  represent  farmers.  Impeach  his 
testimony  before  Agricultural  Committee  with  papers  in  files  I 
sent  you.  I  don't  felieve  he  represents  anyone  but  gambling  ex- 
changes, who  doubtless  pay  him.'' 

That  is  the  reason  there  is  some  question  about  your  representation. 
But  as  I  understand  you  now,  you  came  here  simply  because  you 
owned  this  100-acre  fiirm. 
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Mr.  Calvin.  No,  sir;  I  do  not  want  you  to  understand  any  such 
thing.  I  have  not  asked  you  to.  I  am  not  going  to.  I  asked  you 
to  understand  that  I  have  been  working  on  these  problems  since 
1905  almost  continuously.  I  have  attended  nearly  all  the  important 
cotton  conferences  held  m  the  South. 

Mr.  TiNCHER.  About  the  Farmers'  Union.  I  have  a  little  informa- 
tion on  that.    Are  you  a  member  of  the  Farmers'  Union? 

Mr.  Calvin.  Yes,  sir.  Now,  in  reference  to  the  Metcalfe  tele- 
gram, I  desire  to  say  that  Mr.  Metcalfe  and  myself  have  not  always 
gotten  along  very  well.  Mr.  Metcalfe,  and  I  regard  him  as  a  very 
radical  man — very  radical  indeed,  and  he  is  one  of  these  men  who 
says  things  that  men  ought  not  to  say  sometimes,  and  which 
thoughtful  men  will  not  say.  Beyond  that,  I  will  not  discuss  Mr. 
Metcalfe,  except  to  say  that  I  do  not  rive  a  continental  what  Mr. 
Metcalfe  says  about  me,  and  I  do  not  think  there  are  many  people 
in  Texas  that  do  care  what  Metcalfe  says.  I  have  workea  with 
farm  organizations  a  great  deal  longer  than  Metcalfe  has 

The  Chairman  (rapping  on  the  table).  Right  here,  Mr.  Calvin, 
let  me  interrupt  you  in  what  you  are  saying  about  Mr.  MLetcalfe, 
so  that  those  reading  these  hearings  will  not  be  misinformed.  I 
know  a  great  deal  of  Mr.  Metcalfe,  whom  I  I'egard  as  a  very  capable 
and  very  high-class  man.  He  is  a  farmer  ownmg  one  of  the  largest 
irrigated  farms  in  Texas.  He  and  his  son  are  the  owners  and 
proprietors  of  the  Glenmore  farm ;  they  are  breeders  of  short-horn 
cattle  and  have  a  very  good  herd.  Mr.,  Metcalfe  is  a  real  farmer, 
and,  as  I  have  said,  a  man  of  very  high  standing.  He  is  well 
known  to  many  Members  of  Congress,  and  held  in  high  esteem. 

He  is  a  high-class  man,  and  he  is  a  real  farmer. 
.   Mr.  Calvin.  Yes.    He  used  to  own  the  city  water  works  of  San 
Angelo,  a  stock  farmer,  and  so  on.    I  do  not  know  what  all. 

Tlie  Chaibman.  No  one  will  deny  he  is  substantial  and  practical 
farmer  in  high  standing. 

Mr.  TiNCHER.  He  owns  a  thousand-acre  farm. 

Mr.  Hudspeth.  He  was  a  member  of  the  legislature  for  a  num- 
ber of  years. 

Mr.  Calvin.  So  was  I ;  but  I  have  gotten  well  of  that. 

Mr.  TiNCHEB.  Some  of  the  Texas  Congressmen  seem  to  think  he 
is  a  nice  fellow. 

Mr.  Calvin.  He  is,  I  guess,  in  his  way. 

Mr.  TiNCHER.  You  claim  some  credit  for  membership  in  farmers' 
unions,  and  it  has  been  suggested  to  this  committee  that  some  go  back 
to  the  farm  and  others  continue  to  testify  before  congressional  com- 
mittees, never  forgetting  their  former  connections  with  these  farmers' 
organizations,  and  sometimes,  for  instance,  using  expressions  of  this 
kind :  "  For  two  and  a  half  years  I  have  represented  the  market 
board,  composed  of  the  commissioner  of  agriculture,"  etc.,  which 
would  give  a  man  quite  a  standing  before  the  committee. 

Mr.  Calvin.  I  told  the  truth. 

Mr.  TiNCHER.  You  were  just  a  little  careless  in  not  mentioning 
that  your  time  had  expired? 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHEK.  You  say  that  you  expect  to  have  your  expenses  for 
this  trip  to  Washington  paid  by  these  gentlemen  who  met  in  that 
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office  in  that  building  in  Houston  that  morning.    Will  you  niqne  a 
man  who  was  at  that  meeting  that  produces  cotton  and  who  is  inter- 
ested in  it  from  the  cotton  producers'  standpoint  whom  you  pretended 
to  represent? 
Mr.  Calvin.  Can  I  name  a  man  who  does? 
Mr.  TiNCHER.  Yes. 

Mr.  Calvin.  I  have  just  been  telling  who  they  were, 
Mr.  TiNCH£R.  Oh,  no— real  estate  men. 

Mr.  Calvin.  Mr.  Judd  is  one  of  the  largest  real  estate  owners  in 
that  section,  and  Mr.  Stidham  one  of  the  largest  cotton  powers  at 
Louisa,  and  I  will  show  you  a  letter  from  Stidham  in  which  he  told 
me  that  they  would  pay  my  expenses.  I  will  bring  the  letter  up  here 
and  show  you  that  he  said  my  expenses  would  be  taken  care  of. 

Mr.  TiNCHER.  How  long  do  you  anticipate  it  is  going  to  be  neces- 
sary for  you  to  remain  here  i 

Mr.  Calvin.  If  you  will  pardon  me,  one  of  the  reasons  why  I  am 
here  is  that  when  I  was  here  I  bought  a  home,  and  before  I  left  I  sold 
it.  I  paid  a  small  amount  down  and  sold  it  to  a  man  who  gave  a 
note  and  has  fallen  down  on  the  payment.  The  first  payment  was 
due  on  it,  and  they  are  threatening  to  sue  on  it,  and  I  am  here  also 
for  that  nurpose.  The  reason  I  came  here  so  willingly  was  to  try  to 
float  a  loan  to  take  care  of  my  property  so  I  will  not  lose  my  note, 
if  vou  want  me  to  go  into  my  private  affairs. 

Mr.  TiNCHER.  I  do  not  want  you  to  go  into  your  private  affairs. 
I  did  not  know  you  bought  a  home  in  Washington.  What  was  the 
idea  of  buying  a  home  here? 

Mr.  Calvin.  Because,  when  I  was  here  representing  the  board,  I 
thought  it  was  cheaper  to  buy  than  to  rent ;  and  I  bought  a  place  at 
$9.U(X)  and  sold  it  for  $7,500  when  I  left. 

Mr.  TiNCHER.  You  rather  anticipated  suspending  operations  as  a 
cotton  grower? 

Mr.  Calvin.  No,  sir ;  I  did  not  anticipate  anything  during  the  pe- 
riod I  was  representing  the  board  here. 

Mr.  TiNCHER.  Do  you  live  on  that  farm  ? 

Mr.  Calvin.  No,  sir. 

Mr.  TiNCHER.  But  you  rent  it  ? 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  Who  do  you  rent  it  to  ? 

Mr.  Calvin.  I  rent  it  to  a  Mr.  Buce. 

Mr.  TiNCHER.  Share  crop? 

Mr.  Calvin.  Share  crop. 

Mr.  TiNCHER.  You  did  not  have  any  crop  last  year,  but  you  want 
to  be  sure  your  expenses  were  adequate  for  the  crop  last  year? 

Mr.  Calvin.  As  I  said  before,  Mr.  Tincher,  I  have  taKen  an  inter- 
est in  the  matters  so  long  that  I  do  not  feel  like  quitting,  just  like 
you  in  Congress  do  not  feel  like  quitting,  hoping  there  is  some  good 
vou  can  do.  I  hope  there  may  be  some  good  I  can  do;  and,  as  I  said, 
I  have  given  very  careful  study  to  these  questions  since  1905,  and 
up  to  this  good  hour — not  only  have,  if  you  will  pardon  a  personal 
reference,  to  say  I  have  been  active,  in  these  lines  for  many  years. 
I  am  the  father,  if  you  want  to  call  it  that,  of  the  first  cotton  school 
ever  organized  in  the  world,  or  ever  heard  of  in  the  world,  in  Dallas, 
Tex.,  in  1906.    That  is,  the  object  of  the  school  was  to  teach  farmers 
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the  classification  of  cotton.  Out  of  that,  Mr.  Tincher,  has  grown 
the  inauguration  of  the  teaching  of  cotton  classification  in  every 
agricultural  and' mechanical  college  in  the  South. 

I  wrote  the  bill  myself  thatput  the  teaching  of  cotton  classification 
in  the  A.  and  M.  College  of  Texas.  I  was  president  of  the  farmers^ 
union.  When  we  built  320  warehouses  you  could  hear  the  sound  of 
the  saw  and  hammer  everywhere. 

I  fought  for  the  bill  requiring  that  agriculture  be  tau^t  in  the 
public  free  schools  of  Texas.    We  put  it  through. 

I  can  stand  here  and  enumerate  many  things  I  have  taken  interest 
in  and  tried  to  accomplish  for  the  farmers.  My  life's  work  has  been 
along  this  line;  that  has  been  my  object  and  purpose  in  life.  I  may 
be  wrong  on  the  cotton-exchange  question ;  if  I  am  I  hope  this  com- 
niittee  will  be  able  to  show  me  I  am  wrong ;  although  this  is  a  result 
of  an  opinion  gained  from  mature  deliberation. 

Mr.  Carawat.  Was  the  warehouse  concern  you  were  connected  with 
the  one  that  sold  stock  all  over  the  country? 

Mr.  Calvin.  No.  sir. 

Mr.  CabIaway.  What  company  was  that? 

Mr.  Calvik.  That  was  the  Mississippi  Warehouse  Association. 

Mr.  Carawat.  No  ;  I  mean  the  one  in  Texas. 

Mr.  Calvin.  We  had  a  small  concern  which  sold  stock. 

Mr,  Caraway.  And  went  broke,  did  it  not? 

Mr!  Calvin.  Yes ;  went  broke  in  1913 — it  did  not  go  broke  during 
my  administration. 

Mr.  Caraway.  It  went  broke  a  little  while  after  you  quit? 

Mr.  Calvin.  No,  sir ;  four  years  afterwards. 

Mr.  Caraway.  Do  you  remember  in  what  year  it  broke? 

Mr.  Calvin.  1918. 

Mr;  Caraway.  Oh,  my,  don't  you  know  that  that  warehouse  com- 
pany broke  and  broke  everybody  with  it  a  long  time  before  that  ? 

Mr.  Calvin.  That  is  the  Mississippi  company. 

Mr.  Caraway.  I  know  the  people  who  bought  the  stock  in  it, 

Mr.  Calven.  Oh,  no ;  you  are  mistaken.  In  the  first  place,  we  only 
had  $5,000  stock  all  told. 

Mr.  Caraway.  I  do  not  know  whether  it  is  your  company  or  not* 

Mr.  Calvin.  I  had  nothing  to  do  with  that  whatever;  1  had  no 
stock  in  it. 

Mr.  Tincher.  Your  concern  did  go  broke,  did  it? 

Mr.  Calvin.  I  organized  this  cotton  concern,  which  was  a  coopera- 
tive concern;  I  believe  in  1906,  while  president  of  the  farmers'  union. 
It  operated  against  odds,  until  1913,  that  year  when  low-grade  cotton 
was  so  prevalent  throughout  the  country,  it  became  temporarily  em- 
barrassed, although  the  assets  were  greater  than  the  liabilities,  but 
it  could  not  collect  from  those  who  fell  down  on  the  payment  of 
shipments  of  cotton  that  did  not  come  up  to  grade. 

1  resigned  and  went  to  Austin  to  take  charge  of  the  warehouse 
department  at  Austin,  which  position  was  tendwed  me  by  the  gov- 
ernor of  Texas  at  that  time,  and  served  three  or  four  months  until 
^he  new  administration  came  in.  Mr.  Shropshire,  who  succeeded  me, 
operated  the  same  company  three  or  four  years,  and  then  did  not 
go  broke;  they  just  organized  another  doncern  in  its  place,  which 
is  called  the  Farmers'  Exchange. 
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Mr.  DtjpRE.  Mr.  Calvin,  do  you  know  how  the  farmers'  union  of 
Texas  as  an  organization  has  l)een  on  this  measure  t 

Mr.  Cai-vii^.  Ifo;  I  do  not. 

Mr.  Hudspeth.  Do  you  not  know  as  a  fact  that  at  Dallas  they  in- 
dorsed this  measure  or  a  similar  measure  a  year  ago? 

Mr.  Caxvtn.  I  am  not  aware  that  they  indorsed  a  similar  measure. 
Xo.  I  do  not  think  so. 

Mr,  HtTDSPETH.  So  did  I. 

Mr.  CAiiViN.  I  was  not  in  the  legislature;  I  was  there  represent- 
incr  the  farmers'  union. 

ilr.  Hudspeth.  Do  you  remember  that  cotton  immediately  went 
up  after  abolishing  the  bucket  shop,  and  stabilized  cotton? 

Mr.  Calvin.  I  do  not  remember  that ;  because  the  bucket  shops  in 
Texas  had  nothin<y  to  do  with  cotton  whatever.  Their  transactions 
did  not  fro  into  the  market. 

Mr.  Hudspeth.  We  had  a  long  hearing  during  which  the  gentle- 
men representing  them,  from  Dallas,  dia  have  lots  of  cotton.  Mr. 
Thomas,  if  you  will  recall,  who  was  representing  the  big  shops, 
made  a  very  strong  iight  there,  and  we  finally  passed  a  bill,  my 
recollection  is  that  the  cotton  market  immediately  went  up  and  was 
stabilized. 

Mr.  TixcHER.  I  understand  you  were  not  in  the  legislature  when 
the  antibucket  shop  law  passed? 

Mr.  Calvin.  No,  sir:  I  was  not. 

ilr.  Hudspeth.  I  was  thinking  he  was. 

Mr.  Calvin.  No,  sir:  I  served  with  you  several  years  ago. 

Mr.  Hudspeth.  I  know  you  did.  1  did  not  recall  whether  you 
were  there  at  that  session. 

Mr.  TiNCHER.  Were  you  leaving  because  they  were  prohibiting 
the  bucket  shops  in  Texas? 

Mr.  Calvin.  I  think  I  did  more  work  on  it  than  any  other  man. 
I  believe  so.  I  put  in  my  very  best  influence.  That  year  I  was 
elected  chairman  of  the  legislative  committee  and  I  was  president, 
with  authority  to.  call  in  to  my  assistance,  and  you  will  recall  I  called 
F.  W.  Davis  to  my  assistance. 

Mr.  TiNCHER.  Are  you  a  member  of  the  farmers'  union  of  this 
city. 

Mr.  Calvin.  Yes. 

Mr.  TiNCHER.  Since  when  ? 

Mr.  Calvin.  There  has  been  a  local  at  Spring,  Tex.,  all  along  in 
my  county,  but  I  have  recently  reorganized  a  board  to  take  over 
tlie  original  charter  of  the  Farmers'  Educational  and  Cooperative 
Union  of  America.  Inasmuch  as  I  have  made  that  statement,  I  will 
have  to  state  why :  The  laws  of  Texas,  as  I  suppose  of  every  other 
State,  requires  that  a  majority  of  the  board  of  directors  of  a  corpora- 
tion shall  reside  in  the  State.  For  five  years  there  has  not  been  a 
single  member  of  the  board  in  Texas.  So  the  charter  of  the  concern 
is  subject  to  cancellation  at  any  time  that  the  attorney  general  may 
'lirect,  and  I  have  recently  got  together  what  we  called  the  "old 
?tiard  "  in  the  farmers'  union  and  reorganized  the  board  and  saved 
that  charter  of  the  Farmers'  Educational  and  Cooperative  Union  of 
America;  otherwise  it  would  be  declared  null  and  void. 

Mr.  TiNCHER.  Who  were  the  members  associated  in  regard  to  this 
new  proposition? 
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Mr.  Calvin.  They  were  Mr.  F.  W.  Betts^.of  Pittsburgh,  Tex.;  Mi\ 
W.  P.  Young,  of  Blossom,  Tex. ;  Mr.  R  E.  L.  Jackson,  of  Paris,  Tex. ; 
Mr.  Tom  Roahe,  of  Paris,  Tex^  Mr.  MacSwiney,  of  Houston,  Tex. ; 
Mr.  Frank  Hilton,  of  Wilmer,  Tex.,  and  myself. 

Mr.  TiNCHER.  Wiere  you  federated  with  any  other  unions  ? 

Mr.  Calyin.  I  think  not. 

Mr.  Hudspeth.  I  was  not  present  at  the  organization  in  Dallas, 
but  I  saw  a  statement  in  the  Dallas  News  saying  that  the  Farmers* 
Union  of  Texas  went  on  record  as  f ayoring  a  bill  of  this  character. 

Mr.  Calvin.  Which  one — there  are  several  bills  here? 

Mr.  Hudspeth.  This  one  introduced  by  Mr.  Caraway. 

Mr.  Calvin.  I  am  quite  sure  they  did  not  do  that. 

Mr.  Hudspeth.  Of  course,  this  bill  has  not  been  introduced,  but 
there  were  other  bills. 

Mr.  Calvin.  The  attitude  of  the  farmers'  union  as  a  whole  was 
that  the  farmers'  union  has  passed  resolutions  at  various  times 
favoring  hedging  on  exchanges,  but  opposing  violent  speculation. 
And,  by  the  way,  while  I  was  not  at  the  last  meeting  of  the  farmers- 
union,  1  heard  somebody  read  the  record  favoring  practically  that. 
But  Mr.  Barett,  is  the  president  of  the  farmers'  union,  and  he  comes 
here  and  files  a  statement  in  Which  he  advocates  the  abolition  of  the 
cotton  exchanges.  But  that  was  not  in  accordance  with  the  resolu- 
tion passed  by  the  National  Farmers'  Union. 

Mr.  TiNCHER.  Mr.  Barrett  is  the  accredited  representative  of  the 
National  Farmers'  Union? 

Mr.  Calvin.  Yes,  sir. 

Mr.  TiNCHER.  He  is  the  real,  honest-to-God,  elected  representa- 
tive? 

Mr.  Calvin.  Yes,  sir. 

Mr.  Hudspeth.  Who  is  president  of  the  State  farmers'  union  ? 

Mr.  Calvin.  His  name  is  Leidy.  Neil  wanted  to  abolish  all  cot- 
ton exchanges.  All  of  the  presidents  of  the  farmers'  union  have 
varied.    We  have  never  been  able  to  reach  an  actual  conclusion. 

Mr.  TiNCHER.  How  can  the  fellows  in  the  farmers'  union  go  along 
as  long  as  the  union  stands  behind  them,  and  it  is  all  right,  and  they 
have  got  enthusiasm;  and  then  if  the  union  does  not  stand  behind 
them  they  organize  themselves  a  little  union  of  their  own. 

Mr.  Calvin.  I  do  not  think  that  has  been  the  history.  I  think 
that  most  everybody  has  stood  loyally  by  the  farmers'  union. 

Mr.  TiNCHER.  The  only  organization  you  are  a  member  of  is  this 
new  one  your  are  reorganizing? 

Mr.  Calvin.  It  is  not  a  new  one ;  it  is  an  old  one — the  parent  order. 

Mr.  TiNCHER.  What  was  the  idea  of  reorganizing  it  ? 

Mr.  Calvin.  In  1909  and  1910 — mark  you  the  National  Fanners' 
Union — namely,  the  Farmers'  Educational  and  Cooperative  Union 
of  America — that  is  the  charter  name,  the  legal  name  of  it.  It  was 
chartered  at  Austin,  Tex.,  in  1902.  It  had  power  to  grant  charters 
to  States  as  organized.  It  granted  a  charter  to  Texas,  and  in  19ny 
some  of  our  officers  became  dissatisfied  with  the  actions  and  they 
withdrew  from  the  National  Farmers'  Union  and  organized  the 
Farmers'  Union  of  Texas,  and  took  out  a  separate  and  distinct 
charter  and  is  operating  under  a  separate  charter  and  has  no  con- 
nection with  the  Farmers'  Educational  and  Cooperative  Union  of 
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America,  the  pai'ent  organization,  the  one  I  organized  the  board  to 
save  the  charter. 

Mr.  TiNCHER.  And  you  propose  to  supersede  the  seceders. 
Mr,  Calvin.  No,  sir ;  I  do  not  propose  to  do  that.  I  proposed  to 
preserve  the  charter,  because  when  it  was  organized  I  was  president 
of  both  the  State  and  national  bodies,  and  I  am  going  to  save  this, 
if  I  can.  Those  are  my  views.  I  hope  you  gentlemen  have  gotten 
out  of  me  what  you  want. 

Mr.  Caraway.  Will  you  give  me  th6  time  and  place  the  farmers' 
union  went  on  record  in  favor  of  regulation  in  farm  products? 

Mr.  Calvin.  I  do  not  think  it  ever  did,  sir. 

Mr.  Caraway.  You  left  the  impresision  on  me  to  that  eflfect  just 
now. 

Mr.  Calvin.  I  did  not  so  intend  it. 

Mr.  Caraway.  I  do  not  presume  you  did,  but  that  is  just  exactly 
what  you  said. 

Mr.  Calvin.  I  do  not  know  that  any  organization  has  gone  on 
record  to  that  effect. 

Mr.  Caraway.  In  this  reorganization  of  the  Farmers'  Union  of 
Texas^  is  it  a  single  man  who  got  them  into  the  union  under  the  old 
organization  a  member  of  the  new  one? 

Mr.  Calvin.  Is  there  a  single  man 

Mr.  Caraway  (interposing).  In  the  new  organization  that  could 
have  gotten  into  the  union  under  the  old  organization. 

Mr.  Calvin.  They  are  members,  most  of  them,  now.  They  are 
reorganizing  merely  to  save  the  old  charter,  Mr.  Caraway,  which 
will  be  declared  null  and  void  because  of  the  absence  of  the  directors 
from  the  State. 

Mr.  Caraway.  What  do  you  want  with  a  charter  when  you  have 
no  members? 

Mr.  Calvin.  The  National  Farmers'  Union  has  members, 

Mr.  Caraway.  Just  to  have  an  organization  to  represent  it — ^they 
did  that ;  is  that  the  idea  ? 

Mr.  Calvin.  Ohj  no.  I  did  not  get  up  here  and  claim  to  be  repre- 
senting anything  like  that. 

STATEHENT  OF  HB.  BVTLE&— Besamed. 

Mr.  Butler.  The  New  Orleans  Cotton  Exchange  is  opposed  to  all 
bucket  shops,  and  has  a  standing  committee  on  the  suppression  of 
bucket  shops.  That  is  the  question  asked  every  man  who  enters  our 
exchange  or  applies  for  membershij)  is,  "Have  you  at  any  time  been 
connected  with  a  bucket  shop,"  and  if  so,  he  is  barred  from  member- 
ship on  our  exchange. 

You  can  not  demand  the  delivery  of  cotton  on  the  bucket  shop.. 

The  Chairman.  Bucket  shops  are  competitors  of  the  exchanges, 
are  they  not. 

Mr.  Butler.  The  bucket  shops  were  competitors  of  the  exchange, 
yes.  But  they  made  no  quotations,  but  through  the  wire  service  and 
ticker  service  secured  the  quotations  of  exchanges  and  traded  on  them. 
They  never  contemplated  delivery  of  the  articles  traded  in  at  all. 
They  were  purely  gamblers,  to  wliirli  tlie  exchanges  were  opposed 
and  are  still  opposed. 
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The  Chairman.  The  grain  dealers  operated  in  exactly  the  same 
way? 

Mr.  Butler.  Not  at  all;  the  responsibility  was  never  the  same. 

Mr.  TixcHRR.  One  was  big  and  one  was  little. 

Mr.  Jacksok.  I  have  received  the  following  telegram  from  S.  Y. 
West,  who  is  president  of  the  Little  Eock  Cotton  Exchange,  which 
telegram  I  wiU  ask  to  be  inserted  in  the  record,  if  there  is  no  objec- 
tion. 

The  Chairman.  That  may  be  done. 

(Tlie  telegram  submitted  is  here  printed  in  full  as  follows:) 

LiTTXB  Rock  Gotton  Exchakqb, 
WiuhinoUm,  D.  C,  January  7, 1921. 

T.  A.  Jackson, 

There  is  a  bUl  for  passage  to  destroy  future  trading  in  cotton  which  if  it 
becomes  a  law  will  affect  the  cotton  business  In  the  same  manner  as  taking 
away  fire  insurance,  for  the  future  exchanges  are  simply  assodations  where 
a  dealer*  farmer,  banker,  or  spinner  can  take  price  insurance  by  baying  or 
selling  contracts  to  protect  himself  against  fluctuations  in  price,  thus  enabling 
handlers  of  cotton  to  work  on  much  smaller  percentage  of  profit  than  other 
n^erchauts  who  have  no  price  Insurance  in  other  lines  of  business. 

Many  people  are  blaming  these  price  insurance  assoidations  or  cotton  ex- 
changes for  the  cheap  price  of  cottxm  when  if  they  wiU  look  into  the  fall  in 
price  of  wool,  silk,  and  tobacco,  which  ha^e  no  such  method  of  protection,  they 
will  find  the  decline  in  value  was  much  more  drastic  and  faster.  Before  in- 
surance ciMiHiaDies  were  formed  aU  merchants  had  to  carry  their  own  risk  and 
to  operate  safely  had  to  figure  a  mu<^  larger  margin  of  profit  than  at  present ; 
it  took  the  world  a  Umg  time  to  develop  fire  Insurance;  it  took  longer  to  de* 
velop  price  Insurance;  they  are  both  essential  to  modem  business,  the  de- 
struction of  either  will  hurt  the  producer  and  consumer  alike. 

S.  Y.  West, 
PretWca/,  ZJWe  Rock  Cotton  Exchange. 

The  Chairm.\x,  Is  Mr.  Watson  S-  Moore  and  Mr.  Frotwell  here? 
(Xo  response.) 

The  committee  will  now  stand  adjourned  until  10  o^clock  to- 
morrow morning. 

(Thereuix>n  at  bSt5  oVlock  p.  m.  the  committee  adjourned  to  meet 
to-morrow,  Tu^av,  Jamiarv  11,  1921,  at  10  oVIock  a.  m. 


Committee  ox  AGBicnrruBE, 

House  of  Refkesextatites, 
Wattkim^ton^  Z>,  r,,  TweBiay^  January  11^  1921. 

The  committee  m^el  at  10  oVlook  a,  m.  pursuant  to  adjournment  on 
wstwdar,  Hon,  Gilbert  Jf,  Hau|^  (diainnan)  presiding. 

The  CHAIRMAN,  The  committiee  will  come  to  oixler.  Mr.  Osborne, 
tlie  committ«^  will  be  plesspod  to  h«ar  from  vou  this  morning. 

STATEHEn  OF  HUl,  HSmiT  E.  OSBOUR,  A  SSPBBSEBTATIYE 

nr  THE  ooiaiEW  nuoi  the  siaze  of  gaufobsia. 

Mr  llii^^'^Nr..  Mr.  Oiainuan  and  izjiaatlemeu  of  the  committee,  the 
<T  K\*sx>^w<cvfiXi<itk  i$  ooe  I  imtoduoed  in  the  House  on  De* 

\  \h^  ^^'v  W'lft^rf^i  tH>  i*  here  printed  in  full  in  the  record,  as 
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[H.  B.  15878.     Sixty -sixth  Congress,  third  session.] 

(A  BILXi  To  amend  the  United  States  cotton  futures  act  by  inserti&ff  therein  a  new 
section  for  American  Egyptian  cotton  only,  to  be  known  a«  section  5a.] 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  tJie  United  States 
of  America  in  Conffress  assembled,  That  the  United  States  cotton  futures  act, 
approved  August  11,  1016  (Thirty-ninth  United  States  Statutes  at  Large,  page 
476),  as  amended  March  4,  1919  (Fortieth  United  States  Statutes  at  Large, 
page  1351),  is  hereby  amended  by  inserting  therein  a  new  section  for  American 
Egyptian  cotton  only,  as  follows: 

"  Sec.  5a.  That  no  tax  shall  be  levied  under  this  act  on  any  contract  of  sale 
mentioned  in  section  3  hereof  if  the  contract  comply  with  each  of  the  following 
conditions : 

"  First.  CJonform  to  the  requirements  of  section  4  and  of  the  rules  and  regu- 
lations made  pursuant  to  this  act. 

**  Second.  Specify  ttie  basis  for  the  cotton  involved  in  tlie  contract,  which 
shall  be  one  of  the  grades  of  American  Egyptian  cotton  for  which  standards  are 
established  by  the  Secretary  of  Agriculture,  the  price  per  pound  at  which  the 
cotton  of  such  basis  grade  Is  contracted  to  be  bought  or  sold,  the  date  when  the 
purchase  or  sale  was  made,  and  the  month  or  months  in  which  the  contract  is 
to  be  fulfilled  or  settled :  Provided,  That  grade  three  shall  be  deemed  the  basis 
grade  iiicorix)rated  into  the  contract  if  no  other  grade  be  fiqpeclfled  either  in  the 
contract  or  in  tlie  memorandum  evidencing  the  same. 

*•  Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered  thereunder 
shall  be  of  or  within  three  grades  of  American  Egyptian  cotton  for  which 
standards  are  established' by  the  Secretary  of  Agriculture. 

'*  Fourth.  Provide  that  in  cajie  cotton  of  grade  other  than  the  basis  grade 
be  tendered  or  delivered  in  settlement  of  such  contract,  the  differences  above 
or  below  the  contract  price  which  the  receiver  shall  pay  for  such  grades  other 
than  the  basis  grade  shall  be  the  actual  commercial  differences,  determined  as 
hereinafter  provided,  except  that  the  official  cotton  standards  of  the  United 
States  for  American  Egyptian  cotton  shall  be  used  for  the  purposes  of  this  sec- 
tion, and  where  middling  cotton  is  mentioned  In  section  8  of  this  act  grade 
three  of  the  grades  of  American  Egyptian  cotton  shall  be  substituted  for  the 
purposes  of  this  section  only. 

**  Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  mat- 
ter of  any  character  or  irregularities  or  defects,  is  reduced  in  value  below  that 
of  grade  five,  or  cotton  that  is  below  the  grade  of  grade  five,  the  grades  men- 
tioned being  of  the  official  cotton  standards  of  the  United  States  for  American 
Egyptian  cotton,  or  cotton  that  is  less  than  one  and  seven-sixteenths  of  an 
inch  In  length  of  staple,  or  cotton  of  perished  staple  or  of  immature  staple,  or 
cotton  that  is  '  gin  cut  *  or  reginned,  or  cotton  that  Is  *  repacked  *  or  '  false 
packed '  or  *  mixed  packed '  or  *  water  packed,"  shall  not  be  delivered  on,  under, 
or  in  settlement  of  such  contract. 

"  Sixth.  Provide  that  all  tenders  of  cotton  under  such  contract  shall  be  the 
full  number  of  bales  involved  therein,  except  that  such  variations  of  the  num- 
ber of  bales  may  be  permitted  as  Is  necessary  to  bring  the  total  weight  of  the 
cotton  t^idered  within  the  provisions  of  the  contract  as  to  weight;  that  on 
the  fifth  business  day  prior  to  delivery  the  person  making  the  tender  shall 
give  to  the  person  receiving  the  same  written  notice  of  the  date  of  delivery, 
and  that  on  or  prior  to  the  date  so  fixed  for  delivery,  and  in  advance  of  final 
settlement  of  the  contract,  the  person  making  the  tender  shall  furnish  to  the 
person  receiving  the  same  a  written  notice  or  certificate  stating  the  grade  of 
each  Individual  bale  to  be  delivered  and  by  means  of  marks  or  numbers  identify- 
ing each  bale  with  its  grade. 

**  Seventh.  Provide  that  all  tenders  of  cotton  and  settlements  therefor  under 
such  contract  shall  be  in  accordance  with  the  classification  thereof  made  under 
the  regulations  of  the  Secretary  of  Agriculture  by  such  officer  or  officers  of  the 
Government  as  shall  be  designated  for  the  purpose,  and  the  costs  of  such  classi- 
fication shall  be  fixed,  assessed,  collected,  and  paid  as  provided  in  such  regula- 
tions. All  moneys  collected  as  such  costs  may  be  used  as  a  revolving  fund  for 
carrj'lng  out  the  purposes  of  this  subdivision,  and  section  19  of  this  act  is 
amended  accordingly. 

"The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivision 
of  this  section  shall  be  deemed  fully  Incorporated  into  any  such  contract  if 
there  be  written  or  printed  thereon,  or  on  the  memorandum  evidencing  the 
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same,  at  or  prior  to  the  time  the  same  is  ,  signed^  the  phrase  '  subject  to 
United  States  cotton  futures  act,  section  5a.* 

"The  Secretary  of  Agriculture  is  authorized  to  prescribe  regulations  for 
carrying  out  the  purposes  of  the  seventh  subdivision  of  this  section,  and 
the  certificates  of  the  officers  of  the  .Government  as  to  the  classification  of 
any  cotton  for  the  purposes  of  said  subdivision  shall  be  accepted  in  the 
courts  of  the  United  States  in  all  suits  between  the  parties  to  such  contract,, 
or  their  privies,  as  prima  facie  evidence  of  the  true  classification  of  the  cotton 
Involved." 

Mr.  Osborne.  I  will  state  briefly  that  I  introduced  this  bill  at 
the  request  of  the  Pacific  Cotton  Exchange,  an  officer  of  which, 
Mr.  Turner,  is  here  present,  and  he  will  make  the  argument  for 
the  bill. 

This  bill  is  to  legitimize  actual  transactions  in  future  sales  of  long- 
staple  cotton.  The  growers  of  cotton  in  our  section  of  the  country 
now  are  at  great  disadvantage  by  reason  of  the  fact  that  they  are 
precluded  by  the  present  law  from  selling  for  future  delivery,  and 
it  is  quite  essential  that  they  should  be  sjble  to  do  so  in  order  that 
they  may  receive  the  advantage  of  bank  credits  and  carry  on  a 
perfectly  legitimate  business.  It  is  for  the  purpose  of  assisting  in 
carrying  on  a  legitimate  business  and  not  for  the  purpose  of  assisting 
in  gambling  operations.  These  cotton  people  must  receive  credite 
at  banks  in  order  to  be  able  to  carry  on  their  business,  the  credits 
that  are  usually  extended  to  the  producers  of  all  agricultural 
products. 

The  Chairman.  You  mean  to  extend  to  them  the  same  credit,  to 
the  growers  of  this  particular  grade  of  cotton  or  dealers  in  this 
particular  grade  of  cotton,  that  are  now  extended  to  the  growers  of 
other  cotton? 

Mr.  Osborne.  Yes,  sir. 

Mr.  TiNCHER.  Your  people  just  sell  actual  cotton  for  future  de- 
livery ? 

Mr.  Osborne.  Yes,  sir ;  that  is  it  exactly. 

Mr.  HuiiiNGS.  Can  not  the  farmer  sell  his  crop  in  the  ground 
that  is  growing,  now?  Can  not  he  make  a  contract  with  me,  for 
instance,  to  sell  that  to  me? 

Mr.  Osborne.  I  understand  that  under  the  present  law  it  is  not 
possible  to  sell  this  particular  grade  of  cotton  for  future  delivery. 

The  Chairman.  Because  it  is  not  included  in  the  10  grades  de- 
liverable under  the  contracts  dealt  on  on  the  cotton  exchange? 

Mr.  Osborne.  Yes,  sir.  Mr.  Turner  is  here,  and  he  understands 
the  matter  better  than  I  do.  But,  in  a  broad  way,  that  is  the  purpose 
of  the  bill. 

The  Chairman.  Mr.  Turner,  the  committee  will  be  glad  to  hear 
you.  Please  state  your  name,  occupation  and  residence.  Without 
objection,  a  telegram  received  by  Mr.  Osborne  from  the  Los  Angeles 
Clearing  Association  will  be  inserted  in  the  record. 

Los  Angeles,  Calif.,  January  11,  1921. 
Hon.  Henby  Z.  Osborne, 

House  of  Representatives,  Washington,  D,  C: 

At  a  meeting  of  the  executive  committee  of  the  Los  Angeles  Clearing  House 
Association  to-day  it  was  the  unanimous  opinion  of  a:i  present  that  the  passage 
of  the  amendment  to  section  5  of  the  Lever  Act  which  is  now  l)efore  you  to 
promote  trading  in  American  Egyptian  cotton,  be  given  your  hearty  support.  As 
the  bill  now  reads,  at  the  present  there  is  no  way  for  American  Egyptian  cotton 
to  be  hedged  except  as  provided  in  this  measure,  and  as  the  larger  portion  of 
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this  season's  crop  Is  still  on  hand  the  immediate  passage  of  this  bill  will  un- 
doubtedly be  of  great  benefit  to  the  cotton  industry  of  the  Southwest.  We  trust 
that  you  will  use  your  inuuence  in  having  this  bill  passed  at  the  earliest  possible 
moment. 

Los  AI76BLE8  GlKABINO  HOUSE  ASSOCIATION. 

STATEMENT  OF  MB.  E.  M.  TTTBNEB,  TBEASTJBES  OF  THE  PACIFIC 

COTTON  EXCHANGE,  LOS  ANOEIES,  CALIF. 

Mr.  Turner.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  K.  M.  Turner,  and  I  am  treasurer  of  the  Pacific  Cotton  Ex- 
change at  Los  Angeles,  and  am  also  in  the  cotton  business. 

I  make  no  pretensions  to  being  in  a  position  to  argue  the  case  be- 
fore you  gentlemen,  but  here  are  some  faults  that  I  have  jotted  down, 
and  with  your  permission  I  will  present  them  to  you : 

AMERICAN  EGYPTIAN  COTTON  FUTURES  AMENDMENT. 

The  great  productive  valleys  of  southern  CQUfornia,  Arizona,  and  that  por- 
tion of  Mexico  lying  in  the  Imperial  Valley  known  as  Lower  California,  are 
yearly  increasing  their  contribution  to  the  wealth  of  the  world.  Their  contribu- 
tion is  a  cause  of  wonderment,  except  to  those  who  by  reasons  of  their  close 
acquaintance  and  knowledge  of  their  past  and  present  can  predict  their  future 
without  conjecture. 

The  possibilities  of  the  soil  of  these  areas  is  so  great,  the  development  of  new 
crops  so  rapid,  the  activities  of  the  agricultural  departments  of  both  Govern- 
ment and  State  so  varied  and  earnest,  that  we  find  that  we  have  developed 
another  Industry  without  providing  proper  safeguards  for  handling  the  com- 
liiodlly. 

H.  R.  No.  15373  is  an  amendment  to  a  bill  now  on  the  statute  books,  the 
object  of  which  is  to  protect  one  of  America's  growing,  and  what  is  destined 
to  be  one  of  her  great  agricultural  assets,  viz,  American  Egyptian  or  Pima 
wtton. 

In  asking  your  favorable  consideration  of  this  bill  in  behalf  of  the  financial 
interests,  the  growers  and  the  Pacific  Cotton  Exchange,  we  are  not  asking  that 
a  new  law  be  placed  upon  the  statute  books  or  that  Congress  spend  one  i>enny 
upon  onr  district,  but  only  that  you  amend  the  existing  act  by  inserting  a  ne\t 
section  that  will  give  us  the  same  privilege,  that  of  protecting  the  growers  and 
dealers  In  American  Egyptian  cotton  as  has  been  afforded  those  who  handled 
isliort  cotton  for  the  past  35  years. 

Previous  to  the  development  of  Egyptian  cotton  In  California  and  Arizona, 
which  are  destined  to  be  the  long  staple  sections  of  the  United  States,  the 
manufacturers  bought  their  supply  from  Egypt,  and  to  this  country  or  Eng- 
land they  must  to-day  apply  if  they  protect  themselves  against  the  market 
ticctuatlons,  although  the  cotton  is  raised  on  American  soil,  bought,  sold,  and 
manufactured  by  American  capital  and  labor.  Protection  against  the  rise 
*»r  fall  in  price  is  absolutely  necessary  from  the  grower  to  the  manufacturer. 
Securing  this  in  a  foreign  land  is  slow,  expensive,  and  impracticable. 

Had  this  staple  been  a  product  of  this  country  when  the  bill  upon  which  the 
pres^it  operating  bill  is  based  was  passed,  it  would  have  been  a  portion  of  the 
present  bill,  and  considered  as  essential  as  the  present  specifications  for  the 
handling  of  short  or  upland  cotton. 

The  growing  of  Egyptian  cotton  is  to-day  in  Its  infancy,  but  the  Agricultural 
Department  of  the  Los  Angeles  Chamber  of  Commerce's  report  for  1920  shows 
a  total  of  253,000  acres  producing  approximately  189,000  bales. 

The  value  of  Egyptian  cotton  is  normally,  perhaps,  two  and  one-half  times 
the  value  of  short  staple,  which  would  indicate  to  you  the  Immense  capital  re- 
quired to  handle  this  crop  and  this  amendment  is  introduced  so  that  this  capital 
may  be  protected  in  the  act. 

As  an  example  of  the  importance  of  the  quick  passage  of  this  bill  with  this 
amendment,  I  am  attaching  a  copy  of  a, letter  from  one  of  our  most  reputable 
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and  reliable  cotton  dealers,  dated  January  5,  1021,  Mr.  F.  E.  Deviiie,  of 
Phoenix,  Ariz.: 

Phoenix,  Abiz.,  January  5,  1921. 
Mr.  K.  M.  TuBNEB, 

Treasurer  Pacific  Cotton  Exchange,  Lo8  Angeles,  Calif » 

Deab  Mb.  Tubneb:  Regarding  the  proposed  cotton  futures  amendment  as 
applicable  to  the  Egyptian  cotton,  which  is  now  before  Congress,  I  wish  to 
give  you  the  following  experience  I  had  last  year : 

It  was  in  November  or  December,  1920,  I  received  a  telegram  asking  for  a 
quotation  on  1,500  bales  of  Pina  cotton  landed  at  the  mill.  At  that  time  the 
marlcet  was  advancing  almost  daily  and  it  was  absolutely  out  of  the  question 
to  go  short  that  amount  of  cotton.  I  endeavored  to  split  the  order  among  twv 
other  brokers,  but  without  success. 

Had  the  Pacific  Cotton  Exchange  been  functioning  then  so  that  the  order  could 
have  been  accepted  and  hedged,  I  would  have  undoubtedly  been  able  to  sell  the 
cotton  to  the  mill  and  be  protected  against  any  raise  in  the  market  value  by  my 
hedges. 

Sincerely,  yours, 

F.  E.  Devine. 

That,  gentlemen  of  the  committee,  is  briefly  what  we  ask.  We  have 
an  asset  out  there  of  a  great  many  millions  or  dollars,  but  to  grow  this 
cotton,  to  buy  it,  ana  sell  it,  may  only  be  done  safely  by  buying 
futures  against  that  cotton  in  Liverpool  or  Alexandria,  Egypt,  at 
the  present  time. 

Mr.  TiNCHER.  I  do  not  know  whether  I  understand  the  situation 
or  not,  but  the  man  who  writes  this  letter  had  an  order  for  so  many 
bales  of  this  kind  of  cotton,  as  I  understand. 

Mr.  Turner.  Yes,  sir. 

Mr.  TiNCHER.  Do  joxx  know  whether  he  filled  the  order  or  not? 

Mr.  Turner.  No,  sir ;  he  did  not  fill  it.  He  would  not  dare  fill  it 
because  he  had  no  way  of  protecting  himself. 

Mr.  TiNCHER.  That  is,  you  mean  to  say  that  the  only  way  he  could 
hare  filled  it  would  have  been  to  buy  actual  cotton  and  send  that  to 
the  party  giving  the  order  ? 

-  Mr.  TunNER.  Yes;  and  that  takes  time.  In  the  meantime  the 
market  was  advancing,  so  that  if  he  sold  cotton — and  I  suppose  at 
that  time  the  cotton  was  selling  at  about  a  dollar  a  pound  or  90 
cents  a  pound ;  so  that  if  he  sola  it  at  90  cents  and  the  market  kept 
going  up  he  would  have  to  pay  for  that  cotton  at  the  rate  of  a  dollar 
or  $1.10  a  pound,  perhaps.  I  am  only  using  these  figures  by  way 
of  illustration.  The  resmt  would  have  been  ttiat  he  would  have  lost 
from  $50  to  $100  a  bale,  because  he  could  not  protect  himself  by 
hedging. 

Idr.  TiNCHER.  What  he  needed,  in  your  opinion,  was  a  board  of 
trade  deal  to  keep  the  price  down. 

Mr.  Turner.  Ko,  sir;  not  necessarily  that.  What  he  needed  was 
exactly  the  same  protection  that  his  neighbor  across  the  street,  the 
man  in  Texas  or  in  New  Orleans,  has  in  selling  the  same  number  of 
bales  of  short  staple  cotton.  If  he  could  protect  himself  in  the  price 
by  selling  futures  against  that  sale  until  he  had  actual  delivery  of  the 
cotton,  he  would  be  in  a  reasonably  safe  position,  and  then  when  he 
buys  in  his  futures  he  would  be  all  right. 

Mr.  TiNCHER.  There  has  been  some  talk  before  the  committee  to 
do  away  with  gambling  in  futures  entirely,  that  is,  instead  of 
licensing  a  new  product  for  gambling  in  futures  to  do  away  with 
it  entirely.  For  instance,  on  yesterday  cash  wheat  in  Chicago  was 
worth  15  cents  more  than  May  option,  and  16^  cents  more  than 
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March  option.  There  is  no  prospect  of  any  thrashing  or  of  pro- 
iliicing  any  wheat  between  now  and  May  and  March.  It  is  quite 
apparent  that  the  future  delivery  price  is  being  manipulated  to 
keep  cash  price  down.  That  is  exactly  what  the  man  who  wrote  that 
letter  desired,  to  be  able  to  manipulate  the  future  price  in  order  to 
keep  the  price  down.    You  gentlemen  want  to  gamble,  too? 

Mr.  Turner.  In  that  particular  case  he  is  not  asidng  to  manipulate 
the  price,  but  to  be  protected  in  the  actual  buying  and  selling  of 
prain.  We  are  not  speculators  or  gamblers  in  any  way.  When  you 
buy  the  cotton  in  the  fields  you  sell  your  future  against  it  to  pro- 
tect yourself  in  the  price  of  the  same  number  of  bales  that  you  have 
bought.  It  sometimes  takes  three  weeks  or  perhaps  a  month  to  get 
that  cotton  in  our  country,  where  the  distances  are  great  and  the 
facilities  are  not  as  good  as  they  are  in  some  other  parts  of  the 
country. 

Mr.  HuLTNG8.  Well,  if  the  man  who  proposes  to  sell  had  some- 
thing on  hand  to  sell  he  would  not  need  to  hedge,  would  he?  If 
this  man  had  owned  that  cotton  he  could  have  sold  it  at  whatever 
price  was  agreed  on  ? 

Mr.  Turner.  He  did  not  own  the  cotton. 

Mr.  HuLiNGS.  Isn't  that  the  difficulty  about  it — men  selling  things 
that  thej^  do  not  own? 

Mr.  Turner.  It  would  be  necessary  for  him  to  buy  that  cotton 
of  perhaps  a  hundred  different  men. 

Mr.  HUI-.TNGS.  Yes. 

Mr.  Turner.  In  order  to  be  able  to  supply  these  mills  giving  the 
order.    The  mill  wanted  the  order  filled  in  round  lots. 

Mr.  McLaughlin  of  Michigan.  What  was  the  business  of  the  man 
who  received  the  letter  you  have  read? 

Mr.  Turner.  He  is  engaged  in  the  cotton  business. 

Mr.  McLaughlin  of  Michigan.  What  kind  of  cotton  business? 

Mr.  Turner.  In  buying  and  selling  spot  cotton. 

Mr.  McLaughlin  of  Michigan.  Does  he  grow  cotton  himself  ? 

Mr.  Turner.  No,  sir. 

.Mr.  McLaughlin  of  Michigan.  He  did  not  own  any  cotton  at  all ; 
he  bought  and  sold  on  commission,  did  he? 

3lr.  Turner.  He  paid  the  farmer  a  price,  and  sold  it  at  a  price, 
the  actual  product,  the  same  as  you  would  a  sack  of  flour  or  a  dozen 
e<rc:s. 

Mr.  TiNCHER.  What  that  man  wants  is  this  machine  that  he  can 
use  that  will  actually  insure  him  against  loss  in  the  transaction  ? 

Mr.  Ti'RNER.  It  insures  the  grower  against  loss.  Without  this  in- 
surance the  grower  can  not  sell  his  cotton. 

Mr.  TiNCHER.  Let  me  see  if  I  understand  you.  F.  E.  Devine  gets 
n  letter  from  a  mill  offering  him  so  much  a  bale  or  a  pound  for  so 
many  bales  of  cotton.  F.  E.  Devine  does  not  grow  any  cotton,  and 
has  hot  got  any  cotton ;  but  F.  E.  Devine  complains,  and  says :  "  I 
want  the  Congress  to  pass  a  law  by  which  I  may  sell  that  cotton; 
and  then  can  have  a  machine,  the  implements  of  a  market,  by  which 
I  <  an  go  and  hedge ;  and  then  I  can  go  and  buy  the  cotton  of  the 
farmer,  and  fill  the  order."    That  is  what  he  wants  exactly,  isnt  it  ? 

Mr.  Turner.  No  and  yes. 

Mr.  TiNCHER.  Has  the  farmer  who  puts  in  his  work  growing  cot- 
ton any  machine  in  existence  to  guarantee  him  against  loss? 
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Mr.  Osborne.  May  I  make  an  observation  there? 

The  Chairman.  Certainly. 

Mr.  Osborne.  As  a  matter  of  fact,  in  this  very  transaction,  the 
inability  of  this  man  Devine  to  collect  1,500  bales  of  cotton  would  re- 
sult, would  it  not,  in  leaving  that  cotton  on  the  hands  of  the  growers? 
And,  if  they  afterwards  sold  it  all,  didn't  they  have  to  sell  at  a  lower 
price,  or  they  have  got  the  crop  on  hand  now  ? 

Mr.  Turner.  The  chances  are  they  have  it  now.  I  do  not  know 
as  to  this  particular  case,  however. 

Mr.  Osborne.  And  the  chances  are  that  they  had  to  sell,  if  they 
did  sell,  at  a  price  of  about  one-half  what  it  was  at  the  time  spoken 
of? 

Mr.  Turner.  Yes,  sir. 

Mr.  Osborne.  So  that  the  grower  of  the  cotton,  by  reason  of  this 
lack  of  convenience,  did  lose  about  one-half  of  the  possible  price  he 
could  have  received  .on  his  cotton? 

Mr.  HuiiiNGs.  On  the  other  hand,  if  the  price  of  cotton  had  gone 
up  he  would  have  gained  ? 

Mr.  Turner.  I  am  a  farmer  and  a  grower,  and  have  been  all  my 
life ;  and,  if  you  want  to  protect  the  grower,  I  will  say  to  you  you 
can  only  do  it  by  providing  the  machinery  that  is  now  in  operation 
for  short  staple  cotton.  If  it  must  be  modified  to  the  extent,  if  it 
is  not  right  to  extend  that  privilege  to  short  staple  cotton  growers, 
then  we  would  be  in  their  position.  But  the  farmer  himself  can 
not  sell  his  cotton  unless  he  or  the  man  to  whom  he  is  selling  has  an 
opportunity  of  hedging.  The  banks  will  not  loan  him  money  on  it. 
And  if  you  want  to  kill  the  cotton  industry  then  withdraw  that 
provision,  and  you  have  killed  it  absolutely  in  our  country. 

Mr.  TiNCHER.  Well,  I  do  not  know  about  that.  The  other  grades 
of  cotton  have  this  permission  that  you  speak  of. 

Mr.  Turner.  How  is  that? 

Mr.  TiNCHER.  The  other  grades  of  cotton  grown  in  the  South  have 
the  benefit  of  this  permission  that  you  seek  to  have  made  applicable 
to  your  cotton  out  there.  Their  representatives  who  have  appeared 
here  are  divided  as  to  whether  they  want  to  continue  it  that  way  or 
not.  They  are  not  exactly  of  the  same  mind,  as  I  understood.  And 
they  are  in  exactly  the  same  position  that  you  are,  and  they  have  no 
market  at  all  now  for  their  cotton.  But  they  are  divided  as  to 
whether  they  want  to  do  away  with  the  gambling  proposition  or  not. 

Mr.  Turner.  That  is  not  the  question.  That  is  not  the  question  in 
our  case,  but  the  situation  as  it  exists  against  us  does  not  permit  of 
the  natural  working  of  the  law  of  supply  and  demand. 

Mr.  TiNCHER.  You  can  not  blame  tne  condition  of  your  cotton  to 
that,  but  the  writer  of  this  letter  blames  your  condition  to  the  sup- 
ply and  demand  proposition. 

Mr.  Turner.  I  am  not  doing  that. 

Mr.  TiNCHER.  In  other  words,  if  they  are  going  to  gamble  in  an- 
other kind  of  cotton  it  is  a  fundamental  proposition  that  you  should 
be  allowed  to  gamble  in  your  kind  of  cotton.  That  is  right,  and  I 
will  agree  with  you  to  that  extent.  But  if  gambling  in  any  cotton 
is  wrong  and  works  an  injustice  to  the  producer  and  consumer  of 
the  cotton,  then  instead  of  amending  the  law  so  as  to  permit  gambling 
in  another  grade  of  cotton  we  ought  to  prevent  gambling  being  done 
in  any  cotton. 
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Mr.  Turner.  In  referring  to  the  gambler,  I  take  it  you  refer  to 
the  speculator  and  not  to  the  legitimate  grower  of  cotton  ? 

Mr.  TiNGHER.  I  have  reference  to  the  man  there  who  complains 
that  he  was  not  permitted  to  gamble  and  buy  the  farmers'  product ; 
l^>ecause  that  is  all  it  could  be,  as  he  did  not  have  the  cotton.  If  he 
st>ld  any  cotton  to  a  mill  he  would  have  to  buy  it  and  furnish  it. 
N'ow,  if  he  says,  "  Before  I  will  do  that  I  will  not  take  the  chance  of 
tlie  man  who  takes  his  plow  and  takes  his  seed  and  plants  it  and 
jrrows  cotton;  I  have  to  have  a  machine  by  which  I  can  hedge  to 
protect  myself  against  any  loss ;  I  can  not  arford  to  take  any  chance." 

Mr.  TtJRXER.  The  hardware  man,  in  taking  an  order  for  nails  with 
which  to  build  a  building,  and  in  selling  those  nails  has  not  the  nails 
on  hand,  and  he  does  not  make  nails.  But  the  moment  he  takes  the 
order  he  places  an  order  with  the  factorj^  making  nails  for  a  suffi- 
cient supply  to  build  the  building.  That  is  all  the  cotton  dealer  does 
in  hedging;  simply  places  an  order  for  enough  bales  of  cotton  to 
liil  the  order. 

Mr.  TixcHER.  Yes;  but  he  does  not  place  the  order  with  the  cot- 
ton grower,  like  the  man  who  makes  nails.  He  deals  with  a  fictitious 
machine,  which  deals  several  times  over  the  amount  of  the  actual 
product. 

Mr.  TxTKNER.  I  will  take  an  illustration:  If  you  will  pay  drafts 
in  the  cotton  business  for  a  while  you  would  differentiate  between 
.-peculation  and  dealing  in  the  actual  stuff. 

Mr.  TixcHER.  I  think  I  do  that.  If  this  man  wanted  to  take  a 
<hance  he  would  sell  that  mill  so  many  thousand  bales  of  cotton  and 
then  go  out  and  buy  it  and  fill  the  order.  But  he  does  not  want  to 
J»e  a  speculator;  he  wants  to  be  a  sure-thing  gambler  in  the  farmer's 
product.  He  wants  a  machine  set  up  that  will  protect  him  against 
any  loss,  and  then  to  go  and  buy  the  cotton  as  cheaply  as  he  can 
with  which  to  fill  the  order,  and  when  he  fills  the  order  he  sells  out 
the  hedge.  The  most  of  them  who  have  wanted  to  designate  it  in 
u  rather  dignified  term  have  called  hedging  insurance. 

^Ir.  JIuLiNGS.  What  is  the  matter  out  there  in  California  about 
this  cotton  ?  Does  the  farmer  send  his  bales  of  cotton  into  a  ware- 
house, and  doesn't  the  warehouse  man  give  him  a  certificate  of 
ownership? 

Mr.  Turner.  In  selling  cotton  the  manufacturers  ask  for  so  many 
hales  of  a  certain  grade  of  cotton. 

ilr.  Hui-iNGS.  Yes. 

Mr.  Turner.  Now,  a  farmer  may  raise  10  bales  or  15  bales,  but 
the  percentage  of  cotton  that  the  individual  farmer  grows  of  that 
which  the  mill  wants  is) very,  very  small.  The  individual  farmer 
may  have  1  bale  or  5  bales  or  he  may  have  60  bales.  So  that 
in  order  to  get  that  cotton  for  the  mill  it  is  necessary  to  buy  from 
various  growers  enough  of  the  particular  grade  to  fill  the  order,  and 
that  takes  time. 

Mr.  HuuNGS.  Suppose  you  are  a  man  who  wants  to  fill  that  order, 
^euld  you  buy  from  a  farmer  what  he  may  bring  in  and  put  into 
vour  warehouse,  as  a  particular  allotment;  and  then  would  you 
1^>uy  from  other  farmers  in  the  same  way,  until  you  got  enough  to 
fill  that  order  from  the  mill  man,  or  would  those  farmers  send  their 
<rop  in  to  some  warehouse  man,  and  the  warehouse  man  would 
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issue  to  those  farmers  certificates  of  ownership  of  so  many  bales 
in  the  warehouse? 

Mr.  Turner.  They  do  that  now. 

Mr.  PuRNELL.  But  the  man  who  raises  the  cotton  does  not  getl 
the  money  in  that  case? 

Mr.  HuLiNGS.  Oh,  no;  the  man  who  raises  it  gets  a  certificate, 
and  he  sells  that  certificate,  as  I  underst[ind. 

Mr.  Turner.  Yes.  When  the  cotton  is  baled,  the  banks,  imlessj 
the  cotton  is  hedged,  will  refuse  to  loan  money  on  it.  The  farmei-^ 
can  not  handle  it  because  the  banks  refuse  to  loan  money.  And' 
dealers  can  not  handle  it  for  the  same  reason.  And  I  doubt  very 
much  if  the  mills  could  handle  it  unless  they  had  a  tremendous  cap- 
ital, because  they  could  not  borrow  money  on  it.  A  bank  will  not 
loan  you  money  on  cotton  unless  it  is  protected  by  a  hedge. 

Mr.  McLaughlin  of  Michigan.  Mr.  Devine  buys  and  sells  actual 
cotton  ? 

Mr.  Turner.  Yes,  sir.  He  is  not  a  gambler.  I  do  not  suppose  he 
ever  gambled  in  a  bale  of  cotton  in  his  life. 

Mr.  McLaughlin  of  Michigan.  His  transactions  on  the  board  ol 
trade  I  suppose  could  hardly  be  called  gambling. 

Mr.  Turner.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  Well,  I  presume  there  are  a  num^ 
ber  of  men  who  buy  and  sell  on  the  board  of  trade  who  have  no  cot^ 
ton,  have  no  idea  of  receiving  or  delivering  cotton,  and  their  trans 
actions  could  be  called  gambling? 

Mr.  Turner.  They  probably  could  be  so  called. 

Mr.  McLaughlin  of  Micnigan.  Would  you  approve  of  those 
dealings  ? 

Mr.  Turner.  No,  sir.  On  this  particular  grade  of  cotton  that  we 
are  asking  an  amendment  for,  you  might  protect  that  situation,  i^ 
in  your  judgment  it  is  thought  wise,  by  making  the  speculative  in^ 
terest  not  to  exceed  500  bales  or  1,000  bales. 

Mr.  McLaughlin  of  Michigan.  You  think  Mr.  Devine's  transact 
tion  is  necessarily  legitimate,  but  you  think  that  the  other  kind  oi 
work  is  objectionable.  Now,  take  Mr.  Devine's  case.  He  had  an 
order  from  this  mill  for  so  many  bales  of  Egyptian  cotton,  and  b< 
would  like  to  sell  it,  so  he  goes  out  and  hedges.  Did  he  have  aii^ 
idea  of  accepting  or  making  delivery  on  that  hedge? 

Mr.  Turner.  His  idea  was  to  deliver  the  actual  cotton  on  a  contract 

Mr.  McLaughlin  of  Michigan.    But  how  about  on  the  hedge  ? 

Mr.  Turner.  On  the  contract. 

Mr.  McLaughlin  of  Michigan.  The  hedge  and  the  contract  ar< 
one  and  the  same  thing.  Of  course,  he  intended  to  deliver  the  actxiaj 
cotton  to  this  mill,  but  how  about  the  hedge?  Did  he  intend  to  <ie 
liver  or  accept  the  actual  cotton  on  that  transaction? 

Mr.  Turner.  Perhaps  not  in  that  case,  but  he  could 

Mr.  McLaughlin  of  Michigan  (interposing).  Oh,  yes;  I  under 
stand  what  you  mean,  but  where  is  the  difference  between  him  an< 
this  other  man  you  speak  of  whose  course  is  reprehensible  and  vvU^ 
will  just  bet  on  the  price  of  cotton  at  a  future  time? 

Mr.  Turner.  Well,  sir,  in  my  way  of  looking  at  it  there  is  quite  \ 
difference  between  them-  Let  us  bring  it  down  to  a  homely  illiij^ 
tration,  if  we  may. 
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Mr.  McLaughlin  of  Michigan.  We  have  an  actual  illustration  in 
that  case.  We  have  Mr.  Devine,  who  is  an  actual  dealer,  and  you 
say  his  hedge  is  proper  and  legitimate,  but  he  admits  that  he  has  no 
idea  of  delivering  cotton  under  the  hedge  ? 

Mr.  Turner.  He  could  not  get  the  money  to  finance  that  trans- 
action ;  he  could  not  move  the  cotton ;  he  could  not  take  it  from  the 
station  at  which  grown;  and  could  not  deliver  it  at  the  dock.  He 
could  not  ship  it  to  the  mill  unless  he  could  hedge,  because  the  banks 
would  not  finance  the  transaction. 

Mr.  McLaughlin  of  Michigan.  But  you  say  he  had  no  idea  of 
accepting  the  cotton  on  this  buy  that  he  made,  which  is  called  a 
hedge.  It  was  a  gamble,  pure  and  simple  on  his  part  for  protection ; 
it  was  insurance  or  whatever  you  may  call  it.     Isn't  that  true  ? 

Mr.  Turner.  I  do  not  think  so,  sir.     If  eggs  are  worth 

Mr.  McLaughlin  of  Michigan  (interposing).  I  can  see  how  his 
dealings  with  the  miller  from  whom  he  received  the  letter,  and  his 
dealings  with  those  who  have  the  cotton  as  he  goes  out  to  buy  the 
cotton  for  the  purpose  of  selling  and  delivering  it  to  the  man  from 
whom  he  received  the  letter;  I  say,  I  can  see  how  that  is  one  kind 
of  transaction.  That  is  dealing  in  actual  cotton.  But  when  he  goes 
on  the  board  of  trade  and  hedges  he  has  no  idea  of  receiving  the 
cr)tton  to  which  that  hedge  relates  ? 

Mr.  Turner.  Yes;  he  nas. 

Mr.  McLaughlin  of  Michigan.     Eeally,  now,  has  he? 

Mr.  Turner.  I  think  he  has,  sir. 

Mr.  McLaughlin  of  Michigan.  Now,  has  he  in  fact  ? 

Mr.  Turner.  I  think  he  has. 

Mr.  HuLTNGS.  He  would  not  buy  that  cotton  from  the  farmer  and 
also  buy  it  fi'om  the  party  who  sold  him  the  hedge;  that  would  be 
double  delivery  on  the  one  sale  ? 

Mr.  Turner.  Not  as  I  see  it. 

Mr.  Huongs.  If  he  takes  it  from  the  man  he  buys  the  hedge  from 
and  also  takes  the  cotton  from  the  farmer  Mr.  Devine  would  be 
petting  3,000  bales  of  cotton  and  only  giving  out  1,500  bales. 

Mr.  Turner.  I  can  not  see  why  that  as  you  say  it  there  is  any  dif- 
ferent. If  eggs  to-day  ai'e  worth  20  cents  a  dozen  and  I  come  to 
Tou  and  say  I  want  to  buy  10  dozen  eggs  and  you  say  all  right  and 
you  sell  me  10  dozen  eggs  and  you  have  not  got  them,  as  your  hens 
have  not  laid  that  many  eggs  yet,  although  they  are  laying  and  the 
efirgs  are  coming,  what  do  you  do?  You  go  out  to  Smith  and  buy 
10  dozen  eggs,  and  then  when  your  hens  lay  10  dozen  eggs  you 
deliver  them  to  Smith  and  you  have  been  protected  in  the  price,  and 
yet  vou  have  not  been  gambling  in  the  transaction. 

Mr.  McLaughlin  of  Michigan.  I  am  not  saying  that  the  trans- 
action by  Mr.  Devine  was  wrong,  and  am  not  implying  it  in  my 
question,  but  I  say,  to  bring  out  what  I  believe  to  be  the  fact — ^that 
is.  that  the  hedging  transaction  was  a  pure  and  simple  gambling 
proposition,  and  that  it  is  not  similar  in  all  respects  as  far  as  I  can 
>^  it  to  the  actual  selling  of  cotton,  and  it  is  the  hedging  transac- 
tion alone  that  I  am  speaking  of  now. 

Mr.  Turner.  I  understand. 

Mr.  McLatjghlin  of  Michigan.  It  iif  of  exactly  the  same  nature  as 
far  as  I  can  see  as  that  indulged  in  by  a  man  who  has  no  deal  like 
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Mr.  Devine  had  on  hand ;  who  has  no  demand  for  cotton,  and  who 
does  not  want  actual  cotton,  and  has  no  idea  of  accepting  or  deliver- 
ing cotton;  men  who  are  gamblers  and  nothing  else — ^I  can  not 
see  a  particle  of  difference  between  Mr.  Devine's  transaction  and 
theirs.    If  you  can  see  a  difference  will  you  explain  it  to  me? 

Mr.  Turner.  For  my  own  information  may  I  ask  you  how  he 
could  fill  that  order  without  the  protection  of  the  hedge  when  the 
banks  refuse  to  loan  him  money  on  it? 

Mr.  McLaughlin  of  Michigan,  I  think  very  likely  he  could  not, 
and  that  is  the  reason  I  say 

Mr.  Turner  (interposing).  Well  then  the  farmer  could  not  likely 
sell  his  cotton. 

Mr.  McLaughlin  of  Michigan.  I  think  perhaps  he  could  not. 
Therefore  I  am  not  saying  it  is  wrong  and  that  it  should  be  forbid- 
den. I  am  not  saying  that,  but  I  am  trying  to  get  information 
so  that  I  may  determine  whether  or  not  these  transactions  should 
be  in  fact  forbidden.  But  I  can  not,  I  want  to  say  to  you,  for  the 
life  of  me  see  any  difference  between  Mr.  Devine  s  transaction  on 
his  hedging  proposition  and  the  transaction  of  a  man  who  just  buys 
and  sells  every  day  on  the  board  of  trade  having  no  idea  whatever 
of  accepting  or  of  making  delivery  of  what  he  buys. 

Mr.  Turner.  Not  except  as  to  the  purpose.  One  deal  was  made 
with  the  purpose  of  delivering  the  cotton,  and  the  other  is  made 
for  the  purpose  of  speculation. 

Mr.  McLaughlin  of  Michigan.  I  beg  pardon,  but  do  I  understand 
from  you  that  it  is  the  intent  not  to  accept  or  make  delivery  that  con- 
stitutes a  hedge?  In  Mr.  Devine's  case  he  evidently  intended  to  buy 
from  somebody  and  to  make  delivery  to  this  correspondent.  There 
was  a  natural  transaction,  but  I  am  talking  about  his  hedge  now. 

Mr.  Turner.  He  had  a  right  to  deliver  it  on  his  hedge  if  he 
wanted  to. 

Mr.  McLaughlin  of  Michigan. .  He  had  a  right  to  do  it,  I  under- 
stand, but  he  had  no  intention  in  fact  of  doing  it;  that  is,  as  to 
making  delivery  on  his  hedge.  Suppose  he  is  asked  to  do  it,  what 
kind  of  cotton  would  he  be  required  to  deliver  ? 

Mr.  Turner.  He  would  have  to  deliver  exactly  the  same  grade  of 
cotton  the  contract  with  the  mill  owner  caller  for,  and  he  would  have 
to  ship  it  to  the  mill  on  his  hedg:e  instead  of  buying  it  from  the 
farmer.  But  he  expected  to  buy  it  from  the  farmer,  even  though 
he  had  a  right  to  demand  it  on  the  hedge  and  to  deliver  it  to  the  mill. 

Mr.  McLaughlin  of  Michigan.  Are  you  right  about  it,  on  the 
hedge  proposition? 

Mr.  Turner.  Absolutely.  Mr.  Morrill,  of  the  Bureau  of  Markets, 
Department  of  Agriculture,  is  here,  and  perhaps  he  can  give  you 
some  light  on  that  proposition. 

Mr.  McLaughlin  of  Michigan.  I  think  I  need  it,  because  I  feel  I 
am  pretty  dumb  on  it  if  I  may  judge  from  the  situation  as  stated 
here.  Mr.  Devine  intended  to  go  out  and  actually  buy  cotton  from 
somebody,  or  from  several  somebodies,  and  deliver  it  to  his  corre- 
spondent? 

Mr.  Turner.  That  was  his  intention. 

Mr.  McLaughlin  of  Michigan.  He  entered  into  a  contract  with 
this  correspondent  to  deliver  to  him  a  certain  kind  of  cotton,  and 
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then  he  goes  out  and  deals  with  those  who  have  cotton,  and  buys  it 
from  them,  and  delivers  the  actual  cotton  to  the  correspondent.  Then 
he  goes  on  the  board  of  trade,  and,  perhaps,  he  does  not  know  who  he 
is  (fealing  with  at  all,  but  he  makes  a  hedge,  and  makes  it  without  any 
idea  of  accepting  or  making  delivery  on  the  hedge  which  he  has  made 
for  his  protection.  So  if  the  price  changes  from  what  he  has  to  pay 
for  the  actual  cotton  for  delivery  to  his  correspondent  he  will  be 
protected,  he  will  not  lose  money  on  his  transaction.  Isn't  that  it? 
He  makes  a  little  speculation ;  he  gambles  a  little ;  and  there  has  to 
be  somebody  at  the  other  end  of  the  transaction  on  that  hedge  busi- 
ness, hasn't  there? 

Mr.  Turner.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  think  the  other  party  he 
deals  with  on  that  hed^e  intends  to  deliver  the  cotton  ? 

Mr.  Turner.  If  he  snould  be  asked  to  do  it,  he  would  have  to  de- 
liver the  cotton  contracted  for. 

Mr.  McLaughlin  of  Michigan.  Ordinarily  delivery  on  a  hedge  of 
actual  cotton  is  not  called  for,  not  in  one  case  in  a  thousand,  is  it? 
And  when  delivery  is  demanded,  the  man  whose  duty  it  is  to  deliver 
can  deliver  any  old  stuff,  any  trash? 

Mr.  Turner.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  But  not  what  was  contracted  for  at 
aU? 

Mr.  Turner.  I  beg  pardon.  He  could  only  deliver  the  grade  and 
staple  called  for  in  his  contract. 

Mr.  McLaughlin  of  Michigan.  I  think  you  will  find  by  examina- 
tion that  a  man  who  is  called  on  to  deliver  and  finds  it  necessary  to 
deliver,  can  deliver  something  of  a  lower  grade  and  entirely  dif- 
ferent. 

Mr.  Turner.  I  have  in  mind  only  our  Egyptian  cotton.  You  evi- 
dently have  in  mind  the  short  staple  cotton  of  the  South,  I  presume  ? 

Mr.  McLaughlin  of  Michigan.  The  rules  of  the  exchange  require 
delivery  of  the  real  stuff  in  your  case,  of  the  same  grade  in  every 
particular  as  that  contract  is  for,  does  it  ? 

Mr.  Turner.  Yes,  sir;  that  the  contract  calls  for.  Of  five  grades, 
you  may  deliver  any  one  of  three  on  the  contract. 

Mr.  f^uRNELL.  In  actual  practice  there  is  not  any  cotton  delivered 
on  a  hedge,  is  there? 

Mr.  Turner.  Well,  as  a  rule,  a  hedge  is  nothing  more  than  a  pur- 
chase of  a  promise  to  deliver  a  certain  number  of  bales  of  cotton. 
If  you  want  to  take  advantage  of  that  promise,  the  cotton  is  delivered 
to  Vou^  most  certainly. 

Sir.  PuRNELL.  I  assume  that  that  is  true,  if  you  want  to  deliver  it. 
But  as  a  matter  of  actual  practice,  it  is  not  done,  is  it  ? 

Mr.  Turner.  Perhaps  you  are  right,  sir. 

Mr.  McLaughlin  ot  IVfichigan.  The  same  thing  is  done  in  the  case 
of  wheat  and  com.  And  as  I  understand  the  testimony  given  before 
us,  when  delivery  is  demanded  on  one  of  these  hedging  transactions, 
the  man  who  finds  it  necessary  to  deliver  can  deliver  something  of  a 
different  grade  altogether. 

Mr.  HuLiNGS.  By  paying  a  differential? 

Mr.  McLaughlin  of  Michigan.  Arid  in  a  very  large  number  of 
cases  where  there  is  hedging  the  parties  never  intend  to  deliver,  but 
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to  pay  the  difference  in  money,  one  way  or  the  other,  making  it,  as 
I  look  at  it,  a  gambling  proposition ;  and  the  man  whose  business  it 
is  to  deal  in  corn  or  wheat,  and  who  goes  in  to  protect  himself  in  an 
actual  transaction,  is  gambling  as  far  as  his  hedging  transaction  is 
concerned  exactly  the  same  as  two  men  who  go  in  and  make  a  busi- 
ness of  buying  and  selling  hedges,  or  whatever  they  call  it,  on  the 
stock  exchange,  without  any  idea  of  accepting  or  making  delivery. 
Now,  it  may  be  necessary  in  a  situation  such  as  you  describe  to  per- 
mit that,  but  I  do  not  see  how  you  can  permit  it  to  one  man  and  deny 
it  to  another. 

Mr.  Turner.  The  cotton  growers  of  the  southwest  are  not  aU 
capitalists.    They  have  to  borrow  money  to  raise  their  crop,  and 

Mr.  PuRNELL  (interposing).  Well,  is  it  your  contention  that  with 
the  hedge  eliminated  the  farmers'  product  can  not  be  sold  at  the  time 
when  he  actually  needs  money ;  is  that  it  ? 

Mr.  Turner.  I  think  it  would  be  a  very  great  detriment  to  him, 
sir.  As  I  was  going  to  point  out  to  you,  last  spring  the  farmors 
from  the  various  valleys  in  California  came  in  to  us  and  wanted  to 
borrow  some  money  with  which  to  raise  their  crops.  It  was  essential 
that  they  have  the  money.  They  expected  to  raise  a  certain  number 
of  bales  of  cotton,  and  on  the  prospect  of  their  raising  that  niunber 
of  bales — and  I  want  to  pause  to  say  that  when  you  come  to  the  ques- 
tion of  gambling,  the  greatest  gambler  in  the  world  is  the  farmer 
when  he  puts  his  seed  m  the  ground.  He  gambles  in  everything  in 
the  countries  which  are  not  blessed  with  irrigation,  as  we  are  in  Cali- 
fornia. In  California  and  Arizona  the  farmer  does  not  gamble  in 
that  way,  because  when  he  puts  his  seed  in  the  ground  he  Imows  that 
God  is  going  to  give  him  water  to  bring  the  crop  to  maturity.  It 
is  there  m  advance  for  him.  So  when  he  borrows  money  he  borrows 
with  the  assurance  that  he  can  pay  and  deliver  the  cotton.  Cotton 
at  that  time  was  worth  about  30  cents  a  pound.  He  could  make  some 
money  raising  cotton  at  30  cents  a  pound.  So  he  sold  in  advance, 
just  the  same  as  Mr.  Devine  did  when  he  sold  to  the  mill ;  they  sold 
m  advance,  perhaps  10  bales,  or  perhaps  15  bales  each,  and  they  col- 
lected 30  cents  a  pound  against  that  cotton.  The  farmer  took  that 
money  and  went  down  in  the  country  and  plowed  the  ground,  and 
planted  his  seed,  and  he  bought  the  necessary  groceries,  and  boucht 
shoes  for  his  children,  and  made  his  home. 

Well,  on  the  other  side  of  it,  we  had  bought  10  bales  of  cotton  at 
80  cents  a  pound.  So  we  sold  10  bales  of  cotton  at  30  cents  a  pound. 
We  were  not  profited  by  the  transaction  except  to  the  extent,  perhaps, 
of  $2.50  a  bale.  In  that  way  we  were  protected.  And  we  went  to  the 
bank  and  we  borrowed  money.  We  borrowed  30  cents  a  pound  on  10 
bales  of  cotton.  And  the  bank  took  that  assurance  of  the  hedge,  and 
thev  were  protected. 

What  did  we  do?  We  took  the  money  from  the  bank,  and  we 
passed  it  on  to  the  farmer,  and  the  farmer  distributed  it  amon^r  those 
items  it  was  necessary  for  him  to  deal  with  in  order  to  produce  his 
crop.  He  produced  His  crop.  He  picked  the  cotton,  and  he  brought 
it  to  the  gin,  and  it  was  ginned,  and  he  shipped  it  to  use,  and  we 
sold  it. 

NoWj  gentlemen  of  the  committee,  who  is  harmed  by  that  transac- 
tion.  It  would  have  been  impossible  for  that  farmer  to  have  got  shoes 
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for  his  children,  or  that  crop  in  the  ground,  without  our  ability  to 
sell  that  cotton  in  advance,  or  through  the  medium  of  futures,  if  you 
please. 

Mr.  PuRNELL.  Who  did,  as  a  matter  of  fact,  actually  carry  that? 
deal? 

Mr.  TuRXER.  The  bank. 

Mr.  PrRNEix.  Well,  they  had  to  have  something  to  insure  them  ? 

^Ir.  Turner.  Absolutely,  and  the  only  thing  they  could  have  had 
was  the  hedge. 

Mr.  PuRNELL.  Who  was  the  man  back  of  the  bank?  The  man  who 
bought  the  hedge  at  the  other  end  of  the  transaction  ? 

Mr.  Turner.  Well,  that  cotton  was  hedged  on  the  New  York 
Cotton  Exchange. 

Mr.  PuRNELL.  Well,  then,  somebody  did  take  the  other  end  of 
the  transaction  on  the  New  York  Cotton  Exchange,  and  that  some- 
bodv  was  really  back  of  the  bank  and  of  you  and  of  the  purchaser? 

Mr.  TuKNER.  Yes.  It  could  have  been  somebody  in  Los  Angeles 
for  that  matter.  What  I  am  trying  to  point  out  to  you  gentlemen 
is  the  fact  that  without  that  protection  the  farmer's  children  are 
not  going  to  get  their  shoes  and  the  crop  is  not  going  to  be  grown. 

Mr.  TiNCHER.  What  you  mean  is  that  you  have  got  to  have  sale 
in  futures  in  order  for  the  farmer  to  have  credit? 

Mr.  Turner.  You  may  call  it  what  you  like.  But  that  is  the 
actual  situation.  Now,  those  farmers  are  to-day  waiting^  out  there 
to  get  money  with  which  to  put  in  another  year's  crop 

Mr.  Tincher.  Let  me  see  if  I  understand  you :  The  farmer  could 
not  have  gone  to  the  bank  and  said :  I  want  to  grow  so  much  cotton, 
and  want  so  much  money?  They  would  not  have  loaned  him  the 
money  ? 

Mr.  Turner.  If  the  local  bank  had  loaned  the  money  it  would 
probably  have  taken  a  mortgage  on  his  farm  and  on  his  teams  and 
on  his  cows  and  everything  he  had.  It  would  not  have  loaned  him 
30  cents  a  pound  on  cotton,  either. 

Mr.  Tincher.  That  is  a  new  argument,  but  as  I  understand  you 
trading  in  cotton  futures  is  necessary  in  order  to  give  the  farmer 
a  proper  outlet  for  credit. 

Mr.  Turner.  For  the  cotton  actually  produced,  yes. 

Mr.  Tincher.  Will  the  local  banks  loan  money  to  the  speculator 
and  yet  not  to  the  farmer? 

Mr.  Turner.  I  beg  pardon.  With  us  the  local  banks  do  not 
furnish  us  the  money.  The  local  banks  are  not  strong  enough  to 
loan  the  amount  of  money  necessary  for  the  cotton  crop. 

Mr.  Tincher.  They  take  care  of  that  end  of  the  transaction 

Mr.  Turner  (interposing).    Yes,  sir. 

Mr.  Tincher  (continuing).  And  then  they  borrow  from  the  big 
banks? 

Mr.  Turner.  Yes,  sir. 

Mr.  Tincher.  As  a  matter  of  fact,  in  southern  California  and 
in  all  other  States,  the  banks  borrow  that  money  from  the  Federal 
reserve  banks  or  whatever  other  banks  they  are  doing  business 
with,  based  upon  the  real  credit  of  the  farmer  that  the  local  banks 
let  this  money  go  to,  more  than  on  the  credit  of  speculators  who 
deal  in  futur^,  don't  they  ? 
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Mr.  Turner.  Well,  I  don't  know  anything  about  that.  We  don't 
deal  with  speculators. 

Mr.  TiNCHER.  You  have  raised  quite  a  theory.  And  that  is, 
that  it  is  necessary  for  us  to  permit  trading  in  futures,  as  now 
^oing  on,  in  order  for  the  farmer  to  now  have  credit  at  the  banks  ? 

Mr.  Turner.  I  can  see  no  other  way  of  handling  the  situation. 

Mr.  TiNCHER.  Of  course  that  is  not  true  at  all  in  my  State,  the 
State  of  Kansas,  about  whose  conditions  I  know. 

Mr.  Turner.  You  are  a  corn-growing  State.  I  was  raised  in  a 
-corn  and  wheat  State. 

Mr.  TiNCHER.  I  am  satisfied  that  the  farmer  has  to  stand  on  his 
own  bottom  with  the  banks  out  there  in  Kansas,  and  he  does  it. 

Mr.  Lee.  The  situation  that  the  gentleman  speaks  of  is  very  com- 
mon in  my  State.  I  know  of  farmers  who  sold  cotton  at  29  cents  in 
July  to  a  dealer  ■  ■ 

Mr.  RiDDiCK  (interposing).  What  happens  if  the  crop  is  a  failure, 
because  of  drought  or  insect  pests? 

Mr.  Lee.  Well,  I  suppose  the  man  who  loans  money  has  to  take 
'Chances,  but  he  knows  the  man. 

Mr.  Turner.  In  southern  California  there  is  no  such  thing  as 
failure  if  a  man  plants  a  crop.  We  do  not  depend  upon  rains  from 
heaven  to  get  water  to  raise  our  crops. 

Mr.  RiDDiCK.  And  there  are  no  pests  there? 

Mr.  Turner.  No,  sir;  we  have  prevented  all  pests  from  entering 
the  State  of  California  up  to  the  present  time,  and  both  the  FedersS 
Oovernment  and  the  State  government  are  working  to  continue  to 
prevent  it. 

Mr.  EmniCK.  If  what  you  say  is  true  there  would  be  no  more 
cotton  raised  in  event  that  Congress  prevented  hedging;  we  would 
have  to  go  back  to  old  conditions? 

Mr.  Tdrner.  Well,  I  would  hardly  know  what  to  think  would 
happen. 

Mr.  TiNCHER.  You  have  no  benefit  of  trading  in  futures,  if  there 
is  any  benefit  from  it  at  all,  in  connection  with  your  cotton  grown  in 
California  now? 

Mr.  Turner.  Yes,  sir;  we  can  sell  our  cotton  in  Liverpool,  Eng- 
land, or  in  Alexandria,  Egypt,  now  on  hedges. 

Mr.  TiNCHER.  But  I  mean  as  far  as  the  United  States  is  con- 
cerned? 

Mr.  Turner.  No  ;  not  as  far  as  the  United  States  is  concerned.  We 
have  to  go  outside  of  the  United  States  to  get  protection. 

Mr.  TiNCHER.  If  you  are  in  as  good  shape  as  other  people ;  gener- 
ally where  people  have  to  hedge  you  do  not  know  whether  they  need 
the  hedge  or  not. 

Mr.  Turner.  Well,  of  course,  we  have  some  short-staple  cotton 
there,  too.  But  that  country  is  destined  to  be  a  long-staple  cotton 
country. 

Mr.  HuuNGs.  Does  it  cost  more  money  under  your  conditions  to 
raise  long-staple  cotton? 

Mr.  Turner.  Yes,  sir ;  about  two  and  one-half  times  as  much. 

Mr.  HuLiNGS.  Why? 

Mr.  Turner.  One  reason  is  that  the  Egyptian  cotton  does  not 
grow  as  many  pounds  per  acre.    It  is  harder  to  pick,  and  the  ginning 
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is  harder,  and  everything  connected  with  it  is  more  expensive  than 
in  the  case  of  the  southern  short-staple  cotton. 

Mr.  McLaughlin  of  Michigan.  Assuming  that  it  is  proper  and 
necessary  to  permit  Mr.  Devine  to  go  on  the  board  of  trade  and  hedge 
in  order  to  protect  himself,  is  there  any  way  by  which  we  can 
properly  forbid  others  dealing  on  the  board  of  trade  who  are  doing 
it  solely  as  a  gambling  proposition  and  who  have  no  cotton  and  do 
not  intend  to  accept  or  make  delivery  of  any  cotton,  or  to  contract 
for  actual  cotton,  and  who  are  simply  conducting  a  gambling  propo- 
sition? 

Mr.  TuRNiat  That  is  a  question  I  would  not  want  to  express  an 
opinion  on  without  some  thought.  It  probably  would  be  a  desirable 
thing  if  it  could  be  done.  But  it  is  a  big  problem  and  you  would 
not  expect  me  to  answer  it  offhand. 

Mr.  McLaughlin  of  Michigan.  Would  it  be  possible  for  us  to 
enact  a  law  that  would  permit  Mr.  Devine's  transaction,  but  to  say 
to  him:  You  must  find  somebody  at  the  other  end  of  the  hedging 
transaction  who,  like  yourself,  is  dealing  in  cotton,  so  that  it  could 
not  be  called  from  your  standpoint  a  gambling  proposition ;  that  you 
must  find  somebody  situated  as  Mr.  Devine  is? 

Mr.  Turner.  Well,  I  think  that  would  make  it  impracticable.  I 
do  not  think  that  would  work. 

Mr.  McLaughlin  of  Michigan.  The  conclusion  to  be  drawn  from 
your  statement  is  that  in  order  to  permit  Mr.  Devine  to  do  what  he 
wishes  to  do,  it  is  necessary  to  permit  anybody  and  everybody  to 

fo  on  the  board  of  trade  and  buy  and  sell  just  as  that  anybody  can 
nd  somebody  to  deal  with  ? 

Mr.  Turner.  Without  giving  the  subject  more  thought  than  T 
would  have  time  now  to  give  it  1  would  not  like  to  attempt  to  answer. 
It  may  be  possible. 

Mr.  McLaughlin  of  Michigan.  W^e  have  got  to  answer  it. 

Mr.  Turner.  Well,  I  would  at  least  like  to  give  it  some  thought 
before  I  replied  to  your  question. 

Mr.  Osborne.  May  I  ask  the  witness  a  question  ? 

The  Chairman.  Certainly. 

Mr.  Osborne.  Along  the  line  of  Mr.  McLaughlin's  question,  there 
is  a  substantial  difference  between  an  actual  transaction  in  cotton  and 
one  that  is  a  fictitious  transaction? 

Mr.  Turner.  I  should  think  so ;  yes,  sir. 

Mr.  Osborne.  And  with  the  great  wisdom  that  is  supposed  to 
reside  in  the  Congress,  the  Congress  ought  to  be  able  to  find  the 
line  of  division  between  an  actual  transaction  and  a  fictitious  trans- 
action, and  apply  the  necessary  laws  thereto. 

Mr.  McLaughlin  of  Michigan.  Mr.  Osborne,  you  are  a  Member  of 
the  Congress,  and  endowed  with  this  wonderful  wisdom  you  speak 
of,  or  at  least  a  portion  of  it ;  tell  us  how  to  do  it  ? 

Mr.  Osborne.  Well,  I  have  not  made  the  deep  study  of  this  sub- 
ject that  this  committee  has,  but  it  appears  to  me  that  where  there 
is  such  a  substantial  difference  we  ought  to  be  able  to  draw  the  line 
and  to  apply  the  distinction.  That  is  the  way  it  appears  to  me.  I 
am  speaking  seriously,  gentlemen  of  the  committee,  because  we  all 
have  due  respect  for  the  work  of  the  Congress.  There  is  one  other 
thing  which  appears  to  me  to  apply  in  this  particular  place,  and  I 
want  to  ask  Mr.  Turner  about  it  ? 
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Mr.  Turner,  is  not  the  object  of  this  bill  to  place  long  staple 
Egyptian  cotton  on  the  same  basis  with  reference  to  these  trans- 
actions that  short  staple  cotton  is  on  now  ? 

Mr.  Turner.  Absolutely. 

Mr.  Osborne.  That  is  the  main  point.  We  are  simply  asking  the 
committee  to  put  Egyptian  cotton  on  the  same  basis  as  short  staple 
cotton,  so  that  we  may  not  have  to  ffo  to  Alexandria,  Egypt,  or  to 
London,  England,  to  carry  out  simple  transactions  in  the  purchase 
and  transfer  of  this  high  grade  of  cotton. 

Mr.  McLaughlin  of  Michigan.  What  do  you  mean  by  the  state- 
ment, Mr.  Osborne,  of  putting  it  on  the  same  basis  as  shoil;  staple 
cotton  ? 

Mr.  Osborne.  Well,  as  I  undei-stand  it,  you  can  now  do  in  short- 
staple  cotton  what  this  bill  contemplates  as  to  long-staple  cotton: 
isn't  that  so? 

Mr.  Turner.  Yes,  sir. 

Mr.  Osborne.  What  I  ask  is  that  you  put  the  product  of  our  Ari- 
zona and  California  country  on  the  same  basis  as  other  cotton. 

Mr.  McLaughlin  of  Michigan.  All  kinds  of  cotton,  as  I  under- 
stand it,  are  on  the  same  basis  now. 

Mr.  Lee.  No ;  that  is  not  a  fact. 

Mr.  VoiGT.  This  California  cotton  is  not  dealt  in  on  the  cotton  ex- 
change, is  that  what  you  mean? 

Mr.  Osborne.  Yes. 

Mr.  VoiGT.  What  you  want  to  do  is  to  make  it  deliverable  on  ex- 
actly the  same  basis  as  other  grades  of  cotton  ? 

Mr.  Osborne.  Yes.  We  do  not  want  any  discrimination.  What 
we  want  is  that  you  shall  not  leave  in  the  law  the  discrimination 
that  now  exists  against  our  particular  cotton. 

Mr.  McLaughlin  of  Michigan.  We  have  no  such  discrimination 
now,  have  we? 

Mr.  Osborne.  I  understand  that  we  have. 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  Let  us  get  this  clearly  in  the  record :  This  Egyp- 
tian cotton  is  excepted  from  the  operation  of  the  cotton  futures  act  ? 

Mr.  Osborne.  Yes. 

Mr.  Turner.  As  it  is  now,  a  man  can  not  protect  himself  in  deal- 
ing in  Egyptian  cotton  as  he  can  do  in  dealing  in  short -staple  cotton. 

The  Chairman.  It  is  not  one  of  the  grades  deliverable  on  a  con- 
tract, is  it? 

Mr.  Turner.  No,  sir. 

The  Chairman.  Therefore  you  are  excluded  ? 

Mr.  Turner.  The  grades  are  established  by  the  Department  of 
Agriculture,  but  there  is  no  contract  covering  this  Egyptian  cotton. 

The  Chairman.  Does  the  Department  of  Agriculture  fix  grades 
for  this  cotton  ? 

Mr.  Turner.  No,  sir. 

The  Chairman.  Then  you  propose  to  set  up  an  exchange  dealing 
in  American  Egyptian  cotton? 

Mr.  Turner.  Not  an  independent  exchange,  but  an  independent 
contract. 

'    The  Chairman.  This  is  to  be  an  independent  matter  of  any  of  the 
present  operations? 
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Mr.  Turner.  Yes,  sir. 

The  Chairman.  Can  you  give  us  the  production  of  Egyptian  cot- 
ton in  the  United  States? 

Mr.  Turner.  This  year  we  had  in  this  country  189,000  bales. 

The  Chairman.  And  the  total  production  of  cotton  in  the  United 
States  is  12,000,000  bales? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  Anything  further,  Mr.  Osborne? 

Mr.  Osborne.  I  have  nothing  further  to  say,  except  that  I  think 
it  just  that  the  American  Egyptian  cotton  should  be  placed  on  the 
same  basis  as  other  cotton  grown  in  this  country.  On  the  question 
of  gambling,  this  illustration  shows  very  clearly  the  great  difficulty 
of  conducting  the  business  without  some  such  basis  of  insurance 
as  is  proposed  in  that  letter  written  by  Mr.  Devine.  And  as  to  the 
immoralty  of  such  transactions,  I  am  unable  to  see  that  it  is  any 
more  immoral  than  it  is  to  take  an  insurance  policy  on  your  life. 
Indeed,  there  is  not  as  much  risk  in  it,  very  little  risk  in  it,  whereas 
in  the  case  of  insurance  on  human  life  there  is  a  good  deal  of  risk. 
Those  are  the  two  points  I  make  in  favor  of  my  bill. 

ilr.  McLaughlin  of  Michigan.  There  is  an  actual  delivery  in  the 
case  of  insurance  on  life. 

Mi\  Osborne.  There  is  actual  delivery  in  the  case  of  American 
Egyptian  cotton. 

^Ir.  McLaughlin  of  Michigan.  Is  that  true  under  the  hedge  that 
Mr.  Devine  makes  ? 

Mr.  Osborne.  That  is  a  form  of  insurance  which  appears  to  me 
justified  in  good  morals  and  in  good  business  sense. 

Mr.  McLaughlin  of  Michigan.  Is  actual  delivery  contemplated 
on  Mr.  De vine's  transaction? 

Mr.  Turner.  There  is  actual  delivery  contemplated  if  delivery  is 
demanded. 

Mr.  HuLiNos.  Mr.  Osborne,  how  would  you  regard  a  provision 
that  all  these  hedging  contracts  must  be  consummated  by  actual  de- 
Uvery? 

Mr.  Osborne.  Well,  I  think  it  would  be  nonsense,  to  tell  the 
truth.  Where  a  transaction  was  actually  for  the  purpose  of  in- 
surance, to  insure  delivery,  if  the  contingencies  were  set  forth  in  the 
contract  and  the  contract  had  been  fulfilled  by  delivery  of  the  cotton 
to  the  purchaser,  I  think  it  would  be  nonsense  to  require  another 
delivery,  or  double  delivery,  as  this  would  be. 

Mr.  voiGT.  Under  the  present  law  if  a  man  sells  cotton  on  the 
exchange  he  may  deliver  m  satisfaction  of  his  contract  any  one  of 
ten  diflFerent  grades  of  cotton.  Do  you  understand  that  to  be  the 
case? 

Mr.  Osborne.  Well,  I  will  have  to  frankly  say  I  am  not  well 
enough  posted  to  tell  you  about  that. 

Mr.  Voigt.  That  is  what  appears  by  the  statement  made  before 
the  committee  her.  What  is  the  object  of  your  bill ;  to  make  Cali- 
fornia cotton  deliverable  on  contract? 

Mr.  Osborne.  To  make  the  cotton  that  is  contracted  for  de- 
liverable; to  require  delivery  of  the  actual  grade  of  cotton  that  is 
called  for. 

The  Chairman.  Would  you  be  satisfied  to  include  it  in  the  other 
ten  grades? 
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Mr.  Turner.  You  could  not  do  that.  This  is  high-grade  stuff 
and  worth  two  or  three  times  as  much  as  short-staple  cotton. 

Mr.  VoiGT.  You  want  trading  in  your  grade  of  cotton  on  the  ex- 
change? 

Mr.  Osborne.  If  you  are  correct  about  it  and  you  can  deliver 
different  grades  of  cotton  on  a  contract,  that  would  not  seeni  to 
me  to  be  a  legitimate  proposition. 

Mr.  VoiOT.  Under  the  cotton-futures  act  you  can  deliver  any  one 
of  10  grades.    I  understand  they  are  quite  closely  related? 

Mr.  Osborne.  That  does  not  seem  to  me  to  be  reasonable,  but  if 
that  is  so  it  would  not  fit  our  case.  If  you  contract  that  you  can 
deliver  10  different  things  to  cover  a  contract  I  would  not  call  it 
much  of  a  contract.  But  we  want  to  deliver  this  particular  cotton. 
We  do  not  ask  for  anything  of  that  kind.  What  we  ask  for  i^  a 
straight-out  proposition  to  he  able  to  make  a  contract  for  future 
delivery  on  this  American  Egyptian  cotton,  and  the  length  of  the 
staple  IS  set  forth  here  as  cotton  of  l-jV  inches  in  length.  We  do 
not  want  anything  else. 

Mr.  VoiGT.  Is  there  any  law  at  the  present  time  that  prevents 
brokers  on  a  cotton  exchange  from  dealing  in  your  class  of  cotton? 

Mr.  Osborne.  Well,  I  understand  there  is. 

The  Chairman.  You  can  not  tell  about  its  quality  because  it  is  not 
included  in  the  10  grades  deliverable  under  a  contract.  The  objec- 
tion is  that  it  is  because  your  cotton  is  much  more  valuable  than 
other  cotton. 

Mr.  Lee.  There  are  five  grades  in  your  cotton,  as  I  understand? 

Mr.  Turner.  Yes,  sir.  As  to  the  10  grades  of  cotton  you  deliver 
under  other  cotton  contracts,  they  have  a  definite  value.  There  are 
so  many  points  off  or  on  as  a  differential  from  the  basic  grades  which 
basic  grade  in  short  cotton  is  middling.  In  our  cotton  we  have  five 
grades,  and  the  basic  grade  we  would  term  No.  3. 

Mr.  VoiOT.  What  I  want  to  get  is,  do  you  propose  to  have  your 
cotton  deliverable  in  satisfaction  of  the  cotton  contract  ? 

Mr.  Turner.  Yes,  sir. 

Mr.  VoiGT.  Then  the  present  law  would  have  to  be  amended  so  as 
to  put  in  13  grades  instead  of  10  grades  as  provided  in  the  present 
cotton  futures  act? 

Mr.  Lee.  No. 

Mr.  Turner.  No;  not  13  grades.  Your  present  act  is  not  appli- 
cable to  American-Egyptian  cotton.  But  this  amendment  asked  for 
by  Mr.  Osborne  would  make  it  applicable  to  American  Egyptian 
cotton. 

Mr.  VoiGT.  Do  you  mean  that  the  proposed  amendment  would  make 
American-Egyptian  cotton  deliverable  on  a  contract? 

Mr.  Turner.  Yes;  as  provided  for  by  this  amendment. 

Mr.  VoiQT.  You  do  not  propose  to  disturb  the  present  10  grades  ? 

Mr.  Turner.  No,  sir. 

Mr.  VoiOT.  You  simply  want  to  make  it  legal  to  deal  in  American 
Egyptian  cotton  on  the  cotton  exchange? 

Mr.  Turner.  Yes,  sir. 

Mr.  Lke.  The  bill  here  says  that  you  have  three  grades  ? 

Mr.  Turner.  There  are  five  grades. 

The  Chairman.  The  bill  says  three  grades! 
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Mr.  Turner.  Well. 

The  Cb[aihman.  Why  do  you  lunit  it  to  three  grades  ? 
Mr.  Turner.  Because  when  you  ^et  below  that  lowest  grade  then 
you  have  not  merchantable  cotton;  in  fact,  that  takes  in  practically 
all  grades  of  American  Egyptian  cotton  that  is  raised.  Take  the 
cotton  that  is  being  picked  to-day,  perhaps  after  frost,  and  with 
leaves  and  all  those  things  in  it,  ana  perhaps  the  staple  is  a  little 
short ;  it  is  not  as  valuable  as  cotton  picked  early  in  the  spring  when 
there  are  no  leaves  and  trash  in  it.  One  would  be  perhaps  No.  1 
and  perhaps  the  other  would  be  No.  5.  You  could  deliver  them  all 
to  a  mill  under  a  contract,  at  so  many  cents  a  pound  off  No.  3,  the 
basic  grade,  the  same  as  wheat  and  corn. 

The  Chairman.  That  same  question  arises  in  all  these  bills  as  to 
wheat  and  cotton.  As  to  cotton  we  are  limited  now  to  10  grades 
on  the  cotton  exchange.  You  propose  3  grades  for  your  American 
Egvptian  cotton? 
jSIt.  Turneb.  That  is  short  cotton  you  have  been  talking  about. 
The  Chairman.  If  the  commercial  difference  is  fixed  by  the  Secre- 
tary of  Agriculture  would  there  be  any  objection  to  extending  it  to 
foifr  grades  or  five? 

Mr.  Turner.  I  am  sorry  but  I  did  not  catch  that  question. 
The  Chairman.  If  the  Secretary  of  Agriculture  fixes  the  com- 
mercial differences  would  there  be  any  objection  to  extending  to  five 
grades  the  American  Egyptian  cotton? 
Mr.  TxjRNER.  No,  sir ;  that  is  all  we  ask. 
The  Chairman.  But  here  in  this  bill  you  limit  it  to  three. 
Mr.  Turner.  Three  on  delivery. 

The  Chairman.  You  limit  delivery  to  three  grades  but  you  admit 
that  there  are  five  grades  of  American  Egyptian  cotton  ? 

Mr.  Turner.  I  will  tell  you  why  we  are  asking  delivery  of  three 
grades.  These  contracts  contemplate  delivery,  say  of  25  bales  of 
cotton  instead  of  a  hundred  bales,  as  in  the  case  of  short  staple  cot- 
ton. If  you  deliver  five  bales  of  each  grade  you  would  have  a 
mixed  lot  of  cotton,  and  it  is  the  purpose  to  get  the  cotton  down  to 
a  fine  run  of  deliverable  lots. 

The  Chairman.  The  transaction  would  apply  to  all  future  cotton. 
On  the  grain  exchanges  it  is  limited  to  four  grades.  The  only  dif- 
ference as  to  the  cotton  exchange  is  that  the  differences  in  grades 
are  fixed  by  the  Secretary  of  Agriculture,  which  are  actual  com- 
mercial differences. 
Mr.  Turner.  Yes,  sir. 

The  Chairman.  In  the  grain  exchanges  we  have  the  differences 
fixed  bv  the  exchanges? 
Mr.  TxTRNER.  Yes,  sir. 

The  Chairman.  In  the  one  instance  the  differences  are  determined 
by  a  disinterested  party,  while  on  the  grain  exchanges  the  differences 
in  grain  at  the  present  time  is  fixed  by  the  parties  in  interest,  the 
contracting  party,  the  exchanges.  With  the  protection  of  the  Secre- 
tary of  Agriculture  fixing  the  difference  as  to  cotton  would  it  not 
be  safe  to  extend  it  to  all  five  grades  of  American  Egyptian  cotton  i 
Mr.  Turner.  I  do  not  see  that  that  would  make  any  difference 
as  to  who  fixes  the  grades.  We  are  perfectly  satisfied  that  the 
Secretary  of  Agriculture  should  fix  the  commercial  differences  be- 
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tween  grades.  But  as  to  delivery  of  five  grades  I  will  say  that 
it  is  to  the  interest  of  the  grower  and  to  everybody  to  have  on  these 
small  contracts  just  three  grades. 

The  Chairman.  Exactly,  because  it  makes  it  a  more  valuable  con- 
tract. 

Mr.  Turner.  More  valuable  to  the  grower. 

The  Chairman.  That  has  been  the  bone  of  contention  since  we 
started  this  thing. 

Mr.  Turner.  We  have  lots  of  growers  that  could  deliver  their 
own  cotton  under  this  contract. 

The  Chairman.  But  you  seek  to  protect  the  producer  as  well  as 
the  seller? 

Mr.  Turner.  We  want  to  protect  everybody  connected  with  the 
industry. 

The  Chairman.  It  is  a  guarantee  to  the  purchaser  that  certain 
grades  of  cotton  will  be  delivered,  such  as  he  needs  in  his  business? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  And  to  exclude  the  others  ? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  You  have  a  fine  contract — as  fine  a  contract  as 
has  been  suggested  here.  There  has  been  no  one  to  suggest  anything 
fairer  than  you  say  that  would  be? 

Mr.  Turner.  We  have  given  it  a  great  deal  of  thought. 

The  Chairman.  The  production  of  American  Egyptian  cotton  is 
less  than  2  per  cent  of  the  total  production  at  the  present  time  ? 

Mr.  Turner.  Yes,  sir;  at  the  present  time.  But,  as  a  matter  of 
fact,  all  of  the  valleys  of  California  are  expected  to  be  put  into  long 
staple  cotton  production,  and  it  will  be  increased  in  time.  It  is  a 
comparatively  new  industry. 

The  Chairman.  In  your  opinion,  how  many  exchanges  would  take 
advantage  of  this  and  operate?  Have  you  taken  it  up  with  the 
cotton  exchanges? 

Mr.  Turner.  It  is  possible  that  there  would  be  two;  one  perhaps 
on  the  Pacific  coast,  and  one  on  the  Atlantic  coast.  New  Bedford 
consumes  a  great  deal  of  this  cotton. 

The  Chairman.  This  particular  cotton  is  used  in  the  manufac- 
ture of  automobile  tires  ? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  And  mercerized  cotton  ? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  A  good  deal  of  it  is  imported? 

Mr.  Turner.  Yes,  sir. 

The  Chairman.  The  question  is,  can  we  afford  to  set  up  an  ex- 
change to  deal  with  less  than  2  per  cent  of  the  total  product  ? 

Mr.  Turner.  I  can  see  no  reason  why  you  shouldn't. 

The  Chairman.  If  it  is  necessary  to  set  up  independent  machinery 
to  deal  in  this  small  percentage  of  particular  grades,  would  it  iic>t 
also  be  wise  to  set  up  machinery  to  deal  with  higher  grades  of  the 
other  cotton  and  lower  grades;  or  would  it  be  better  to  reduce  the 
number  of  grades  dealt  in  ? 

Mr.  Turner.  It  might  be  worth  considering. 

The  Chairman.  You  are  familiar  with  the  operations  of  tlie  ex- 
changes? 
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Mr.  Turner.  To  an  extent. 

The  Chairman.  It  would  not  be  necessary  to  set  up  a  separate 
institution,  would  it?  All  that  would  be  necessary  would  be  to 
create  certain  rings  in  the  present  exchanges  ? 

Mr.  Turner,  Yes;  I  think  California  would  welcome  something 
like  that,  because  then  she  could  protect  her  staple  in  short  cotton. 

The  Chairman.  I  wanted  to  bring  out  the  advantage  in  limiting 
the  number  of  grades  and  the  disaovantage  in  making  the  nimiber 
of  orrades  of  wider  scope? 

Mr.  Turner.  You  can  deliver  under  present  contracts  cotton  seven- 
eighths  of  an  inch  long. 

The  Chairman.  There  are  iO  grades,  and  subgrades? 

Mr-  Turner.  Yes ;  that  is  the  length  of  it. 

The  Chairman.  There  may  be  a  thousand  grades  of  it.  But  the 
act  itself  cuts  them  down  from  124  to  10.  A  good  many  believe 
that  there  should  be  some  regulation  of  grain^  instead  of  having  23 
grades  deliverable  on  a  contract;  it  should  be  limited  to  three  or  four 
or  a  particular  class,  or  to  a  number  of  grades  in  a  particular  class. 

Mr.  Turner.  Yes.  sir. 

The  Chairman.  And  that  same  rule  should  apply  to  cotton.  That 
has  been  the  bone  of  contention,  the  number  of  grades  deliverable 
on  a  contract.  That  has  been  the  bone  of  contention  with  spinners 
and  millers.  The  question  is,  are  you  not  going  to  protect  the  miller 
and  the  spinner  as  well  as  the  others? 

Mr.  TxniNER.  Yes,  sir. 

The  Chairman.  I  believe  that  is  all. 

Mr.  Osborne.  Just  one  word  more  I  would  like  to  say  to  the  com- 
mittee :  By  way  of  suggestion  I  would  like  to  say  in  regard  to  this 
so-called  gambling  proposition  that  you  can  see  that  so  far  as  we 
are  concerned  all  in  the  world  we  want  is  to  protect  a  perfectly 
legitimate  industry,  and  we  are  not  fostering  any  gambling  schemes 
or  anything  of  that  kind.  We  are  trying  to  get  a  good  basis  for  our 
industry  to  exist  on.  I  want  to  call  the  attention  of  the  committee 
to  this,  that  the  United  States  Government  never  makes  a  single 
purchase,  it  does  not  purchase  a  camp  site,  or  it  does  not  purchase 
any  goods,  it  does  not  purchase  any  oil,  or  anything  else,  without 
^  hedging  "  to  the  extent  of  requiring  a  surety  bond  protecting  the 
purchase,  to  guarantee  that  the  thing  delivered  shall  be  the  ttiing 
that  was  bought.    And  that  is  all  that  we  ask  here. 

Mr.  McLAXjoHiiiN  of  Michigan.  Does  the  Government  make  con- 
tracts for  the  purchase  of  materials  and  under  such  contracts  accept 
delivery  of  interior  grades? 
Mr.  Osborne.  It  does  not. 

Mr.  McLatjghun  of  Michigan.  Does  it  make  any  contracts  for 
the  purchase  of  material  and  then  when  the  time  comes  for  delivery 
settle  with  the  man  it  is  dealing  with  by  the  payment  of  a  hedge  or 

money? 

Mr.  Osborne.  No.  All  the  Government  does  is  to  do  what  these 
people  here  wish  to  do,  and  that  is  to  get  a  surety  of  some  kind 
that  the  transaction  is  going  to  be  honestly  fulfilled. 

Mr.  Htjijnos.  If  it  would  be  nonsense,  Mr.  Osborne,  to  require 
these  futures  to  be  consummated  by  the  actual  delivery  of  the  goods, 
then  why  do  you  claim  that  all  the  futures  are  deliverable  at  the 
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option  of  the  contracting  parties?    Isn't  that  nonsense  also?     And 
isn't  it  a  fact  that  it  is  not  contemplatad  in  the  case  of  these  futures  ? 

Mr.  Osborne.  What  I  said,  Gen.  Hulings,  in  regard  to  nonsense 
was  that  after  the  transaction  had  been  completed  and  the  condi- 
tions had  been  fulfilled,  it  would  be  nonsense  to  carry  out  a  condi- 
tion that  was  not  necessary ;  that  is,  to  make  double  aelivery.  That 
is  what  I  thought  would  be  nonsense. 

Gentlemen  of  the  committee,  I  thank  you  very  much  for  your 
hearing. 

The  Chairman.  The  committee  is  very  grateful  to  you,  Mr. 
Osborne. 

Are  there  any  others  in  the  room  desiring  to  be  heard  this  morn- 
ing? [A  pause  without  response.]  Gentlemen  of  the  committee,  Mr. 
A.  W.  Harwood,  of  Peoria,  representing  the  board  of  trade;  and  Mr. 
D.  J.  Colgan,  cashier  of  the  Wyoming  National  Bank,  Wyoming, 
111.,  wish  to  be  heard  this  afternoon. 

Mr.  Hulings.  There  is  a  matter  I  want  to  call  the  attention  of  the 
committee  to.  It  is  a  bill  I  introduced  in  the  Congress  in  1914,  and 
I  believe  therein  lies  another  suggestion. 

The  Chairman.  What  is  that  bill  ? 

Mr.  Hulings.  It  is  bill  H.^.  18591,  of  date  August  21, 1914.  This 
bill  substantially  provides  that  all  these  contracts  shall  designate 
what  it  is  that  is  to  be  delivered,  and  it  makes  no  difference  through 
how  many  hands  a  commodity  may  pass  it  must  be  consummated  at 
the  end  by  the  actual  delivery  of  the  stuff;  that  any  contract  that 
does  not  comprehend  an  actual  delivery  of  the  stuff  is  illegal  and  a 
gambling  contract.  From  the  discussion  that  has  been  going  on  here 
this  morning  I  believe  there  is  something  in  that. 

.The  Chairman.  That  would  restrict  operations  considerably. 
There  would  not  be  much  left. 

Mr.  Hulings.  It  would  not  prevent  futures.  You  could  deal  all 
you  like  in  futures,  but  at  the  end  the  contract  must  be  fulfilled  by 
delivery  of  the  stuff.  And  that  a  contract  that  did  not  comprehend 
that  would  be  a  gambling  contract  prohibited  by  the  statute. 

The  Chairman.  These  gentlemen  say  that  hedging  is  necessary; 
that  the  one  who  hedges  is  taking  out  what  they  claim  a  form,  of  in- 
surance, but  that  he  does  not  want  delivery  at  the  end  of  the  hedge. 

Mr.  Hulings.  It  is  not  necessary  in  the  iron  business  or  in  the  fur- 
niture business,  and  I  think  that  is  only  a  plea. 

The  Chairman.  If  there  is  nothing  further  the  committee  will 
now  stand  in  recess  until  2  o'clock  p.  m. 

(Thereupon,  at  11  o'clock  and  50  minutes  p.  m.,  the  committee 
recessed  until  2  o'clock  p.  m.) 

AFTBR    RECESS. 

The  committee  resumed  at  2  o'clock  p.  m.,  pursuant  to  recess. 

Mr.  McLaughlin  of  Michigan  (presiding).  The  chairman  is  for 
the  moment  engaged  on  a  very  important  matter,  and  he  asked  me  to 
call  the  meeting  to  order  and  begin  the  hearings,  and  he  will  l>e 
here  in  a  few  mmutes. 

Who  is  the  first  gentleman  who  is  to  be  heard  this  afternoon  ? 

Mr.  Harwood.  I  believe  I- was  to  be  heard. 
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Mr.  McLaughlin  of  Michigan.  You  may  take  the  witness  chair 
and  give  to  the  reporter  your  fiill  name,  place  of  residence,  and  state 
whom  you  represent. 

RTATTgTwnRTffT  OF  MB.  A.  W.  HABWOOD,  OF  FEOBIA,  ILL.,  BEFBE- 

SEHTING  THE  FEOBIA  BOABD  OF  XBASE. 

Mr.  Harwcod.  My  name  is  A.  W.  Harwood  and  I  live  at  Peoria, 
III.  I  represent  the  Peoria  Board  of  Trade  and  a  commission  firm 
operating  some  22  to  24  elevators. 

ilr.  IVIcLaughlin  of  Michigan.  You  may  make  your  statement. 

Mr.  Harwood.  I  hope,  gentlemen  of  the  committee,  you  will  pardon 
my  lack  of  oratory.  The  Peoria  Board  of  Trade  does  not  deal 
directly  in  the  handling  of  futures.  That  is,  we  have  no  future 
market  of  our  own.  We  deal  in  futures  through  the  different  ex- 
changes, such  as  at  Chicago  mostly,  and  some  in  St.  Louis.  The 
members  of  the  Peoria  Board  of  Trade  feel  that  the  present  system  of 
marketing  grain  is  entirely  satisfactory;  that  should  any  legislation 
he  passed  against  the  present  system  of  marketing  grain  it  would 
be  detrimental  not  only  to  the  different  exchanges  or  grain  markets, 
but  to  the  country  dealers,  and  would  have  a  direct  effect  upon  the 
producers. 

Mr.  McLal'ghlin  of  Michigan.  Would  that  effect  be  bad  or  good. 

Mr.  Harwood.  Pardon  me,  Mr.  Chairman,  but  if  you  will  allow 
me  to  make  what  few  remarks  I  have  to  make  I  will  be  glad  to 
ans-iver  your  question. 

!Mr.  AIcLaughlin  of  Michigan.  Very  well,  I  will  withdraw  the 
question. 

ilr.  IIakwuod.  The  Peoria  Board  of  Trade,  as  I  understand  it, 
was  primarily  a  market  composed  mostly  of  the  industries  there 
Iix*ated.  Possibly  we  are  all  familiar  with  the  substance  they  manu- 
ftii'tiired  principally;  I  mean  by  that,  liquor.  The  Peoria  distil- 
leries at  one  time  consumed,  approximately,  30,000  bushels  of  corn 
per  day  in  the  manufacture  ot  alcohol  and  whisky,  mostlv  whisky 
at  that  time.  In  addition  to  that  we  have  the  Com  Products  Co., 
consuming  at  the  present  time — that  is,  until  the  present  business 
depression  closed  tnem  down — some  30,000  bushels  of  grain  a  day. 
At  the  present  time  their  plant  is  under  reconstruction  or  remodel- 
ing, whereby  they  will  consume  some  60,000  bushels  a  day.  In  addi- 
tion, we  have  other  industries  there,  before  the  depression,  and  eveil 
at  that  time  when  there  were  industrial  markets  for  tlieir  output, 
such  as  alcohol,  and  they  were  in  the  business  of  buying  cash  grain. 
I  mean  by  that  that  we  were  able  to  sell  alcohol ;  and  they  were  able 
to  sell  whisky,  on  the  basis  of  the  future  as  it  existed  at  the  time  they 
made  any  such  contract.  In  that  way,  as  commission  merchants,  at 
that  time  we  were  able  to  sell  to  these  distilleries  cash  grain,  cash 
<:Y>m,  I  will  say,  on  the  basis  of  the  future  market.  We,  in  turn,  were 
able  to  go  to  the  dealer  and  buy  his  cash  grain  on  the  basis  of  the 
future,  thus  insuring  us  a  small  amount  of  profit.  We  were  able 
at  all  times  to  handle  a  large  amount  of  product  on  a  small  per- 
centage of  profit,  which  I  believe  averaged  about  the  regular  com- 
mission rate  which  we  are  able  to  charge,  which  is  1  per  cent,  and  at 
tlie  present  price  of  grain  would  amount  to  five-eighths  or  three- 
ciuarters  of  a  cent  per  bushel  to  the  commission  merchant. 
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Of  course,  the  manufacture  of  whisky  was  clone  away  with  by 
legislation.  In  addition,  general  business  conditions  have  entered 
into  the  business  of  the  Peoria  Board  of  Trade  to  an  extent ;  but  the 
Corn  Products  Corporation,  and  the  old  whisky  trust,  which  has 
recently  been  converted  into  the  United  States  Food  Products  Cor- 
poration, by  reason  of  business  conditions,  have  been  forced  to  slow 
down,  because  of  lack  of  sale  for  their  products,  and  therefore  we 
must  now  sell  grain  on  the  future  market.  If  we  were  not  able  to 
so  sell  our  product — and  of  the  product  that  we  handle  and  that  is 
usually  sent  to  Peoria,  70  per  cent  of  which  usually  goes  to  tlie^e 
home  industries — if  we  could  not  handle  grain  with  safety  to  our- 
selves we  could  not  make  purchases  on  the  small  margin  that  we  re- 
ceive, varying  from  five-eighths  to  three-quarters  of  a  cent  a  bushel. 
If  we  were  not  able  to  base  our  present  prices  of  contracts  on  the 
future  market  we  could  not  go  to  the  country  grain  dealer  and  buy 
his  grain. 

For  instance,  after  the  wheat  crop  of  Kansas  and  the  southwestern 
States  had  been  grown  we  were  without  a  wheat  futures  market. 
Peoria  is  not  a  wheat  market,  we  do  not  claim  that.  But  as  commis- 
sion merchants,  take  our  firm,  for  instance,  Harwood,  Young  & 
Co.,  and  we  can  handle  a  considerable  amount  of  wheat  to  Baltimore 
for  export.  We  knew,  according  to  the  Government  figures,  the 
amount  of  wheat  that  had  been  raised.  We  felt  bullish  on  the  mar- 
ket. We  had  no  future  market  at  that  time  by  which  to  protect  our- 
selves. But  we  did  make  sales  to  the  exporters  at  Baltimore  at  a 
price,  figuring  the  freight  differential  between  Baltimore  and  Peoria, 
and  we  sold  them  this  wheat  short — not  in  the  millions  of  bushels, 
it  is  true,  but  we  did  a  nice  wheat  business. 

We,  in  turn,  went  to  the  country  and  bid  the  country  dealers  a 
price.  And  I  might  say  that  that  price  was  at  a  margin  about  four 
times  as  much  as  we  would  have  made  if  we  had  had  a  future  market 
for  our  protection.  And  that  was  for  the  simple  reason  that  we  did 
not  have  protection,  and  we  were  not  willing  to  handle  wheat  on  a 
margin  oi  2  cents  or  2^  cents  a  bushel,  which  would  have  been  1  per 
cent.  In  fact,  we  made  from  7  cents  to  10  cents  per  bushel  on  the 
contracts.  We  had  to  do  that  because  we  had  no  future  market  in 
wheat,  and  we  had  to  handle  the  wheat  because  our  customers  w^ere 
calling  for  wheat.  We  naturally  made  a  profit,  and,  under  those  cir- 
cumstances, the  profit  was  about  four  times  as  much  as  we  would  have 
made  had  we  had  the  future  market  as  a  means  of  protection. 

Gentlemen  of  the  committee,  I  do  not  know  that  I  have  anythinrj 
further  to  say,  except  that  the  Peoria  Board  of  Trade  is  hignly  in 
favor  of  the  present  system  of  marketing.  By  that  I  mean  the*  ex- 
change methods  and  the  right  and  privilege  of  handling  futures.  At 
the  present  time  we  are  handling  a  considerable  amount  of  grain  in 
Peoria  siniply  by  reason  of  the  fact  that  we  are  handling  it  for  the 
farmers.  We  have  short  freight  rates  to  Peoria,  and  can  handle  it 
quicker  than  Chicago,  with  all  due  respect  to  Chicago;  and  we  da 
not  have  to  shift  the  cars,  and  are  therefore  handling  a  nice  busi- 
ness. 

At  tlie  present  time,  and  this  time  has  existed  since  the  clo!^  of 
the  industries  by  reason  of  the  business  depression — and  we  have 
not  been  able  to  buy  grain  unless  we  could  go  to  the  future  taarkot! 
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and  protect  ourselves — ^we  are  handling  some  grain,  cash  grain.  I 
know  at  the  present  time  we  are  handling  ca^  corn  that  costs  us 
anywhere  from  90  cents  to  $1.20  a  bushel  on  the  track  at  Peoria. 
And  we  are  handling  it  at  a  profit  which  amounts  to  around  three- 
quarters  of  a  cent  to  one  and  one>quarter  cents  a  bushel. 

It  is  true  that  we  would  not  have  been  able  to  buy  this  cash  grain 
unless  w^e  were  able  to  go  into  the  market  and  protect  ourselves  by 
a  hedge.  We  are  not  speculators  in  the  true  sense  of  the  word,  but 
we  dia  speculate  in  wheat,  I  admit,  as  I  have  stated,  and  we  had 
to  make  the  farmer  pay  for  it. 

3^Ir-  TrNCHEB.  That  was  a  period  of  time  between  the  time  when 
the  Government  let  loose  the  grain  and  the  exchanges  resumed  busi- 
ness? 

Mr.  Harwood.  That  is  right. 

Mr.  TiNCHER.  From  June  of  this  year  to  the  middle  of  July? 

Mr.  Harwood.  That  applies  to  wheat. 

Mr.  TiiJCHER.  You  did  not  at  that  time  suspend  business,  but  you 
sold  wheat  to  wheat  dealers  and  bought  of  the  farmers  ? 

ilr.  Harwood.  We  bought  of  the  dealers. 

Mr.  TiNCHER.  And  by  that  arrangement  you  made  more  money 
than  you  have  made  since,  and  on  every  bu^el  of  wheat  you  han- 
dled? 

^Ir.  Harwood.  I  claim  that  we  made  about  four  times  as  much  as 
we  would  have  made,  per  bushel,  had  we  had  the  privilege  of  pro- 
tecting ourselves  on  the  future  market.  We  did  not  handle  as  much 
wfieat  but  we  made  more  per  bushel  on  the  wheat  that  we  did  handle. 

Mr.  TixcHER.  But  you  did  not  suspend  business  during  that  time? 

Mr.  Harwood.  No,  sir;  we  can  not  afford  to  suspend  business. 

Mr.  TiNCHER.  You  cite  that  time  as  an  example  ? 

Mr.  Harwood.  Yes,  sir. 

Mr.  TiKCHBR.  To  show  that  the  trade  in  grain  futures  has  been 
beneficial  to  the  farmer,  do  you  ? 

Mr.  Harwood.  Sir? 

Mr.  TiNCHER.  You  think  that  trading  in  grain  futures  is  beneficial 
to  the  farmer,  do  you  ? 

Mr.  Harwood.  I  claim  that  the  privilege  to  the  farmer  or  to  the 
business  man  or  to  anybody  else  to  trade  in  futures  is  of  direct  bene- 
fit to  the  farmer? 

Mr.  TiNCHER.  The  fact  is  that  there  never  was  a  time  in  the  pro- 
ducing section  when  market  conditions  were  more  satisfactory  to  the 
fanner  than  during  that  period.  And  if  they  are  more  satisfactory 
to  you,  because  you  say  you  made  three  or  four  times  as  much  money, 
I  c&n  not  see  your  objection  to  continuing  to  do  business  in  that  way? 

Mr.  Harwood.  The  point  I  want  to  make,  to  show  the  difference 
between  our  legitimate  profit  and  the  profit  that  we  made,  is  to  say 
that,  by  reason  of  the  fact  that  we  were  not  then  allowed  to  hedge, 
we  had  to  charge  a  greater  margin  to  protect  ourselves  than  at  times 
when  we  are  aUowed  to  hedge.  At  the  present  time  we  are  allowed 
to  hedge,  and  we  are  getting  about  1  per  cent  on  the  average,  which 
is  not  over  2  cents  a  bushel ;  and  when  we  were  not  allowed  to  hedge 
our  margin  was  from  7  to  10  cents  a  bushel. 

Mr.  Ttnchkr.  The  price  of  wheat  onlv  fluctuated  during  that  time 
about  7  cents  a  bushel.    The  farmers  had  a  good  cash  market  for 
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every  bushel  of  wheat  they  had,  and  other  dealers  were  buying  and 
shipping;  and,  in  addition,  you  say  you  made  more  than  you  ever 
made  before,  or  that  you  now  make  or  want  to  make.  If  that  is  true, 
what  is  your  objection  to  that  plan? 

Mr.  Harwood.  I  say  we  were  making  more  cents  per  bushel.  We 
are  handling  more  bushels  of  grain  now,  and  will  probably  make 
more  money  in  the  long  run ;  but,  at  that  time,  we  made  more  cents 
per  bushel. 

Mr.  TiNCHER.  When  you  say  you  handled  more  bushels,  do  you 
mean  in  actual  wheat  ? 

Mr.  Harwood.  Oh,  we  will  be  25  times  better  off,  because  we  can 
now  go  to  bed,  and  go  to  sleep.  Then  we  were  speculating,  and  had 
no  protection  at  all. 

Mr.  TiNCHER.  And  wheat  has  fluctuated  since  that  time  as  much 
as  10  cents  or  12  cents  a  bushel  a  day  ? 

Mr.  Harwood.  Oh,  yes ;  and  40  cents  a  bushel. 

Mr.  TiNCHER.  Has  it  really  fluctuated  that  much  in  a  day? 

Mr.  Harwood.  Well,  that  is  a  rather  extreme  statement,  but  it  has 
fluctuated  a  great  deal. 

Mr.  TiNCHER.  I  had  never  heard  of  that. 

Mr.  Harwood.  We  being  in  the  business  would  naturally  hear  of  it. 

Mr.  TiNCHER.  When  was  that  fluctuation  as  high  as  40  cents  a 
bushel  in  a  day? 

Mr.  Harwood.  That  40  cents  is  probably  exaggerated,  but  a  fluc- 
tuation of  20  cents  a  bushel  in  a  day  was  not  out  of  the  ordinary. 

Mr.  TiNCHER.  You  never  knew  any  such  fluctuation  as  that  when 
there  was  no  gambling  in  futures? 

Mr.  Harwood.  What  do  you  mean  by  "  gambling  in  futures  "  ? 

Mr.  TiNCHER.  Well,  if  you  prefer,  t  will  say  indulging  in  futures 
at  the  expense  of  the  producer. 

Mr.  Harwood.  I  am  not  able  to  quote  exact  dates,  but  I  do  know 
as  a  commission  merchant  handling  wheat  that  without  futures  the 
business  was  more  hazardous,  and  that  the  only  way  we  could  handle 
it  was  at  a  margin  that  was  four  times  greater  than  we  usually  have, 
and  that  we  had  to  charge  that  in  order  to  have  protection. 

Mr.  TiNCHER.  You  bought  Kansas  wheat  mostly,  did  you  say? 

Mr.  Harwood.  No,  sir;  we  bought  Illinois  wheat.  We  do  not 
handle  Kansas  wheat  much. 

Mr.  TiNCHER.  I  thought  you  said  you  handled  Kansas  wheat. 

Mr.  Harwood.  I  say  at  the  time  I  mentioned  the  Kansas  wheat  had 
been  grown,  and  that  the  figures  of  the  Department  of  Agriculture 
were  out,  and  we  felt  bullish  on  the  market. 

Mr.  TiNCHER.  And  some  one  else  felt  bullish.  But  as  soon  as  the 
market  opened  they  began  to  bear  it? 

Mr.  Harwood.  You  mean  the  future  market? 

Mr.  TiNCHER.  Yes.  They  now  have  May  wheat  16  cents  and  17 
cents  below  the  cash  price  of  delivered  wheat. 

Mr.  Harwood.  Well,  I  am  not  in  a  position  to  state  why  that  exists, 
except  that  my  opinion  is  there  is  a  lack  of  wheat  stocks  in  some 
terminal  elevators. 

Mr.  TiNCHER.  It  did  not  make  any  difference  whether  you  felt 
bullish  or  bearish,  because  the  market  did  not  change  more  than  7 
cents  during  the  time  of  Government  regulation,    ^ut  when  they 
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went  back  to  trading  in  futures,  when  that  started,  the  gentlemen  on 
the  board  of  trade  began  to  feel  bearish  or  bullish  ? 

Mr.  Harwood.  That  is  rather  a  big  question. 

Mr.  TiNCHER.  Don't  you  think  that  is  the  case  ? 

Mr.  Harwood.  I  did  not  get  the  question. 

Mr.  TiNCHER.  The  attitude  of  the  men  in  the  trade  is  that  it 
affects  prices  when  they  are  operating  on  futures  ? 

Mr.  Harwood.  Not  necessarily.  When  we  could  not  hedge  on 
wheat  somebody  must  pay  for  that  protection,  and  one  offsets  the 
other. 

Mr.  TiNCHER.  You  trade  on  the  Chicago  Board  of  Trade  ? 

Mr.  Harwood.   Absolutely. 

Mr.  TiNCHER.  And  on  the  St.  Louis  Board  of  Trade  ? 

Mr.  Harwood.  Yes,  sir ;  but  mostly  at  Chicago. 

Mr.  TiNCHER.  You  have  no  law  in  Illinois  to  prevent  bucket-shop 
business,  have  you? 

Mr.  Harwood.  How  was  that  question? 

Mr.  TiNCHER.  You  have  no  State  law  there  against  bucket  shops? 

Mr.  Harwood.  The  operation  of  a  bucket  shop  is  not  legal.  We 
have  no  bucket  shops  in  Illinois. 

Mr.  TiNCHER.  You  use  the  Chicago  market? 

Mr.  Harwood.  It  is  the  biggest  market  in  the  world  and  we  natu- 
rally use  Chicago. 

>ir.  TiNCHER.  Do  you  know  how  many  times  the  average  bushel  of 
wheat  is  bet  on,  or  is  bought  and  sold  on  the  market  ? 

Mr.  Harwwod.  No.  But  I  do  know  this:  I  have  handled  cash 
com  myself,  and  I  have  known  the  same  car  to  be  sold  fifteen  times. 
I  could"  not  say  as  to  the  amount  of  futures  traded  in,  as  I  am  not 
posted. 

Mr.  TiNCHER.  I  think  that  is  all. 

The  Chairman.  Are  you  a  member  of  the  Board  of  Trade  of 
Peoria? 

Mr.  Harwood.  Yes,  sir. 

The  Chairman.  You  have  an  exchange  there? 

Mr.  Harwood.  We  have  a  cash  grain  market  there,  Mr.  Chairman. 
We  have  no  futures  market.  We  do  our  future  marketing  in  Chi- 
cago and  St.  Louis,  and  the  same  thing  applies  to  the  country  dealers. 
They  hedge  through  us  on  the  Chicago  market  and  on  the  St.  Louis 
market. 

Mr.  TiNCHER.  None  of  you  make  a  practice  of  hedging  except  in 
Tou?  own  trading?  You  do  not  play  the  board  of  trade  as  a  business, 
do  vou  ? 

Mr.  Harwood.  Not  as  a  business.  We  do  it  as  a  pastime,  as  you 
miffht  call  it.    I  may  take  a  few  trades  myself,  but  riot  as  a  firm. 

Mr.  TiNCHER.  Without  regard  to  hedging? 

Mr.  Harwood.  Yes ;  I  admit  that  I  personally  speculate  in  grain. 

Mr.  TiNCHER.  I  understood  that  you  were  advocating  the  present 
marketing  system  by  reason  of  the  hedge  afforded  ? 

Mr.  Harwood.  That  is  true.  We  have  a  clientele  in  Illinois  ad- 
jacent to  Peoria,  and  I  venture  to  say  that  80  per  cent  of  our  futures 
is  done  for  country  dealers  as  a  hedge. 
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Mr.  TiNCHER,  It  would  not  interfere  with  your  business  much  to 
put  rather  a  sever  tax  on  deals  that  were  not  made  for  the  purpose 
of  legitimate  hedging,  would  it  ? 

Mr.  Harwood.  I  did  not  just  get  that  straight. 

Mr.  TiNCHER.  I  asked  would  it  interfere  then  with  the  Peoria  ex- 
change much  to  put  a  rather  severe  tax  on  trades  that  were  not  made 
as  a  legitmiate  hedge? 

Mr.  Harwood.  We  as  members  of  the  Peoria  Board  of  Trade 
realize  that  if  you  were  going  to  impose  such  a  tax  as  you  suggest 
the  possibilities  of  hedging  would  be  so  limited  that  we  would  not 
have  a  broad  market  and  we  could  not  hedge  when  we  wanted  to. 
We  would  suffer  directly,  and  the  farmers  and  grain  dealers  would 
suffer  indirectly. 

Mr.  TiNCHER.  If  you  could  not  use  the  futures  market  to  handle 
three  times  the  amount  of  grain  that  you  handle  in  a  year,  without 
any  tax,  it  would  handicap  you,  would  it,  to  have  a  tax  ? 

Mr.  Harwood.  Yes;  I  think  so.  The  market  would  be  narrow. 
Large  dealers  in  the  country  might  get  together  and  make  a  particu- 
lar trade,  but  I  doubt  if  you  could  find  a  buyer  to  take  care  of  the 
surplus.    That  is  merely  possible. 

Mr.  McLaughlin  of  Michigan.  You  are  buying  and  selling  actual 
grain,  are  you? 

Mr.  Harwood.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  And  there  is  nothing  in  the  nature 
of  gambling  about  that? 

Mr.  Harwood.  Well,  I  do  not  call  trading  in  cash  grain  or  in 
future  grain  gambling. 

Mr.  McLaughlin  of  Michigan.  Well,  I  was  speaking  of  dealinor 
in  the  actual  product.    You  buy  and  sell  actual  grain  ? 

Mr.  Harwood.  We  deal  in  actual  grain,  and  we  buy  cash  grain 
and  sell  futures.  We  know  that  we  can  sell  a  future  before  we  buy 
cash  grain,  as  a  matter  of  protection. 

Mr.  McLaughlin  of  Michigan.  Why  isn't  selling  futures  gam- 
bling? 

Mr.  Harwood.  Well,  I  do  not  know  that  you  would  call  it  gam- 
bling. 

Mr.  McLaughlin  of  Michigan.  Well,  I  use  that  word  in  no  dis- 
agreeable sense  but  as  descriptive  of  the  transactions  that  are  ha<l 
to-day  and  to  which  that  word  is  usually  applied. 

Mr.  Harwood.  If  I  sell  a  future  against  cash  grain  that  I  am 
purchasing  I  do  not  consider  myself  gambling.  Pardon  me,  but  I 
confine  gambling  to  petty  practices. 

Mr.  McLaughlin  of  Michigan.  Why  isn't  your  transaction,  stand- 
ing by  yourself,  just  like  a  transaction  of  two  men  neither  of  whom 
ever  saw  a  bushel  of  wheat  or  had  any  idea  of  ever  receiving  or  de- 
livering wheat? 

Mr.  Harwood.  Pardon  me,  but  it  doe^  not  bother  me  who  is  buy- 
ing the  other  end  of  ihe  transaction  I  am  conducting  if  I  buy  cash 

grain. 

Mr.  McLaughlin  of  Michigan.  As  far  as  your  hedge  is  concerned 
what  is  the  diflference  between  you  and  the  other  man  who  takes  the 
other  end  of  the  same  transaction,  the  other  man  not  dealing  in  the 
real  article  at  all  ? 
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Mr.  Habwood.  As  to  the  gentleman  who  takes  the  other  end  of 
my  transaction,  for  instance,  if  I  sell  5,000  bushels  against  May 
wheat,  he  is  investing  in  grain,  and  it  is  immaterial  to  me  whether 
he  makes  money  or  loses  money. 

Mr.  McLaughlin  of  Michigan.  Isn't  he  betting  on  what  the  price 
of  grain  will  be  at  a  future  time? 

Mr.  Harwood.  Well,  I  know  that  in  the  natural  course  of  events 
I  am  protected  when  I  sell  my  hedge,  because  I  have  the  carrying 
charge  insured.    For  instance,  if  I  sell  May  corn  now  against  cash 
com,  I  know  what  it  costs  to  carry  the  corn  to  May,  and  I  know 
there  is  a  profit  of  from  2  cents  to  3  cents  a  bushel  in  it. 
Mr.  TiNCHER.  Suppose  you  sell  May  wheat? 
Mr.  Habwood.  I  would  not  sell  May  wheat,  but  would  sell  MLarch 
wheat. 
Mr.  TiNCHER.  There  is  a  margin  on  March  wheat? 
Mr.  Habwood.  Yes,  sir. 
Mr.  TiNCHEB.  Would  vou  sell  more  wheat? 

^  Mr.  Habwood.  No ;  I  would  sell  the  same  amount  of  March  wheat, 
simply  because  in  normal  times  cash  wheat  will  follow  the  March 
wheat  future  to  an  extent  that  I  am  protected.  There  may  be  pos- 
sibilities, of  course,  that  I  might  lose  a  quarter  of  a  cent  or  half  a 
cent  a  bushel,  but  I  am  protected. 
Mr.  TiNCHEB.  There  is  a  difference  of  10  cents  or  11  cents  now. 
At,  Habwood.  Yes,  sir. 

The  Chairman.  You  would  not  sell  for  cash  now  and  buy  futures 
if  vou  had  wheat  in  your  possession,  would  you  ? 

Mr.  Habwood.  No  ;  I  am  talking  about  the  other  end  of  the  trade. 
In  case  I  would  buv  cash  wheat  the  chances  are  I  would  sell  March 
wheat  at  the  moment.  I  admit  that  cash  wheat  is  breaking  at  the 
present  time,  and  I  do  not  know  why. 

The  Chairman.  If  you  buy  cash  wheat  now  and  sell  March  wheat 
that  is  a  pure  speculation  ? 
Mr.  Harwood.  It  is,  but  it  is  a  pretty  fair  hedge. 
The  Chairman.  If  you  have  cash  wheat  and  can  sell  it  and  buy 
March  wheat  it  is  speculating? 

Mr.  Harwood.  No ;  I  am  selling  cash  wheat  at  the  price  of  $2.10 
and  buying  in  March  at  a  discount,  and  that  is  good  business, 
knowing  I  will  get  No.  2  wheat  in  March. 

The  Chatbman.  If  you  were  a  producer  it  would  not  be  good 
business,  would  it? 

Mr.  Harwood.  Pardon  me,  but  you  only  have  one  end  of  the  trade 
when  you  say  I  sold  my  cash  wheat. 

The  Chairman.  The  producer  has  only  one  end  of  the  trade. 
When  he  disposes  of  his  wheat  that  is  the  end  of  it  with  him.  If 
he  buys  again  that  is  a  speculation? 

Mr.  Harwood.  If  X  were  a  producer  of  wheat  and  I  felt  bullish 
on  wheat  I  would  sell  cash  wheat  now  and  buy  March  wheat  at 
a  discount. 
The  Chairman.  By  so  doing,  what  would  you  gain  ? 
Mr.  Harwood.  It  depends  upon  the  outcome  of  the  market.     I 
say  if  I  felt  bullish,  instead  of  carrying  cash  wheat  I  would  sell 
it  and  buy  futures. 
The  Chairman.  And  what  you  can  do  the  farmer  can  do? 
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Mr.  Harwood.  Yes,  sir. 

The  Chairman.  The  farmer  can  sell  his  wheat  to-day  and  buy 
it  back  again  for  delivery  in  March  and  make  10  cents  a  bushel,  is 
that  right? 

Mr.  Harwood.  Yes,  sir;  or  whatever  it  is,  10  cents  or  11  cents. 
That  is  good  business  I  say. 

Mr.  McLaughlin  of  Michigan.  Can  the  farmer  do  just  what 
you  do  ?  » 

Mr.  Harwood.  Absolutely. 

Mr.  McLaughlin  of  Michigan.  You  make  a  contract  with  a 
farmer  for  the  delivery  of  a  1,000  bushels  of  No.  1  wheat,  and  he 
has  to  deliver  it.  When  you  make  a  contract  on  the  board  of  trade 
to  deliver  1,000  bushels  of  No.  1  wheat,  you  can  deliver  something 
below  that? 

Mr.  Harwood.  I  think  that  comes  under  No.  2  wheat. 

Mr.  McLaughlin  of  Michigan.  Can  you  do  it? 

Mr.  Harwood.  We  could  deliver  inferior  wheat  on  a  penalty, 
yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Well,  then,  a  farmer  can  not  do 
what  you  can  do? 

Mr.  Harwood.  Absolutely  he  can. 

Mr.  McLaughlin  of  Michigan.  Oh,  he  could  go  on  the  board  of 
trade  and  buy  and  sell,  just  as  you  do,  if  he  is  a  member 

Mr.  Harwood  (interposing).  Well,  that  is  the  same  thing. 

Mr.  McLaughlin  of  Michigan  (continuing).  But  you  are  using 
an  illustration  of  what  he  can  do  in  carrying  on  his  business,  and 
likening  his  business  to  yours  and  saying  the  two  transactions  are 
the  same  ? 

Mr.  Harwood.  I  was  simply  quoting  the  Chairman's  suggestion 
that  if  I  felt  bullish  on  March  wheat  I  would  sell  cash  wheat  and 
buy  March.  That  is  a  different  end  of  the  trade  that  I,  as  a  com- 
mission merchant,  would  not  engage  in. 

Mr.  McLaughlin  of  Michigan.  When  you  buy  grain  at  a  certain 
price  you  go  in  and  sell  it? 

Mr.  Harwood.  Yes,  sir.  But  as  commission  merchants  that  is  not 
necessarily  so,  because,  as  I  said,  we  are  a  local  market  and  we  are 
handy  to  the  surrounding  territory,  and  grain  is  shipped  into  Peoria 
instead  of  into  Chicago. 

Mr.  McLaughlin  of  Michigan.  You  can  answer  my  question  yes 
or  no.  On  your  hedge,  when  you  sell  the  same  amount  of  wheat 
that  you  have  bought,  do  you  contemplate  delivery  of  that  wheat 
that  you  bought  on  hedge? 

Mr.  Harwood.  In  the  true  sense  of  the  word  we  do  contemplate 
delivery.  It  is  our  privilege  to  throw  that  on  another  market,  say 
Chicago,  if  we  so  desire,  and  in  that  way  we  are  protected. 

Mr.  McLaughlin  of  Michigan.  I  do  not  want  to  reflect  on  yon 
gentlemen,  and  you  may  be  entirely  right  in  saying  these  trans- 
actions are  necessary,  but  at  the  same  time  you  are  not  entirely 
fair  when  you  do  not  directly  answer  a  question  such  as  you  wero 
asked  just  now,  if,  when  you  hedge  do  you  contemplate  delivery? 
I  venture  to  say  that  in  99  cases  out  of  100  there  is  no  idea  of 
delivery. 

Mr.  Harwood.  I  will  say  as  a  commission  merchant  we  do  con- 
template delivery.    It  is  a  contract  and  we  expect  to  deliver  it. 
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Mr.  McLaughlin  of  Michigan.  You  can  be  compelled  to  make 
debverv,  yes, 

Mr.  Harwood.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  But  you  can  distinguish  between 
the  two  just  as  well  as  I  can,  and  can  understand  my  question. 

Mr.  Harwood.  We  expect  to  make  delivery,  absolutely. 

Mr.  VoiGT.  As  a  matter  of  fact,  do  you  make  delivery? 

Mr.  Harwood.  Well,  as  I  tried  t6  suggest,  we,  as  Peoria  Board  of 
Trade  commission  merchants,  if  it  is  to  our  advantage  to  use  that 
grain  in  Peoria  rather  than  in  Chicago,  we  do  not  mase  delivery  in 
Chicago.  We,  in  turn,  use  cash  grain  in  Peoria  to  better  advantage 
to  ourselves,  and  buy  in  the  futures  contract  in  Chicago,  and  thereby 
fulfill  our  Chicago  contract. 

Mr.  VoiGT.  Suppose  you  take  all  the  hedges  that  you  have  sold 
in  the  last  12  months,  and  how  many  of  those  hedges  have  you 
actuallv  made  delivery  of  grain  on,  by  percentage? 

Mr.  ^Harwood.  Well,  I  am  not  in  a  position  to  give  you  a  per- 
centage on  that.    I  could  not  say. 

Mr.  VoiGT.  What  is  your  judgement? 

Mr.  Harwood.  Well,  if  you  will  pardon  my  expression,  I  would 
rather  put  it  this  way :  Wliat  I  started  out  to  say  was  that  we  use 
the  futures  market  as  a  matter  of  protection.  Ultimately  we  expect 
to  make  delivery,  but  if  we  can  use  cash  grain  to  better  advantage 
in  Peoria  we  use  it  there  and  close  the  contract  in  Chicago.  I  can 
not  give  you  the  actual  percentage  of  contracts  that  we  make  de- 
livery on. 

Mr.  VoiGT.  I  am  asking  you  a  question,  and  I  think  you  are  ab- 
solutely able  to  answer  it.  I  am  asking  you  what  your  judgment 
is  as  to  the  percentage  of  cases  when  you  have  actually  made  delivery 
on  a  hedge,  or  on  hedges  that  you  have  sold  during  the  past  year? 

Mr.  Harwood.  Well,  I  would  say,  and  you  understand  I  am  esti- 
mating it,  50  per  cent. 

Mr.  VoiOT.  That  you  would  deliver  on  50  per  cent  of  the  hedges 
that  you  sold  or  bought  to  protect  yourself? 

Mr.  Harwood.  Well,  as  1  say,  approximately  50  per  cent ;  jes,  sir. 

Mr.  VoiOHT.  Well,  you  made  the  nedges,  in  the  first  place,  m  order 
to  secure  some  other  transaction  ? 

Mr.  Harwood.  To  insure  a  degree  of  safety;  yes,  sir. 

Mr.  VoiGrr.  It  is  a  good  deal  like  the  man  taking  out  an  insurance 
policy  on  his  house,  to  protect  his  property  in  case  of  fire  ? 

Mr.  Harwood.  Yes,  sir. 

Mr.  VoiOT.  Well,  I  want  to  say  to  you  that  your  answer  is  very 
remarkable,  that  you  would  actually  close  up  50  per  cent  of  those 
hedges  by  delivery? 

Mr.  IIarwood.  Well,  as  I  tried  to  explain  to  you,  it  all  dej)ends 
upon  the  time  when  it  is  convenient  to  the  farmer  to  ship  grain  as 
to  when  we  make  delivery.  I  buy  grain  for  30  days'  shipment,  and 
he  may  ship  it  within  2  days,  li  Peoria  is  a  better  market  we  will 
naturally  use  that  grain  in  Peoria  and  close  out  the  contract  in  Chi- 
cago. Do  you  understand?  We  use  the  futures  market  as  a  pro- 
tection^and  that  is  all. 

Mr.  VoiGT.  Well,  that  is  not  the  class  of  cases  I  asked  you  about 
I  do  not  mean  actual  delivery  of  grain  in  the  business  you  are  en- 
gaged in.    I  asked  you  the  number  of  contracts  that  you  actually 
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carried  out  where  you  hedged  on  the  Chicago  market  to  protect  a 
deal  of  your  own ;  not  how  many  of  these  cases  for  the  sale  of  cash 
grain  did  you  make  delivery  on,  but  how  many  of  these  hedging 
cases  did  you  actually  make  aelivery  in  ? 

Mr.  Harwood.  I  am  not  in  a  position  to  say,  but  I  would  say  ap- 
proximately 50  per  cent,  though  possibly  that  is  too  great.  I  can 
not  say  because  we  handle  a  large  volume  of  grain  in  Chicago,  and 
therefore  I  can  not  say  definite^T*  Doing  a  large  volume  of  busi- 
ness it  is  hard  to  keep  track  of  these  cases. 

Mr.  McLaughlin  of  Michigan.  Your  testimony  is  similar  to  that 
of  others  who  are  in  the  business  of  handling  gram,  buying  and  sell- 
ing actual  grain  ? 

Mr.  Harwood.  Yes,  sir. 

Mr.  McLattghlin  of  Michigan.  That  it  is  necessary  for  them  to 
hedge.  It  is  also  clear  enough  that  there  are  a  number  of  gentlemen, 
individuals  and  companies^  dealing  on  the  board  of  track  who  are 
not  dealing  in  actual  gram.  They  buy  and  sell  for  speculation, 
neither  party  to  the  transaction  having  any  idea  of  delivering  or 
accepting  grain.  If  it  is  necessary  to  permit,  to  legalize,  the  kind 
of  transactions  you  are  carrying  on,  or  to  permit  them  to  be  carried 
on  through  you,  do  you  know  of  any  way  they  can  be  refused  to 
anybody  else  ? 

Mr.  Harwood.  I  do  not.  It  seems  to  me  that  the  speculator  is  ab- 
solutely necessary  to  the  futures  market  in  order  to  stabilize  condi- 
tions, to  take  the  slack  out  of  the  market,  so  to  speak,  in  a  small  way. 

Mr.  PuRNELL.  Do  you  mean  the  man  who  is  purely  a  speculator? 

Mr.  Harwood.  Absolutely. 

Mr.  PuRNELL.  And  who  never  intends  to  make  delivery  ? 

Mr.  Harwood.  Yes,  sir ;  there  has  to  be  somebody  to  take  the  other 
end  of  the  trade. 

Mr.  PuRNELL.  He  bets  on  the  thing,  whether  it  is  going  up  or 
down? 

Mr.  Harwood.  He  is  speculating  in  grain ;  yes,  sir.  You  can  call  it 
speculating  or  investing  or  anything  you  want. 

Mr.  PtJRNELL.  You  think  it  is  absolutely  necessary  ? 

Mr.  Harwood.  Yes,  sir;  I  think  he  is  necessary  to  stabilize  the 
market  so  that  cash  grain  which  comes  in  from  the  farmer  may  find 
a  market  whenever  he  wants  to  sell. 

Mr.  McLAUGHLrN  of  Michigan.  I  am  not  very  familiar  with  the 
market,  but  as  to  stabilizing  the  market  we  are  led  to  believe  by 
what  quite  a  number  tell  us  that  the  selling  side  of  the  transaction ; 
that  is,  the  man  who  has  the  most  money  or  the  most  nerve  can  in- 
fluence the  price  in  his  favor. 

Mr.  Harwood.  No  ;  not  necessarily. 

Mr.  McLaughlin  of  Michigan.  And  that  it  has  that  effect? 

Mr.  Harwood.  Not  necessarily.  I  know  of  rather  a  large  firm  that 
lost  plenty  of  money  on  September  com. 

Mr.  McLaughlin  of  Michigan.  Perhaps  they  did  not  have  money 
enough  to  carry  the  deal  through  to  the  end,  or  else  did  not  have  the 
nerve. 

Mr.  Harwood.  They  carried  it  through  to  October,  I  understand^ 
but  that  is  merely  hearsay. 
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Mr.  McLaughlin  of  Michigan.  Then,  in  your  opinion,  there  is  no 
way  in  which  the  price  may  be  improperly  influenced,  either  up  or 
down,  by  the  dealings  in  a  speculative  way  on  the  boards  of  trade  ? 

Mr.  Harwood.  Well,  that  is  rather  a  broad  question.  I  hardly 
think  so.  I  feel  that  the  law  of  supply  and  demand  will  eventually 
rule. 

Mr.  McLaughlin  of  Nebraska.  I  believe  he  said,  will  eventually 
rule. 

Mr.  Harwood  (continuing).  Inclemencies  of  weather,  etc.,  might 
have  a  temporary  effect.  But  that  has  nothing  to  do  with  the  ulti- 
mate output. 

Mr.  McLaughlin  of  Michigan.  In  a  month's  time,  when  supply 
and  demand  are  practically  the  same  throughout  the  entire  month, 
prices  on  the  boards  of  traae  fluctuate  materially? 

Mr.  Harwood.  That  is  probably  due  to  increased  receipts,  or  lack 
of  foreign  demand,  or  anything  of  that  kind.  Those  are  daily  occur- 
rences which  we  consider  petty. 

Mr.  McLaughlin  of  Nebraska.  You  say  that  the  law  of  supply 
and  demand  will  eventually  control  it? 

Mr.  Harwood.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  Eventually,  you  say,  but  tempo- 
rarily it  is  possible  to  so  manipulate  thep  nee  as  to  push  it  up  or 
down,  isn't  that  so  ?  .     . 

Mr.  Harwood.  I  did  not  say  that. 

Mr.  McLaughlin  of  Nebraska.  I  know  you  didn't  say  that,  but 
isn't  that  the  deduction  that  may  be  made  from  what  you  did  say  ? 

Mr.  HuLiNGS.  What  proportion  of  the  trades  made  on  your  ex- 
change do  you  think  are  purely  speculative  ? 

Mr.  Harwood.  We  have  no  futures  market  on  our  own  exchange, 
as  I  explained  when  I  first  started  out  on  my  statement.  We  handle 
our  futures  in  Chicago.    Peoria  is  not  a  futures  market. 

Mr.  HuLiNOS.  Do  you  have  many  spot  transactions  where  the 
transactions  cuhninate  in  simply  paying  the  difference  in  money? 

Mr.  Harwood.   Cash  grain  transactions? 

Mr.  Hulings.   Yes. 

Mr.  Harwood.   Yes,  sir. 

Mr.  Hrt^iNGS.  What  proportion  of  the  transactions  are  of  that 
character? 

Mr.  Harwood.  Well,  I  could  not  say.  Of  course,  during  the  car 
shortage  they  were  greater  than  they  are  now,  owing  to  inability  of 
shippers  to  furnish  cash  grain.  Now,  of  course,  we  have  the  cars, 
and  they  are  a  great  deal  smaller  than  they  were.  I  could  not  answer 
that  question. 

Mr.  Hulings.  Those  transactions  are  not  necessary  as  a  hedge  of 
anv  sort,  are  they? 

Mr.  Harwood.  Do  you  mean  future  transactions? 

Mr.HuLiNGS.  No ;  1  mean  spot  transactions  ? 

Mr.  Harwood.  Well,  we  do  not  call  that  hedging.  We  call  that 
outright  selling  of  a  cash  commodity. 

Mr.  Hulings.  I  know,  but  you  call  it  a  cash  transaction  without 
any  reference  at  all  to  your  expectation  that  the  commodity  will  ever 
change  hands? 

Mr.  Harwood.  Oh,  yes;  we  do. 
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Mr.  Hui^iNGS.  You  merely  pay  the  difference? 

Mr,  Harwood.  No;  not  in  that  case.  That  is  a  cash  transaction, 
where  the  commodity  must  be  delivered  and  where  the  seller  must 
make  delivery. 

Mr.  HuLiNGS.  I  understand,  of  course,  there  must  be  deliveries  on 
actual  trades,  but  I  have  not  understood  you  to  say  that  on  transac- 
tions on  your  exchange  of  spot  grain  it  is  contemplated  that  there 
shall  be  a  delivery  of  the  stuff  itself? 

Mr.  Harwood.  Oh,  yes. 

Mr.  HtJLiNGs.  Merely  an  exchange  of  money  representing  the 
difference? 

Mr.  Harwood.  No;  we  make  delivery.  If  we  sell  corn  for  10  days^ 
delivery  we  deliver  the  corn  in  10  days. 

Mr.  HuLiNGS.  I  am  not  asking  you  what  you  do  but  what  has  been 
done  or  is  done  on  your  exchange? 

Mr.  Harwood.  Well,  the  commission  merchants  are  the  only 
people  who  deal  on  the  exchange.  We  do  not  deal  for  ourselves  on 
the  exchange.    We  have  no  sort  of  speculative  market. 

Mr.  Htjungs.  You  have  no  speculative  transactions  at  all  in  spot 
stuff? 

Mr.  Harwood.  No,  sir. 

Mr.  VoiGT.  All  grain  bought  and  sold  on  your  exchange  in  Peoria 
is  delivered? 

Mr.  Harwood.  Well,  as  I  say,  a  large  percentage  is.  Certain  things 
may  make  it  impossible  to  deliver,  such  as  car  shortage  and  su<*h 
cases  as  that.  In  those  cases  the  contract  has  to  be  bought  in  and 
the  difference  paid  or  an  extension  of  time  granted  and  money  paid 
therefor. 

Mr.  VoiGT.  Unless  there  is  some  intervening  cause  that  makes 
physical  delivery  impossible,  is  the  grain  sold  on  your  exchange 
always  delivered? 

Mr.  Harwood.  Absolutely;  yes,  sir. 

Mr.  VoiGT.  How  many  members  have  you  on  your  exchange  ? 

Mr.  Harwood.  I  think  something  like  137. 

Mr.  VoiGT.  Can  you  tell  us  how  much  grain  changes  hands  in  a 
year  on  that  exchange? 

Mr.  Harwood.  The  year  before  last,  when  I  was  president,  we 
handled  in  24,000  cars  and  out  12,000  cars.  I  can  not  give  you  last 
year's  figures.    Those  were  carload  lots. 

Mr.  VOIGT.  The  most  of  the  grain  that  your  firm  handles  is  local 
grain? 

Mr.  Harwood.  Yes,  sir. 

Mr.  VoiGT.  You  buy  it  for  local  concerns? 

Mr.  Harwood.  Yes,  sir ;  the  most  of  it. 

Mr.  VoiGT.  Those  concerns  come  to  you  and  give  you  an  order 
for  so  much  com? 

Mr.  Harwood.  Yes,  sir. 

Mr.  VoiGT.  And  ask  you  what  you  can  supply  it  for? 

Mr.  Harwood.  In  some  cases  they  do  and  in  other  cases  the  country 
dealer  will  call  us  and  ask  us  what  we  can  give  them  for  corn,  ancT 
we  must  have  a  bid  on  hand  whereby  we  can  assure  oui-selves  a 
profit.  If  it  were  not  for  the  futures  market  we  could  not  do  that. 
We  bought  this  corn  I  referred  to  in  September  and  paid  $1.10  for 
it  on  the  track  at  Peoria. 
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Mr.  VoiGT.  Suppose  a  country  dealer  telephones  you  and  says  he 
has  500  bushels  or  corn  and  there  is  nobody  in  Peoria  at  that  time 
who  wants  that  corn  ? 

Mr.  Harwood.  All  right. 

Mr.  VoiGT.  What  do  you  do? 

Mr.  Harwood.  We  buy  the  cash  corn  on  the  basis  of  the  future 
and  sell  a  future  as  a  protection.  When  the  cash  com  arrives  in 
Peoria  we  take  off  the  future  and  sell  the  cash  grain  to  whoever 
we  may  sell  it  to  at  the  time. 

Mr.  VOIGT.  You  make  to  the  country  dealer  a  price  simultaneously 
with  your  hedge  ? 

Mr.  Harwood.  With  our  possible  hedge.  If  we  did  not  have  the 
basis  of  the  future  we  would  not  make  the  bid. 

Mr.  VoiGT.  What  do  you  do  then?  Do  you  call  up  Chicago  to 
know  what  you  can  get  rutures  for? 

Mr.  Harwood.  We  have  got  ways  of  knowing  what  the  futures 
market  is.  We  must  know  that  in  order  to  deal.  We  receive  con- 
tinuous quotations  from  Chicago. 

Mr.  VoiGT.  Oh,  you  have  a  wire  there? 

Mr.  Harwood.  Different  members  of  the  Peoria  Board  of  Trade 
have  wires. 

Mr.  VoiGT.  And  on  the  basis  of  that  quotation  you  make  a  quota- 
tion to  the  country  dealer? 

Mr.  Harwood.  Yes,  sir.     We  can  do  it  and  do  do  it. 

Mr.  VoiOT.  And  when  he  accepts  you  make  a  hedge? 

Mr.  Harwood.  Yes,  sir. 

Mr.  Wilson.  Don't  you  usually  pay  a  little  more  for  corn  in 
Peoria  than  they  pay  elsewhere? 

Mr.  Harwood.  I  wish  we  did,  and  then  we  would  get  more  business* 

Mr.  Wilson.  I  thought  you  did. 

Mr.  Harwood.  I  think  you  are  misled  by  the  fact  that  there  was  a 
demand  for  alcohol  during  the  war  which  caused  the  price  of  grain 
to  advance  at  Peoria,  but  since  that  time  we  have  been  under  Chicago* 
If  it  were  not  for  the  fact  that  we  have  a  futures  market  now,  as 
our  industries  are  closed,  we  would  not  be  able  to  handle  any  grain*. 

The  Chairman.  Are  you  not  a  distributing  point  for  the  South? 

Mr.  Harwood.  Our  rates  from  Peoria  to  tne  South  are  in  a  way 
beneficial  to  Peoria.  We  handle  considerable  grain  to  the  South; 
ves,  sir. 

The  Chairman.  You  have  feed  mills  there,  have  you  not? 

Mr.  Harwood.  Yes,  sir.  Or  not  so  much  feed  mills  but  we  have- 
the  American  Milling  Company,  which  is  a  large  company ;  and  we 
have  the  American  Corn  Products  Corporation,  which  is  a  large 
company,  but  at  the  present  time  they  are  closed. 

>lr.  McLaughlin  of  Michigan.  You  make  different  kinds  of  prod- 
ucts out  of  grain;  what  kind  of  grain,  principally? 

ilr.  Harwood.  Com. 

ilr.  McLiAUGHiiiN  of  Michigan.  What  are  those  products  ?  . 

Mr.  Harwood.  Karo  com  sirup,  glucose,  and  starch. 

The  Chairman.  The  manufacturers  of  feed  are  large  consumers  of 
com? 

Mr.  Harwood.  Yes,  sir.  The  American  Milling  Co.  use  largfr 
quantities  of  wheat,  rye,  and  so  forth. 
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The  Chairman.  For  the  production  of  feed? 

Mr.  Harwood.  Yes,  sir ;  for  mill  feed  and  chicken  feed. 

The  Chairman.  Do  they  buy  direct  from  the  mills? 

Mr.  Harwood.  They  buy  directly  from  the  commission  merchants. 
We  supply  them  with  grain.  We  make  contracts  with  them  and 
buy  from  the  country  to  fill  them. 

The  Chairman.  Any  more  questions,  gentlemen  of  the  committee? 

Mr.  Dickinson.  I  would  like  to  ask  a  question  or  two. 

The  Chairman.  All  right,  Mr.  Dickinson. 

Mr.  Dickinson.  You  have  described  a  transaction  wherein  you 
would  buy  futures  to  cover  cash  grain.  What  if  the  future  did  not 
cover  the  grain  at  that  time,  what  insurance  or  protection  then  is  the 
future  ? 

Mr.  Harwood.  Of  course,  during  the  war,  the  futures,  due  to  car 
shortage  and  other  things  which  arose  since,  made  an  abnormal  mar- 
ket,  but  at  normal  times  we  feel  that  we  are  absolutely  protected  by 
hedging,  that  prices  will  follow. 

Mr.  Dickinson.  Can  not  you  cite  half  a  dozen  instances  within  the 
last  few  years  where  the  future  has  not  followed  the  cash  price,  and 
therefore  your  future  was  not  an  insurance  to  you  at  all  ? 

Mr.  Harwood.  Yes.  As  I  said,  during  the  war  certain  thin|p  arose 
which  made  it  impossible.     But  1  am  talking  about  normal  times. 

Mr.  Dickinson.  In  normal  times  does  the  future  always  follow 
the  cash  price  ? 

Mr.  Harwood.  There  may  be  a  few  instances  where  they  do  not, 
but  very  few. 

Mr.  Dickinson.  What  about  when  some  man  comes  in  with  a  large 
amount  of  money  and  sort  of  what  we  call  corners  the  market? 

Mr.  Harwood.  We  do  not  have  any  corners. 

Mr.  Dickinson.  You  do  not  have  any  corners? 

Mr.  Habwood.  No;  not  that  I  am  familiar  with. 

Mr.  Dickinson.  You  do  not  think  that  Armour  is  able  to  manipu- 
late wheat  if  he  wants  to  go  in  and  make  a  dash  or  two? 

Mr.  Harwood.  I  think  there  is  a  difference  between  manipulating 
and  cornering  the  market. 

Mr.  Dickinson.  I  will  say  manipulate  it,  then. 

Mr.  Harwood.  Well,  I  think  anybody  who  has  a  lot  of  money,  if 
buying  a  large  number  of  bushels,  can  stimulate  the  market.  JBut 
somebody  has  to  sell  it  to  him,  you  must  remember. 

Mr.  Dickinson.  Then  under  the  plan  of  selling  futures  as  it  exists, 
a  large  buyer  can  manipulate  the  market,  can  not  he? 

Mr.  Harwood.  I  do  not  say  so. 

Mr.  Dickinson.  What  do  you  say? 

Mr.  Harwood.  I  might  put  it  tliis  way:  If  a  large  buver  would 
continue  to  buy  every  day,  it  might  have  a  temporary  erfect,  but  it 
would  be  temporary,  and  the  law  of  supply  and  demand  would  re- 
sult sooner  or  later. 

Mr.  Dickinson.  Then  as  I  understand  the  futures  market,  it  is 
being  affected  by  that  system,  and  prices  will  fluctuate,  a  little  higher 
or  a  little  lower,  depending  whether  they  want  to  bull  it  or  bear  it. 
and  that  has  an  effect  over  the  ordinary  law  of  supply  and  demand  ? 

Mr.  Harwood.  That  might  be  due  to  lack  of  foreign  demand.  That 
is  caused  by  petty  conditions  that  exist  any  day.  We  can  not  pre- 
vent that. 
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Mr.  Dickinson.  What  conditions  exist  that  might  result  in  that 
condition? 

Mr.  Haswood.  At  the  moment  I  would  say  if  exporters  would  quit 
buying  wheat  you  would  have  a  lower  price  for  wheat,  whereas  if 
they  would  come  in  to-morrow  morning  and  buy  a  few  million 
busnels  of  wheat  they  would  hedge  themselves  by  protection  of  the 
future. 

Mr.  Dickinson.  Isn't  the  foreign  demand  a  thing  that  comes 
regularly? 

Mr.  Harwood.  No,  sir. 

Mr.  Dickinson.  Do  you  say  it  is  spasmodic} 

Mr.  Harwood.  I  would  say  that  it  is  most  spasmodic. 

Mr.  Dickinson.  You  think  that  European  ouyers  buy  here  some- 
times and  sometimes  buy  somewhere  else? 

Mr.  Harwood.  Yes,  sir.   We  have  other  markets  besides  Chicago. 

Mr.  Dickinson.  If  the  futures  market  was  entirely  cut  out  of  the 

frain  business  would  not  the  law  of  supply  and  demand  down  at 
eoria,  just  as  it  is  there,  by  which  you  buy  corn  from  the  man  who 
has  it  to  sell  and  sell  it  to  the  man  who  wants  to  buy,  be  a  good 
thing?  Wouldn't  you  be  able  to  transact  your  business  witnout 
any  futures  market  at  all  ? 

Mr.  Harwood.  No,  sir. 

Mr.  Dickinson.  Would  not  the  result  of  that  be  that  it  would  put 
aside  about  three-fourths  of  the  fellows  who  are  making  a  good 
living  out  of  the  grain  business? 

Mr.  Harwood.  I  do  not  think  so  at  all. 

Mr.  Dickinson.  You  do  not  think  you  could  benefit  the  board  of 
trade  at  all  if  you  discontinued  it? 

Mr.  Harwood.  I  do  not  think  we  could.    I  am  speaking  of  Peoria. 

Mr.  Dickinson.  How  does  it  happen  that  out  in  Mr.  Tincher's 
State  they  do  that  at  Wichita  and  do  not  have  a  futures  market  on 
wheat? 

Mr.  Harwood.  They  have  wheat  there  now. 

Mr.  Dickinson.  They  have  a  market  and  carry  it  on,  but  do  not 
deal  in  futures? 

Mr.  Harwood.  Do  you  mean  they  had  that  during  the  war? 

Mr.  Dickinson.  I  mean  now.    Isn't  that  right^  Mr.  Tincher? 

Mr.  Tincher.  I  say  the  Sedgwick  Block  in  Wichita,  a  lar^  build- 
ing, is  about  full  of  grain  men,  and  they  are  in  favor  of  doing  away 
with  futures,  they  teU  me,  and  only  a  small  percentage  of  ihem  deal 
in  futures  at  all. 

Mr.  Harwood.  I  do  not  care  to  try  to  answer  that  question  at  all 
because  I  am  not  familiar  with  Kansas  conditions. 

Mr.  Tincher.  You  did  business  very  successfully  in  wheat  with- 
out any  futures  during  the  war? 

Mr.  Harwood.  I  admit  that. 

Mr.  Tincher.  The  only  complaint  is  that  you  made  too  much 
money  out  of  it? 

Mr.  Harwood.  I  did  not  say  that. 

Mr.  Dickinson.  You  gave  an  illustration  here  of  where  you  sold 
.wheat  in  Baltimore,  and  you  sold  short,  and  you  went  out  and 
bought  and  said  that  you  bought  it  on  a  margin  of  from  7  to  10 
cents  a  bushel? 

S4574— 21 ^ 
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Mr.  Harwood.  That  is  true. 

Mr.  Dickinson.  That  was  dealing  in  a  commodity  which  you  did 
not  possess.  Now,  isn't  that  the  practice  of  a  great  many  grain  men 
under  the  present  marketing  system  ? 

Mr.  Harwood.  For  instance,  you  refer  to  selling  futures  where 
you  possess  it? 

Mr.  Dickinson.  Yes. 

Mr.  Harwood.  That  is  the  practice ;  yes,  sir. 

Mr.  Dickinson.  And  transactions  are  largely  carried  on  in  that 
way? 

Mr.  Harwood.  Well,  I  could  not  give  you  the  percentage  of  them. 

Mr.  Dickinson.  Do  you  know  what  the  percentage  of  future  sales 
at  Chicago  is  as  compared  to  cash  transactions? 

Mr.  Harwood.  I  am  speaking  for  Peoria. 

Mr.  Dickinson.  For  ^Keoria  alone  ? 

Mr.  Harwood.  Yes,  sir. 

Mr.  Dickinson.  What  percentage  of  the  transactions  of  your  firm 
are  futures  and  what  percentage  of  them  are  cash— of  your  firm, 
now? 

Mr.  Harwood.  Well,  that  is  rather  a  hard  question  to  answer. 

Mr.  Dickinson.  Don't  you  know  in  a  day's  sale  whether  you  buy 
10,000  bushels  or  100,000  bushels  of  corn? 

Mr.  Harwood.  We  might  sell  actual  corn  on  a  contract  and  not 
make  a  future  trade  on  it. 

Mr.  Dickinson.  Don't  you  know,  as  a  usual  thing,  how  much 
future  trading  your  firm  does  on  the  Chicago  Board  of  Trade? 

Mr.  Harwood.  No  ;  I  couldn't  tell  you  in  bushels.  We  do  an  im- 
mense business. 

Mr.  Dickinson.  Then  I  take  it  that  your  futures  business  is  a 
great  deal  larger  than  your  cash  business  ? 

Mr.  Harwood.  No,  sir.  I  would  say  that  90  per  cent,  understand, 
of  the  whole  business  is  on  a  hedging  basis  and  probably  10  per  cent 
is  speculative. 

Mr.  Dickinson.  Suppose  you  were  permitted  a  30-day  hedge, 
during  which  time  you  could  buy  your  grain  from  your  country  mer- 
chant and  deliver  it  on  your  hedge,  could  you  operate  on  your  pres- 
ent plan  under  those  conditions? 

Mr.  Harwood.  I  hardly  think  so ;  not  satisfactorily  without  an  ex- 
tension of  time  at  the  expiration  of  the  30  days. 

Mr.  Dickinson.  It  is  my  understanding  that  you  cash  out  your 
hedge  immediately  when  you  deliver  the  grain? 

Mr.  Harwood.  Yes. 

Mr.  Dickinson.  And  that  is  the  practice  of  your  firm? 

Mr.  Harwood.  Yes. 

Mr.  Dickinson.  Under  the  present  system  the  future  market  is 
purely  for  the  protection  of  the  man  who  takes  grain  from  the 
farmer  and  delivers  it  to  the  consumer;  isn't  that  true? 

Mr.  Harwood.  Not  necessarily.  It  is  of  indirect  benefit  to  the 
farmer. 

Mr.  Dickinson.  Of  indirect  benefit  in  what  way  ? 

Mr.  Harwood.  If  it  were  not  for  the  fact  that  we  are  able  to  giv*5 
him  a  price  and  thereby  prevent  loss  to  ourselves  we  could  not  give 
him  as  close  a  price  and  he  would  suffer. 
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Mr.  Dickinson.  In  other  words,  if  you  can  sell  short  you  can  go 
out  and  make  a  lot  of  money,  and  you  are  justified  in  charging  that 
up  to  the  farmer? 

Mr.  Hakwood.  You  understand  that  we  did  that  when  we  had  no 
future  market. 

Mr.  Dickinson.  And  that  is  the  reason  you  think  you  are  pro- 
tected by  a  future? 

Mr.  Harwood.  No;  if  we  had  a  future  market  we  would  not  make 
10  cents  a  bushel  but  2  cents  a  bushel  probably.  When  we  had  to 
future  market  and  had  no  protection  we  had  to  take  10  cents  in 
order  to  sleep  nights. 

Mr.  Dickinson.  Do  you  know  what  percentage  of  the  elevators 
in  Illinois  use  the  hedge? 

Mr.  Hakwood.  I  could  not  say  as-to  that,  but  I  would  suggest  that 
90  per  cent  of  the  le^timate  dealers  do. 

Mr.  Dickinson.  Do  you  call  the  individual  out  there  who  runs 
an  elevator  in  some  small  town  in  Illinois  who  bu;^s  grain  at  his 
own  risk  and  sells  it  for  what  he  can  get  for  it  a  legitimate  dealer? 

Mr.  Harwood.  Absolutely,  because  ne  has  the  advantage  of  the 
future  market. 

Mr.  Dickinson.  Do  you  know  what  percentage  of  the  elevators 
in  Illinois  use  the  hedge  ? 

Mr.  Harwood.  I  would  say  90  per  cent  of  those  that  are  success- 
ful do  use  it. 

Mr.  Dickinson.  Would  you  be  surprised  if  I  were  to  tell  you 
that  less  than  50  per  cent  use  the  hedge  ? 

Mr.  Harwood.  No  ;  I  would  not  be  surprised.  I  am  estimating  it. 
I  know  of  elevators  who  do  not  use  it  that  are  broke  to-day. 

Mr.  Dickinson.  Do  you  know  of  any  that  did  use  it  that  are 
broke  to-day? 

Mr.  Harwood.  No,  sir. 

Mr.  Dickinson.  What  about  the  September  com  deal,  did  that 
break  some  of  them? 

Mr.  Harwood.  No,  sir. 

Mr.  Dickinson.  Didn't  you  mention  somebody? 

Mr.  Harwood.  I  answered  Chairman  Haugen's  question  about 
having  a  lot  of  money.  Anybody  who  had  cash  corn  hedged  in 
September  should  have  had  the  cash  com  there  the  first  of  Septem- 
ber, and  if  so  he  would  have  secured  the  price.  If  he  got  it  there 
on  the  first  of  October  that  was  his  business. 

Mr.  Dickinson.  As  a  matter  of  fact,  there  were  some  parties  who 
had  May  and  June  com,  and  they  tried  to  sell  it,  and  they  hedged 
it  for  October,  and  lost  on  both  the  cash  corn  and  on  the  futures, 
didn't  they? 

Mr.  Harwood.  They  were  poor  grain  men  then. 

Mr.  TiNCHER.  You  said  a  while  ago  that  farmers  could  buy  futures 
and  handle*  fp'*-,ares ;  they  ought  not  to  do  it,  I  take  it. 
Mr.  Harwood.  I  did  not  say  that. 
Mr.  TiNCHER.  You  said  he  could  do  it? 
Mr.  Harwood.  Certainly. 
Mr.  TiNCHER.  Now  I  say,  he  ought  not  to  do  it. 
Mr.  Harwood.  That  is  his  business.     I  am  not  saying  what  >^« 
should  do  and  should  not  do. 
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Mr.  TiNCHER.  He  ought  to  know  the  game  if  he  is  going  to  play  it. 

Mr.  Harwood.  The  rules  are  plainly  printed  in  black  and  white. 

Mr.  TiNCHER.  And  it  does  not  take  any  ability  at  all  to  handle  that 
matter? 

Mr.  Harwood.  If  it  did  I  would  not  be  in  the  business. 

Mr.  TiNCHER.  If  you  have  no  ability  in  the  business  and  it  does 
not  take  any  ability,  perhaps  it  would  be  right  to  pass  a  law  to  just 
let  the  law  of  supply  and  demand  govern,  and  then  you  could  get  mtoj 
something  that  you  have  some  ability  to  handle.  I  had  suspected 
that  you  were  a  pretty  keen  grain  man. 

Mr.  Harwood.  No  ;  my  partner  takes  care  of  that. 

Mr.  TiNCHER.  There  must  be  some  ability  around  there  somewhere. 

Mr.  "Harwood.  Yes,  sir. 

Mr.  TiNCHER.  The  farmer  has  just  as  much  business  playing  the 
board  of  trade  as  he  has  trying  to  succeed  Hitchy  Koo  or  tat  Rroney 
and  hope  to  make  a  success  or  it. 

Mr.  Dickinson.  The  farmer  figures  up  as  the  lamb  all  right. 

Mr.  Harwood.  Anything  further,  Mr.  Chairman? 

The  Chairman.  Any  further  questions,  gentlemen  of  the  commit- 
tee? [A  pause  without  response.]  We  thank  you  very  much,  Mr. 
Harwood. 

Mr.  Harwood.  I  thank  you  gentlemen  for  the  opportunity  of 
being  heard. 

The  Chairman.  We  will  next  hear  Mr.  Colgan. 

STATEMENT  OF  UB.  D.  T.  COLGAIT,  BANKER,  WTOlOna,  ILL. 

The  Chairman.  You  may  proceed  with  your  statement. 

Mr.  Colgan.  Well,  as  a  banker  ill  our  territory  and  a  local  grain 
man  I  would  say  that  the  present  system  of  operating  the  future 
market,  trading  in  the  future  market,  is  perfectly  agreeable  with  us 
unless  some  better  system  can  be  adopted.  That  is  about  all  I  have  to 
say  now. 

The  Chairman.  Any  questions,  gentlemen  of  the  committee? 

Mr.  McLaughlin  of  Michigan.  Is  there  a  board  of  trade  in  youE 
town? 

Mr.  Colgan.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  have  occasion  to  make 
loans  on  these  grain  contracts,  hedges,  and  so  forth  ? 

Mr.  Colgan.  On  which  we  have  occasion  to  make  loans? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Colgan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  As  a  banker? 

Mr.  Colgan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  How  extensively  do  you  do  thati 

Mr.  Colgan.  We  do  it  as  extensively  as  our  capital  and  surplus 
will  let  us. 

Mr.  McLaughlin  of  Michigan.  What  is  your  capital  and  surplus! 

Mr.  Colgan.  $76,000. 

Mr.  McLaughlin  of  Michigan.  How  many  of  them  do  you  hav^ 
in  the  course  of  a  y^ar? 

Mr.  Colgan.  How  many  what  ? 

Mr.  McLaughlin  of  Michigan.  Loans  on  contracts? 
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Mr.  Coi/iAN.  I  would  not  guess  at  it. 

Mr.  McLAtroHiiiK  of  Micnigan.  Do  you  refuse  to  make  loans  to 
indiyiduals  unless  they  are  protected  by  hedges? 

Mr.  CoiiGAK.  No,  sir. 

Mr.  McLauqhi^in  of  Michigan.  Does  the  fact  that  hedges  have 
been  entered  into  in  any  way  influence  you  in  the  making  of  your 
loans? 

Mr.  CoiiGAN.  With  some  parties  it  does,  yes.  But  it  depends  upon 
the  individual. 

Mr.  McLAUGmoiK  of  Michigan.  If  hedging  would  not  be  per- 
mitted would  it  so  reduce  your  business  as  to  interfere  with  it 
serioudy? 

Mr.  CoiiQAN.  I  think  not. 

Mr.  MoLauohun  of  Michigan.  Well,  how  are  you  interested 
in  this  matter? 

Mr.  CoxAAN.  As  a  local  grain  dealer  and  a  banker. 

Mr.  McLaughlin  of  Michigan.  Have  you  membership  on  any 
board  of  trade? 

Mr.  CoLQAN.  Yes,  sir. 

Mr.  McIiAnoHiiiN  of  Michigan.  Where? 

Mr.  CoLOAN.  At  Peoria. 

Mr.  McLauohun  of  Michigan.  You  are  a  grain  dealer  and  you 
buy  and  sell  actual  g^a-in?  do  you? 

Mr.  CoLOAN.  In  Wyoming,  Illinois,  yes,  sir,  and  in  Peoria. 

Mr.  McLAUQHiiiN  of  Michigan.  But  you  have  membership  on 
the  board  of  trade  at  Peoria? 

Mr.  CoLGAN.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  hedge  yery  often? 

Mr.  CoLGAN.  Well,  I  do  not  handle  the  grain  end  or  it.  We  have 
a  manager  who  does  that,  and  he  hedges  against  his  purchases. 

Mr.  McLauohun  of  Michigan.  The  manager  of  your  company 
or  of  the  firm  of  which  you  are  a  partner? 

Mr.  CoDOAN.  Yes,  sir.  He  attends  to  that  and  that  in  his  practice, 
of  hedging  against  the  ^ain  purchases. 

Mr.  McLaughlin  of  Michigan.  Do  you  approve  of  it? 

Mr.  Colgan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Can  you  carry  on  your  business 
without  it  ? 

Mr.  CoLGAN.  The  grain  business,  is  that  what  you  speak  of? 

Mr.  McLaughlin  of  Michijoran.  Yes,  sir.  You  said  it  made  no 
diiFerence  in  your  banking  business? 

Mr.  CoLQAN.  Yes,  sir;  I  think  we  could  operate  without  it,  pos- 
sibly, but  we  do  not  do  it  and  do  not  feel  that  we  should  do  it.  We 
feel  that  it  is  a  protection  to  us  to  hedge. 

The  Chaibman.  Does  it  afford  any  protection? 

Mr.  CoLGAN.  Yes;  it  does.  We  are  in  a  com  and  oats  country 
there. 

The  Chaibman.  Explain  to  me  where  your  protection  comes  in  at 
the  present  time.  Casn  wheat  is  at  a  premium  of  about  12  cents  over 
future  wheat. 

Mr.  CoLGAN.  We  have  no  wheat  to  qieak  of  there  at  all.  We  do 
Dot  handle  wheat.  Oh,  we  may  buy  one  or  two  hundred  bushels  a 
year.    So  I  am  not  in  a  position  to  inform  you  as  to  wheat. 
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The  Chairman.  What  cereals  do  you  handle) 

Mr.  CoLGAN.  Oats  and  com. 

The  Chairman.  How  is  cash  com  to-day? 

Mr.  CoLGAN.  I  could  not  tell  you,  sir. 

The  Chairman.  Do  you  accept  these  contracts  as  collateral  se- 
curity with  your  paper? 

Mr.  CoLGAN.  Do  we  accept  them  as  collateral? 

The  Chairman.  Yes. 

Mr.  CoLGAN.  No,  sir. 

The  Chairman.  How  do  you  handle  those  contracts  then  for 
wheat? 

Mr.  CoLGAN.  We  do  not  handle  the  contract.  Do  you  mean  the 
individual  contract? 

The  Chairman.  I  understood  you  to  say  that  you  loaned  money 
on  futures? 

Mr.  CoLGAN.  Yes,  sir ;  of  different  grain  men ;  that  is,  grain  men 
other  than  my  own  place  of  operation. 

The  Chairman.  How  do  you  handle  it?  Do  you  accept  the  con- 
tract as  collateral  security? 

Mr.  CoLGAN.  No;  I  do  not  mean  to  say  that  we  accept  the  con- 
tract as  collateral,  but  we  know  that 

The  Chairman  (interposing).  You  mean  to  say  that,  you  loan 
money  to  those  that  are  operatmg  on  futures? 

Mr.  CoLGAN.  We  loan  money  to  the  grain  dealer  to  buy  grain 
knowing  that  he  has  the  stuff  because  he  has  already  sold  the  same 
grain  at  a  profit.    That  is  what  I  meant  to  say. 

The  Chairman.  It  has  been  suggested  by  one  of  the  witnesses 
here  that  bankers  loan  money  on  the  contracts? 

Mr.  CoLGAN.  I  would  not  call  it  loaning  money  on  the  contract. 
You  simply  know  that  there  has  been  gram  sold  and  that  there  is 
not  going  to  be  a  decline  in  it. 

The  Chairman.  Were  you  present  when  Mr.  Turner  testified  this 
morning? 

Mr.  OoLGAN.  I  do  not  know  Mr.  Turner. 

The  Chairman.  I  understood  from  him  that  it  was  customary  to 
advance  money  on  those  contracts? 

Mr.  CoLGAN.  Well,  not  where  I  am ;  not  necessarily  on  the  contract. 

Mr.  Tin  CHER.  Is  that  a  farming  community  that  you  live  in? 

Mr.  CoiiOAN.  Yes,  sir. 

Mr.  TiNGHER.  Do  you  loan  any  money  to  farmers? 

Mr.  CoLGAN.  Yes,  sir. 

Mr.  TiNCHER.  You  do  not  loan  money  to  a  farmer  who  deals  on 
the  board  of  trade  in  preference  to  one  who  does  not  deal  on  the  board 
of  trade,  do  you  ? 

Mr.  CoLGAN.  No,  sir. 

Mr.  TiNGHER.  Your  community  is  composed  of  substantial  farm- 
ers, isn't  it? 

Mr.  CoLGAN.  Yes,  sir;  two-thirds  or  three-fourths  of  them  own 
their  own  farms  I  would  suppose. 

Mr.  TiNCHER.  If  they  want  to  hedge  their  com  will  they  come  in 
and  borrow  money  at  your  bank  and  hedge  it? 

Mr.  CoLOAN.  Well,  I  would  not  say  that.  They  come  to  the  ele- 
vator, and  get  money  advanced  sometimes,  and  sometimes  to  the  bank. 
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Mr.  Ttncheb.  You  do  not  ask  them  to  go  and  sell  some  com  on  the 
future  market  at  Chicago,  and  put  up  the  contract  as  security? 

Mr.  CoLQAN.  No,  sir. 

Mr.  TiKCHEB.  You  never  did  ask  a  farmer  to  do  that? 

Mr.  CoLGAN.  I  never  did  ask  a  farmer  to  sell  on  the  future  market 
and  put  up  his  contract  as  collateral? 

Air.  TiNCHER.  You  never  heard  of  it  being  done  in  your  commu* 
nity! 

Mr.  Ck>LGAK.  You  are  speaking  of  the  farmer  now  ? 

Mr.  TixGHEiL  Yes. 

Mr.  CJoLGAN.  No ;  I  don't  think  I  ever  did. 

Mr.  TiNCHER.  Of  course,  you  are  in  the  banking  business,  and 
farmers  have  satisfactory  credit  accommodations  in  your  vicinity, 
haven't  they? 

Mr.  Cou3AN.  Yes,  sir;  we  try  to  accommodate  them. 

Mr.  TiNCHER.  So  it  is  not  necessary  for  them  to  have  a  board  of 
trade  or  for  them  to  deal  on  the  Chicago  market  and  deal  in  futures 
in  order  for  the  farmers  of  your  community  to  have  a  credit  system? 

Mr.  CoiiOAN.  No,  sir. 

Mr.  TiNCHJER.  If  that  applies  to  California  it  is  not  true  of  Illi- 
nois? 

Mr.  CoLGAN.  It  is  not  necessary  for  them  to  deal  on  the  board  of 
trade  at  all. 

Mr.  TiNGHER.  In  some  communities  I  understand  that  bankers 
will  not  loan  money  to  men  who  deal  on  the  board  of  trade.  But  I 
guess  those  good  old  days  are  gone. 

Mr.  CoiiGAN.  I  think  so.  If  a  man  has  collateral  the  banker  does 
not  usually  ask  him  what  he  does  with  his  poioney. 

Mr.  WiiiSON.  What  is  land  worth  down  in  your  country? 

Mr.  CoMAN.  All  the  way  from  $300  to  $400  or  $500  an  acre. 

Mr.  TiNGHER.  You  mean  that  it  sells  for  that? 

Mr.  CoLGAN.  Yes,  sir ;  I  would  rather  put  it  that  way. 

The  Chairman.  Is  it  customary  for  bankers  in  your  section  of  the 
country  to  extend  credit  to  operators  on  boards  of  trade,  to  specu- 
lators on  boards  of  trade? 

Mr.  CoixjAN.  I  do  not  think  we  have  any  what  you  would  call 
speculators  that  we  loan  money  to. 

Mr.  TiNGHER.  You  would  not  loan  money  to  them  if  you  knew  that 
thev  did,  would  you? 

Mr.  CoiiOAK.  I  do  not  know.  You  do  not  mean  the  grain  dealer 
who  is  buying  and  selling  grain  ? 

Mr.  TiNGHER.  No ;  the  farmer. 

The  Chairman.  If  he  speculates  it  does  not  make  any  difference 
what  his  occupation  is? 

Mn  CoiiGAN.  Well,  we  loan  money  to  grain  dealers  there. 

The  Chairman.  Isn't  it  a  fact  that  bankers  make  it  a  practice  not 
to  extend  credit  to  anybody  who  deals  on  the  board  of  trade? 

Mr.  CoiiGAN.  No;  I  do  not  think  so.  I  do  not  know  where  they 
would  get  their  credit  if  the  bankers  did  not  give  it  to  them. 

The  Chairman.  I  did  not  think  the  bankers  extended  credit  to 
them.  I  understood  you  to  say  that  it  was  absolutely  necesaary  for 
you  to  extend  credit  to  people  who  took  out  future  contracts? 
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Mr.  CoLGAN.  You  are  talking  about  speculators,  are  you?  I  was 
speaking  of  grain  dealers,  and  that  is  all. 

The  Chairman.  There  is  pretty  much  of  speculation  when  you 
get  down  to  the  bottom  of  it,  as  stated  by  the  president  of  a  board 
of  trade  on  yesterday.  He  said  that  some  people  called  it  insurance, 
and  that  others  called  it  hedging,  and  others  called  it  gambling.  It 
you  can  give  a  distinction  as  between  gambling  or  speculation  or 
hedging  we  will  be  very  glad  to  have  it. 

li&.  CoLGAN.  I  would  not  attempt  to  do  it. 

The  Chairman.  I  would  like  to  have  your  definition  if  you  have 
one? 

Mr.  CoLGAN.  I  have  not. 

Mr.  PuRNELii.  Is  it  your  opinion  that  this  practice  of  dealing  in 
futures  is  a  benefit  to  the  producer;  does  he  profit  by  it? 

Mr.  CoLGAN.  Well  now,  1  do  not  want  to  say  what  the  dealing  in 
futures  is.  I  will  tell  what  I  know  about  my  community,  and  about 
my  local  grain  dealers,  and  about  his  deals.  If  you  call  that  dealing 
in  futures,  why,  that  is  necessary. 

Mr.  PuRNELL.  Let  us  take  an  actual  case  now :  Say  a  farmer  conies 
in  to  you  and  sells  10^000  bushels  of  com.  You  buy  10,000  bushels 
of  com  for  future  delivery.  The  thing  I  am  very  anxious  to  get  at, 
and  I  am  trying  to  do  the  fair  thing  in  this  matter,  not  because  he 
is  a  farmer,  but  because  he  produces  the  grain  and  1  want  to  know 
the  exact  position  of  the  man  standing  in  his  shoes. 

Mr.  CoLGAN.  All  right. 

Mr.  PuRNELL.  It  has  been  contended  here  that  because  of  the  fact 
that  a  dealer  can  protect  himself  against  loss  by  buying  for  future 
delivery  it  creates  a  market  for  the  producer  that  he  would  not 
otherwise  have. 

Mr.  CoLGAN.  That  is  just  right. 

Mr.  PuRNEix.  Does  that  actually  happen? 

Mr.  CoLGAN.  That  is  my  opinion  of  it ;  yes,  sir. 

Mr.  PuRNELL.  And  is  has  also  been  contended  that  that  right  to 
buy  for  future  delivery  acts  as  a  protection  and  that  you  can  deal  on 
a  smaller  margin,  or  tnat  if  you  did  buy  without  that  protection  you 
Would  have  to  have  a  wider  margin? 

Mr.  CoLGAN.  You  mean  if  you  would  buy 

Mr.  PuRNEMi  (interposing].  I  mean  if  you  would  carry  the  risk 
yourself,  and  buy  all  the  gram  from  the  farmer  and  pay  nim  for  it 
and  then  resell  it  so  somebody  else,  that  you  would  have  to  have  a 
wider  margin? 

Mr.  CoLGAN.  It  would  also  cramp  the  grain  man  because  he  could 
not  handle  very  much  business. 


this 
question  and  I  really  want  to  get 
if  without  this  opportunity  of  hedging,  the  farmer's  product  -veoulS 
be  backed  up  on  his  farm  at  a  time  when  he  wants  to  sell  it  to  realize 
money  out  of  it? 

Mr.  CoiiOAN.  I  think  it  would,  yes,  sir. 

Mr.  PuRNELL.  I  am  wondering  whether  or  not  that  would  not  hurt 
the  fellow  who  has  to  convert  his  crop  into  cash  to  meet  his  obli- 
gations? 
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Mr.  Coijoan.  Yes,  sir;  that  is  iust  right. 

Mr.  HxTUXGS.  May  I  ask  you  about  your  operations  in  buying  grain 
from  the  farmer.  I  mean  these  farmers  who  have  different  amounts 
of  grain  to  sell  i 

Mr.  CoixjAK.  Yes,  sir. 

Mr.  HuLiNOs.  Say  one  man  comes  in  with  500  bushels  and  another 
man  with  100  bushels  and  another  man  with  5,000  bushels.  You 
conclude  that  you  are  going  to  buy  10,000  bushels,  say. 

Mr.  CoLGAN.  From  the  farmer  f 

Mr.  HuMNOs.  Yes.  When  you  sell  that  grain  how  do  you  sell  it ; 
what  is  the  unit  of  the  contract  ? 

Mr.  Coi/JAN.  Well,  my  idea,  to  explain  it,  is  that  it  would  be  this 
way :  You  come  in  ti)  me  and  want  to  sell  10,000  bushels  of  grain. 
You  want  to  know  how  much  I  am  going  to  pay  you  for  it? 

Mr.  HuMKos.  Yes. 

Mr.  CoLGAK.  Well,  I  know  that  I  am  going  to  have  to  handle  this 
amount  of  grain  through  a  commission  merchant  in  Peoria.  When 
I  sell  that  grain  I  go  and  hedge  it  just  to  make  a  profit,  and  then  I 
am  perfectly  safe  on  that  deal. 

Mr.  HtTLiNGS.  I  understand  that,  but  say  I  come  to  you  and  want 
to  sell  500  bushels,  and  another  man  comes  and  wants  to  sell  you 
750  bushels,  and  so  on.  You  do  not  pretend  to  hedge  every  one  of 
those  particular  contracts,  do  you? 

Mr.  CoiiOAN.  Oh,  no. 

Mr.  HnuNGS.  You  sell  a  hedge  before  you  commence  to  buy  at  all, 
don^t  you? 

Mr.  CoLGAN.  No.    Suppose  you  don't  buy  it? 

Mr.  HuLiKGS.  How  are  you  going  to  tell  how  many  bushels  you 
are  going  to  buy  ? 

1&.  CoLGAN.  You  can  hedge  500  bushels  if  you  want  to,  but  we 
never  hedge  500  bushels. 

Mr.  HxTLiNos.  I  asked  you  about  the  size  of  the  unit  of  a  contract? 

Mr.  CoLOAN.  That  depends.    Suppose  hou  have  20,000  bushels  ? 

Mr.  HniiiNGS.  You  can  go  on  the  exchange  and  sell  10  bushels? 

Mr.  CoujAN.  No;  you  can  not.  I  think  you  can  sell  500  bushels, 
but  I  do  not  know  of  my  own  knowledge.  We  have  never  dealt  in 
less  than  2,000  bushels.  That  is  the  smallest  unit  at  a  time  I  think 
we  have  dealt  in,  to  my  knowledge. 

Mr.  HxjLTNGS.  I  understand  you  can  make  it  any  size  you  like,  but 
there  may  be  some  limit,  to  contracts  I  mean  ? 

Mr.  CoLOAN.  Yes,  sir ;  that  is  my  understanding  of  it. 

Mr.  HiJLiKGS.  Then  you  go  to  work  and  buy  grain,  don't  you, 
after  you  have  found  out  what  price  you  can  afford  to  pay?  Then 
you  say  to  the  farmer :  I  will  pay  you  so  much  ? 

Mr.  CoLGAN.,  Yes,  sir. 

Mr.  HuLiNGS.  At  that  time,  when  you  are  bujring  it  in,  how  can 
you  be  insured?  Suppose  that  spot  grain  goes  up  and  the  farmers 
will  not  sell  at  that  price? 

Mr.  CoijOak.  Well,  if  they  do  not  want  to  sell  you  do  not  have  to 

buv. 

Mr.  Hulira'Gs.  You  have  already  bought  it  on  the  exchange? 

Mr.  CoiiOAX.  If  such  an  occurrence  as  that  happens  you  have  to 
go  and  'sell  it. 
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Mr.  HuLiNGS.  Then  it  is  no  insurance  to  you  ? 

Mr.  CoLOAN.  That  would  be  a  mistake  on  my  part^  would  it?  I 
would  not  do  that  intentionally.  But  if  I  made  a  mistake  I  would 
have  to  go  and  correct  the  mistake. 

Mr.  HuLiNGs.  But  since  you  can  not  buy  10.000  bushels  of  grain 
from  any  one  man,  and  have  to  go  and  buy  tnroughout  the  whole 
community,  from  the  farmers,  perhaps  before  you  get  the  10,000 
bushels  the  market  has  changed  on  your  hedge  ? 

Mr.  CoLGAN.  Well,  that  woidd  be  a  very  strange  circumstance,  I 
would  think. 

Mr.  Htjlinqs.  Suppose  the  price  would  be  75  cents  a  bushel  when 
you  started  in,  and  you  pay  a  man  on  the  first  allotment  75  cents, 
but  before  the  other  fellow  came  in  the  market  had  gone  up  to  a 
dollar  a  bushel,  how  would  your  hedge  be  any  insurance? 

Mr.  CoLGAN.  Well,  really  it  is  not  clear  to  me  what  you  want  to 
know.  My  idea  was  this,  if  you  bought  10,000  bushels  of  grain  you 
would  sell  10,000  bushels  at  tne  same  time. 

Mr.  HxTLiNGs.  Well,  I  am  just  suggesting  that  if  you  have  to  buy 
from  a  whole  lot  of  fellows  you  could  not  buy  from  all  of  them 
simultaneously,  and  there  must  be  time  elapse  from  the  time  you 
begin  to  buy  from  one  of  them  until  you  buy  the  whole  10,000 
bushels  ? 

Mr.  CoLGAN.  That  is  true. 

Mr.  HxjLiNGS.  During  that  time  don't  you  have  to  run  the  risk  of 
the  market  ? 

Mr.  CoLGAN.  Yes. 

Mr.  HxTLiKGS.  And  there  is  no  insurance  as  to  that? 

Mr.  CoiiGAN.  Nothing  that  I  know  of. 

Mr.  RiDDioK.  I  would  like  to  ask  you  how  the  farmers  of  your  sec* 
tion  of  the  countnr  feel  about  future  buying? 

Mr.  CoLGAN.  Well,  a  great  many  of  them  use  it,  so  I  think  they 
must  like  it. 

Mr.  RmoiCK.  I  am  from  Montana,  and  the  Montana  farmers,  al- 
most to  a  man,  as  I  get  their  expression,  are  opposed  to  grain  gam- 
bling. I  am  told  that  that  is  the  sentiment  in  Kansas  and  in  other 
States.  I  am  receiving  a  number  of  marked  copies  of  papers  indi- 
cating that  farmers  and  papers  speaking  for  farmers  are  opposed  to 
gambling  and  dealing  in  futures.  Do  you  think  that  sentiment  pre- 
vails among  tbe  Illinois  farmers? 

Mr.  CoLGAN.  Not  in  the  district  I  come  from;  not  around  Peoria 
and  adjacent  thereto. 

Mr.  PuRNBLL.  I  want  to  ask  you  whether  or  not  you  agree  with  the 
gentleman  who  preceded  you  that  those  who  deal  on  boards  of  trade 
in  a  purely  speculative  capacity  are  essential,  as  he  termed  it? 

Mr.  CoLGAN.  Well,  that  is  a  question  that  I  feel  I  do  not  know 
enough  about  to  answer. 

Mr.  PuRNELL.  I  have  had  the  idea  and  I  am  convinced  in  my  own 
mind  that  we  can,  perhaps,  frame  some  sort  of  legislation  that  will 
maintain  the  good  features  of  the  exchanges  and  perhaps  eliminate 
the  objectionable  speculative  features? 

Mr.  C!oLGAK.  Well,  that  would  be  all  right  I  would  think. 

Mr.  PuBKELL.  But  the  last  witness  who  preceded  you  said  that 
men  who  are  even  pure  speculators  are  necessary  in  order  to  stabilize 
the  market.    I  am  wondering  what  you  think  about  that? 
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Mr.  CoiiQAN.  From  what  arguments  I  have  heard  here  it  would 
give  me  some  idea  and  I  would  agree  with  him,  because  it  looks  to 
me  like  wherever  there  is  that  much  competition,  wherever  there  is 
an  active  market  all  the  time,  there  would  naturally  be  a  better  grain 
market,  or  any  other  kind  of  market. 

Mr.  HuuNGS.  Do  you  think  if  the  whole  bunch  of  us  here  were 
sitting  around  a  blackboard,  and  there  were  shown  thereon  quotations 
from  the  Chicago  Board  of  Trade,  and  we  were  betting  with  each 
other  what  the  next  quotation  would  be,  whether  a  quarter  of  a  cent 
up  or  a  quarter  of  a  cent  down,  that  it  would  have  any  effect  in 
stabilizing  the  market  on  grain  t 

Mr.  CoiiGAN.  Well,  I  do  not  know  whether  it  would  or  not.  As 
I  said  before,  they  have  been  doing  that,  and  we  have  had  pretty 
fair  markets.  If  tnere  can  be  any  way  devised  to  change  this  mayble 
a  little,  it  would  be  all  right  if  you  can  make  it  better.  It  was  my 
understanding  that  there  was  a  bill  or  two  to  abolish  it  and  do  a  lot 
of  thinj^  like  that,  and  I  want  to  say  that  I  am  certainly  in  favor 
of  leaving  it  alone  unless  you  can  make  it  better. 

I  thank  you  gentlemen. 

The  Chairman.  We  thank  you.  We  will  hear  the  next  witness, 
Mr.  Devore. 

STATEMENT  OF  HB.  H.  B.  DEVOBE,  BEFBESENTINO  THE  TOLEDO 

PBODirCE  EXCHANGE,  TOLEDO,  OHIO. 

Mr.  Devoke.  Gentlemen  of  the  committee,  I  would  start  out  by 
saying  that  our  exchange  in  no  wajr  does  any  trading  of  its  own  or 
any  grain  business.  We  simply  anord  a  means  by  furnishing  trad- 
ing rooms,  and  so  forth,  where  our  members  can  carry  on  their  legiti- 
mate grain  business,  and  our  board,  as  a  whole,  are  in  favor  of  the 
present  system  of  future  trading.  At  present  the  Toledo  Produce 
Exchange  trades  only,  and  in  wheat  futures,  as  far  as  grain  futures 
are  concerned. 

For  the  past  23  years  I  have  been  in  the  grain  business  with  my 
present  firm  at  Toledo,  Ohio,  and  we  are  known  as  a  "  cash  grain 
handling  concern,"  and  do  what  is  termed  a  strictly  "hedgmg" 
business. 

Owing  to  the  fact  that  we  are  known  as  hedgers,  we  have  the  con- 
fidence of  our  bankers,  our  Toledo  competitors  and  in  fact  every 
one  else  with  whom  we  do  business. 

I  wish  to  say  to  you  that  without  future  trading  we  fellows  at 
Toledo,  many  of  whom  follow  our  system  of  operations,  would  be 
absolutely  lost  as  to  how  to  proceed  in  the  grain  business. 

The  fact  that  I  have  personally  made  a  study  of  the  hedging  busi- 
ness as  well  as  the  general  gram  business  all  these  years,  and  the 
fact  that  I  am  learning  something  new  about  the  grain  business  every 
day  of  my  life,  leads  me  to  believe  that  the  present  agitation  against 
future  trading  is  brought  about  more  through  ignorance  of  the  sys- 
tem than  by  any  other  cause. 

It  does  not  seem  possible  to  me  that  one  could  expect  more  or  less 
of  a  green  hand  off  of  the  farm,  or  even  a  man  who  has  worked 
around  an  elevator  for  a  good  many  years,  to  be  suddenly  taken  in 
as  manager  of  a  cooperative  company  and  expect  him  in  a  year  or 
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two  to  fiiUy  understand  and  know  all  there  is  to  learn  about  the  grain 
business.  Of  course,  some  such  men  will  learn  rapidly  and  make 
good  almost  immediately,  but  the  majority  of  them  will  not  and  it 
can  not  be  expected.  The  fact  that  cooperative  concerns  during  the 
war  period,  in  a  great  many  cases,  made  such  handsome  profits,  was 
simply  because  cars  were  scarce  most  of  the  time,  and  not  knowing 
anything  about  the  hedging  business  they  stood  long  of  their  grain 
in  their  elevators  and  made  therefore  a  great  deal  of  money. 

With  my  concern  and  others  who  do  ^rictly  a  "  hedging  "  business, 
it  was  different  during  the  war  period,  because  we  did  not  stand 
long  of  our  grain,  and  while  we  actually  did  do  a  little  better  one  or 
two  war  years,  our  profits  showed  only  a  nominal  increase  over 
ordinary  years,  and  this  was  due  more  to  the  fact  of  our  doing  a 
larger  volume  of  business  than  owing  to  the  almost  continual  advanc- 
ing grain  markets. 

I  wish  to  call  your  attention  to  the  fact  that  while  very  few 
country  grain  shippers  of  any  description  out  of  the  great  number 
doing  business,  use  the  future  markets  for  hedging  purposes  them- 
selves, they  do  get  a  great  benefit  from  the  hedging  system  when  they 
are  able  to  daily  receive  bids  and  sell  their  grain  to  terminal  mar- 
kets where  the  buyers  use  the  hedging  system.  For  instance,  did  not 
the  farmers  receive  a  direct  benefit  from  future  trading  when  ^we 
purchased  from  a  country  shipper  at  Deshler,  Ohio.  August  9,  last, 
four  cars  of  No.  3  white  oats,  to  contain  about  9,000  bushels  in  all,  at 
74  cents  their  track,  and  we  protected  ourselves  by  selling  5,000 
bushels  of  September  oats  in  Chicago  at  73|  cents  and  4,000  at  73J 
cents?  These  oats  were  purchased  from  the  Deshler  people  for  ship- 
ment any  time  between  August  9  and  the  month  of  September,  and 
when  these  oats  were  actually  shipped  to  us  the  market  was  about 
14  cents  a  bushel  lower  than  when  we  purchased  them. 

I  want  to  read  two  letters : 

Toledo,  Ohio,  January  10,  1921. 
Hon.  A.  J.  Gbonna, 

Chairman  Committee  on  Agriculture  and  Forestry, 

United  States  Senate. 
Hod.  Gn^ERT  N.  Haugen, 

Chairman  Committee  on  Agriculture, 

House  of  Representatives^  Washington,  D.  C. 

Gentlemen  :  Having  been  raised  on  a  farm,  and  having  always  owned   a 
farm,  I  have  always  been  especially  Interested  in  farmera 

If  limiting  the  sale  of  futures  on  the  grain  exchanges  will  help  the  farmers. 
I  am  for  it  However,  my  fear  is  that  such  action  would  harm  the  farmer  1 
If  dealing  in  futures  is  prohibited,  there  would  be  nothing  to  stabilize  the  gi^in 
market  and  the  market  would  be  subject  to  very  severe  fluctuations.  Grain 
would  flow  to  market  at  seasonable  periods  in  large  quantities  and  to  such  an 
extent  that  nothing  but  a  sharp  decline  in  price  would  stop  it  At  otlier 
seasons,  when  the  farmers  are  busy  with  their  work  on  the  farm,  the  flow  of 
grain  would  stop.  This  would  create  uncertainty  and  fluctuations  In  price, 
which  would  make  It  Impossible  for  millers  and  cash  grain  houses  to  obtain 
money  In  sufficient  quantity  to  do  business.  Under  the  present  method  of 
financing  cash  grain  houses,  not  only  the  grain  men,  but  the  banks  are  pro- 
tected by  the  borrowers  hedging  their  purchases.  In  my  Judgment  this  practice 
is  a  great  safeguard,  not  only  to  the  banks  and  grain  men,  but  stabilizes  the 
grain  market  and  is  beneficial  to  farmers. 

Feeling  sure  that  your  committee  will  fully  investigate  before  taldns  action,, 
we  remain. 

Very  truly,  yours, 

H.  C.  Tkunsdaxx,  Vice  PreHdent, 
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Januabt  10,  1921. 
Hon.  A.  J.  Gronna, 

Chaimtan  Committee  on  Agriculture  and  Forestry, 

United  State  Senate, 
Hon.  GtLBBRT  N.  Haugen, 

OhoMnan  Committee  on  Agriculture,  House  of  Representatives, 

Washington,  D.  C. 
Dear  Sibs  :  I  am  taking  the  liberty  of  writing  to  you  regarding  the  danger  of 
undertaking  to  limit  the  selling  of  futures  on  our  grain  exchanges.  For  at 
least  50  years  this  bank  has  handled  the  accounts  of  the  majority  of  the  grain 
bouses  In  this  city,  and  feel  that  our  experience  with  them  qualifies  us  to  make 
a  few  remarks  on  the  above  subject. 

Practically  all  of  our  millers  and  cash  grain  houses  are  operating  with  only 
a  reasonable  capital  of  their  own  in  proportion  to  the  volume  of  their  business. 
They  conduct  their  business  with  a  narrow  margin  of  profit  and  cooperate  in 
a  way  with  the  millers  in  supplying  them  with  raw  material,  and  absorbing 
whatever  surplus  is  offered  on  the  market.  This  surplus  being  warehoused 
and  later  exported  and  sold  to  local  millers,  the  result  being  that  the  farn^er 
is  provided  with  a  ready  market  for  his  product. 

We  have  always  loaned  our  grain  men  liberally  on  warehouse  receipts  as 
security,  and  have  always  insisted  on  the  borrower  hedging  his  purchases 
either  through  the  sale  of  flour  or  the  selling  of  futures  on  one  of  the  grain 
exchanges.  This  being  the  only  way  that  the  bank  can  feel  secure  agninst 
severe  fluctuations  in  values.  If  we  had  to  cut  down  these  loans  to  a  basis 
of  actual  capital  invested  by  the  borrowers  it  would  materially  cut  down  the 
purchasing  capacity  of  every  one  of  them  and  curtail  the  market  that  the 
farmer  would  have  for  his  product. 

We  sincerely  trust  that  your  committee  will  consider  carefully  the  argu- 
ment presented  before  taking  action. 
Yours,  very  truly, 

W.  C.  C.  Vice  President. 

The  Chairman.  Any  questions  ? 

Mr.  VoiGT.  You  are  a  practical  grain  man? 

Mr.  Devore.  I  have  never  been  in  any  other  business  from  the 
time  of  leavingschool. 

Mr.  VoiGT.  What  is  the  cost  of  hedging  a  thousand  bushels  of 
grain ;  I  mean  the  cost  of  the  operation  f  ^ 

Mr.  Devore.  Do  you  mean  the  commission  ? 

Mr.  VoiGT.  Yes. 

Mr.  Devore.  A  quarter  of  a  cent  a  bushel. 

Mr.  VoiGT.  If  a  man  sells  a  hedge  and  buys  in  that  same  hedge  to 
close  it  out  it  costs  him  half  a  cent  a  bushel  for  the  whole  trans- 
action, does  it  J 

Mr.  Devore.  No,  sir;  a  quarter  of  a  cent  a  bushel  for  both  trans- 
actions. Well,  I  will  take  that  back  as  far  as  our  concern  is  af- 
fected, because  we  have  a  membership  on  the  Chicago  Board  of 
Trade,  and  we  do  the  most  of  our  trading  through  our  board,  and 
our  commission  is  one-eighth.  We  are  entitled  to  one-half  the  reg- 
ular rate.   An  outsider  pays  one-quarter  of  a  cent. 

Mr.  VoioT.  He  makes  a  deposit  in  addition  to  that  margin  ? 

Mr.  Devore.  I  suppose  if  ne  were  not  known  they  would  demand 
a  sufficient  margin  to  protect  the  deal. 

Mr.  VoiGT.  Does  he  nave  to  pay  any  carrying  charges  of  any  kind? 

Mr.  Dbvore.  Not  on  the  future,  if  the  future  is  not  delivered. 
Then  if  the  future  is  delivered,  the  carrying  charges,  such  as  elevator 
charges,  and  so  forth,  follow  the  grain. 

Mr.  VoiOT.  So  a  man  who  wants  to  speculate  in  grain  and  buys 
50,000  bushels  is  asked,  or  is  he  asked  oy  the  man  he  makes  the 
trade  through,  whether  he  desires  delivery  of  the  grain? 
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Mr.  Devore.  Not  that  I  know  of.  I  am  trying  to  do  my  business 
on  a  strictly  business  basis. 

Mr.  VoiGT.  If  you  can  not  answer  the  question,  then  all  right. 

Mr.  Devore.  Give  me  that  again? 

Mr.  VoiGT.  When  a  man  speculates  in  grain  and  buys  a  future  for 
50,000  bushels,  is  he  asked  at  the  time  he  makes  the  trade  whether 
he  wants  the  grain  delivered  or  not? 

Mr.  Devore.  Not  that  I  know  of.  I  would  not  think  so.  I  would 
say  no  right  straight  out  to  that  question. 

Mr.  VoiGT.  Suppose  when  the  time  comes  he  does  want  delivery? 

Mr.  Devore.  All  he  has  to  do  is  to  sit  tight  and  they  will  give  it 
to  him  if  he  buvs  the  grain. 

Mr.  VoiGT.  Then  is  ne  charged  for  any  carrying  charges? 

Mr.  Devore.  If  he  continues  to  carry  it  then  I  would  say  he  has 
to  pay  the  carrying  charges. 

Mr.  VoiGT.  Say  he  takes  delivery  on  the  1st  of  May  for  the  quantity 
he  buys  now,  would  he  then  have  to  pay  any  carrying  charges? 

Mr.  Devore.  I  believe  if  it  is  sold  out  the  same  day  of  delivery  he 
would  not.  If  he  wanted  to  actually  take  delivery  out  of  the  market, 
and  ship  it  to  some  place,  he  might  have  some  little  carrying  charges 
until  the  stuff  is  actually  loaded  into  the  car ;  yes,  sir. 

The  Chairman.  The  committee  thanks  you,  Mr,  Devore. 

Mr.  Devore.  And  I  thank  you,  gentlemen. 

The  Chairman.  We  will  now  hear  the  next  gentleman. 

Mr.  Blackford.  I  would  like  to  be  heard,  Mr.  Chairman. 

The  Chairman.  Very  well.  Please  give  your  name,  place  of  resi- 
dence, and  state  your  business  to  the  reporter. 

STATEMENT  OF  MB.  EXTOENE  BIACETOBD,  GBAIN  EZPOBTEB, 
BALTIMOBE  CHAMBER  OF  COMMEBCE,  BALTIMOBE,  MB. 

Mr.  Blacktord.  My  name  is  Eugene  Blackford.  I  am  a  grain 
exporter,  a  member  of  the  Baltimore  Chamber  of  Commerce,  at 
Baltimore,  Md. 

I  think  the  best  thing  I  can  do  is  to  tell  you  just  exactly  the  way 
we  operate  our  business  and  how  the  hedging  part  enters  into  it. 
Our  primary  business  is  to  export  grain.  We  send  bids  out  into  the 
country,  buy  the  grain,  accumulate  it  at  Baltimore  pending  the  time 
when  we  receive  an  oraer  to  export  it.  When  we  make  purchases  of 
grain  in  the  country  we  sell  the  same  option  in  the  market,  generally 
Chicago,  some  futures.  We  will  assume  that  we  bought  60,000 
bushels  of  wheat,  for  which  we  paid  $2  delivered  at  Baltimore.  We 
would  sell  March  wheat  in  Chicago  at  about  $1.70,  and  then  our 
wheat  cost  us  30  cents  for  the  Chicago  option.  When  that  wheat 
comes  in  and  we  are  ready  to  export  it  we  are  able  to  get  a  market 
for  it,  the  market  in  Chicago  may  have^  gone  down  10  cents,  so  our 
wheat  cost  us  still  30  cents  over  at  Chicago  in  March,  or  ^1.90  at 
Baltimore.    We  add  our  profit  to  the  $1.90  instead  of  to  the  $2. 

If  we  had  not  hedged  that  wheat  it  would  have  been  absolutely  a 
pure  speculation,  and  if  the  market  had  gone  down  10  cents  we 
would  nave  lost  that  10  cents.  If  we  do  not  have  the  ability  U> 
hedge  we  would  not  be  continually  in  the  market.  We  would  only 
buy  wheat  when  we  had  an  order,  or  when  we  felt  we  might  get 
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an  order,  when  we  would  send  our  bids  out,  and  at  a  very  much 
larger  margin,  instead  of  conducting  the  business  for  a  very  small 
comniission.  We  would  have  to  have  a  much  larger  commission. 
And  we  did  get  a  much  larger  margin  before  the  option  market 
was  opened  in  Chicago. 

I  think  I  am  correct  in  saying  that  there  is  no  commodity  that  is 
marketed  from  the  producer  to  the  consumer  as  cheaply  as  grain. 
I  have  known  wheat  to  go  all  the  way  from  Baltimore  County  to 
Liverpool  at  a  commission  of  1  cent  a  bushel.  The  producer  had 
no  expense  except  the  freight  to  Baltimore. 

At  other  times  we  will  get  an  order  for  grain,  generally  large 
quantities,  for  shipment,  we  will  say,  in  March.  At  that  time  of 
the  year  we  can  not  go  out  and  buy  that  grain  from  the  producer, 
and  the  chances  are  we  will  purchase  an  option  in  Chicago  or  some 
other  market.  Then  as  we  buy  the  cash  wheat  against  our  sale  we 
sell  out  our  option,  always  trying  to  get  the  relative  difference.  It 
is  now  always  possible  to  get  this  relative  difference^  although  as 
a  general  rule  it  works ;  and  if  it  did  not  work  the  gram  men  would 
not  continue  to  do  it. 

The  trouble  with  the  grain  business  is  that  if  you  do  not  have  a 
hedge  you  must  always  find  a  seller  and  a  buyer  at  the  same  time 
and  coordinate  them.  When  a  man  in  the  country  buys  grain  he 
does  not  know  whether  he  is  going  to  market  it  at  Chicago  or  at 
Baltimore  or  to  some  mill  down  South.  In  the  meanwhile  he  puts 
a  hedge  on  it  to  protect  himself. 

So  far  as  the  speculator  is  concerned,  he  may  be  a  very  vile  per- 
son himself,  but  he  fills  a  useful  function.  It  does  not  make  any 
difference  to  the  farmer  when  he  sells  his  wheat  whether  the  gambler 
in  the  pit  buys  that  wheat  or  the  miller  buys  it.  When  he  gets  ready 
to  sell  wheat  he  will  not  always  find  an  exporter  or  a  miller  to 
buy  it.    I  think  that  is  borne  out  by  the  wheat  market. 

Wheat  in  Baltimore  in  July,  1914,  was  about  86  cents  a  bushel,  and 
the  same  wheat  now  sells  for  over  $2.  Some*  other  commodities  are 
below  prewar  prices,  and  there  is  even  no  market  for  them  what- 
ever. 

If  you  restrict  the  Chicago  Board  of  Trade  or  any  other  board  of 
trade  in  their  transactions  it  will  be  very  diflScult  to  trade.  It  was 
the  smallness  of  the  trade  some  months  ago,  the  real  business,  I  think, 
that  made  such  fluctuations  in  the  price.  It  might  go  up  10  cents 
a  bushel  because  nobody  wants  to  sell  it  at  the  time.  No  farmers  were 
on  the  market,  and  no  speculator  was  there  to  sell  it  to  us,  when  we 
wanted  to  buv  just  then.  It  is  the  same  way  with  the  farmer ;  if  he 
does  not  find  a  man  to  buy  his  wheat  when  he  wants  to  sell  the 
market  breaks.    It  is  the  same  way  with  the  elevator  man  in  the 

country. 

So  TBLT  as  speculators  go,  I  do  not  know  who  has  the  money,  but 
the  speculators,  if  you  look  them  down  the  line,  have  not  got  the 
money.  Where  is  eJoe  Leiter?  And  where  are  they  all?  Where  are 
the  snows  of  yesterday? 

As  far  as  I  am  personally  concerned,  I  am  sure  that  we  could 
make  more  money  out  of  our  business  without  any  option  trading 
whatever,  but  we  would  make  it  out  of  the  producer.  1  feel  as  con- 
fident of  that  as  that  I  am  of  sitting  here.    We  would  all  trade  on 
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much  larger  margins.  And  at  times  I  venture  to  say  wheat  would 
be  unsalaole.  There  would  not  be  a  miller  who  would  not  sit  by 
and  wait  for  some  accumulation  of  wheat  and  for  the  price  to  drop. 
There  would  not  be  an  exporter  who  would  not  sit  W  and  wait. 

Mr.  HuLiNGS.  That  would  only  be  at  times.  People  would  go 
on  eating  ? 

Mr.  Blaokfobd.  People  would  go  on  eating,  but  what  the  ultimate 
effect  on  the  market  would  be  I  do  not  know.  I  understand  it  was 
tried  in  Germany  at  one  time — ^but  I  do  not  like  to  make  a  state- 
ments on  that  score,  as  I  am  not  positive  about  it — and  I  understand 
it  was  very  disastrous. 

Mr.  VoiOT.  Why  did  you  say  you  would  make  more  money  to  do 
away  with  futures? 

Mr.  Blackford.  Yes,  sir ;  we  did  when  they  were  done  away  with, 
made  much  more  money. 

Mr.  VoiGT.  Would  all  grain  dealers  make  more  money  if  we  did 
awav  with  futures? 

Mr.  BiiACKFOBD.  That  is  about  the  way  the  grain  business  is  done. 
We  bid  throughout  the  country  for  small  amounts:  If  we  want 
to  buy  around,  say,  half  a  million  bushels,  or  25,000  bushels,  I 
we  go  to  a  house  that  has  a  line  of  elevators  and  that  has  ac- 
cumulated grain  at,  say,  29  for  March  at  Chicago.  He  will  sell 
it  to  us  at  about  30  over  delivery  at  Baltimore.  He  sells  it  at  a 
small  margin  over  what  it  cost  him.  In  the  first  place,  it  is  almost 
inconceivaole  that  anyone  would  take  in  a  million  bui^els  of  grain 
without  having  some  protection;  it  is  human  nature  that  if  he  did 
he  would  have  to  protect  himself  by  a  very  large  margin. 

Mr.  BiDDicK.  Following  out  your  exact  practice,  if  you  had  an 
order  for  a  very  large  amount  of  wheat  and  at  a  very  large  price — 
do  you  get  such  orders? 

Mr.  Blackfobd.  Yes,  sir. 

Mr.  EiDDiCK.  Do  you  buy  it  at  a  sufficient  price  to  protect  yourself? 

Mr.  Blackford,   x  es,  sir. 

Mr.  RrooicK.  And  do  you  stop  buying  if  you  can  not  sell  it  at  a 
higher  price  ? 

Mr.  Blackford.  Yes,  sir. 

Mr.  EmniCK.  Do  you  believe  that  not  actual  trading  in  wheat  but 
speculative  trading  does  affect  the  market  sometimes? 

Mr.  Blackford.  Undoubtedly;  yes. 

Mr.  RmniCK.  I  think  it  is  true  that  we  buyers  buy  on  a  closer 
margin  because  of  futures,  but  even  so  I  am  anxious  to  learn  whether 
the  wheat  grower  derives  much  benefit  from  it.  Maybe  he  miorht 
sell  on  a  wi^r  margin  (the  wheat  dealer) ,  but  there  might  be  a  bigger 
profit  to  the  wheat  grower  ? 

Mr.  Blackford.  1  think  the  ultimate  effect  would  be  that  when 
grain  comes  on  to  the  market  with  greater  rapidity,  just  after  it  is 
harvested,  that  it  would  have  a  fearful  effect  on  the  price,  without 
somebody  to  take  it  up.  The  export  business  is  very  spasmodic.  \Vc? 
will  go  a  whole  month  without  buying  a  peck  of  wheat,  I  mean  witH- 
out  selling  it,  but  we  are  buying  it  every  day. 

Mr.  BmDiCK.  The  daily  press  has  stated  that  exporters  raise  tiac 
price  somewhat  by  making  purchases,  and  then  in  order  to  hamm^^ 
the  price  down  they  sell  some  of  their  purchases.  Does  that  practicsc 
happen  ? 
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Mr.  Blackford.  We  have  not  done  it. 
Mr.  En>DicK.  Would  it  have  that  effect  ? 

Mr.  Blackford.  I  think  if  an  exporter  has  purchased  wheat  he  has 

no  desire  to  break  the  market.    A  man  owning  a  commodity  does  not 

want  to  depreciate  it. 

Mr.  £n>DiCK.  He  may  be  trying  to  fill  an  order  at  a  certain  price. 

Mr.  Blackford.  I  do  not  think  that  is  the  practice.    I  never  heard 

of  it. 

Mr.  HuLiNGs.  I  saw  a  statement  in  the  press  which  said  that  the 
Briti^  Government  had  a  man  here  in  this  country  who  is  buying 
what  is  wanted  over  there  in  the  way  of  grain  and  other  commodi- 
ties, and  not  only  for  themselves  but  for  some  of  their  allies ;  and 
that  by  reason  oi  being  able  to  make  all  of  their  purchases  through 
one  channel,  they  are  getting  an  advantage  in  the  way  of  price.  Have 
you  seen  anything  of  that  kind? 

Mr.  Blackford.  The  British  Government  buys  through  a  commis- 
sion in  London.  They  had  a  commission  over  nere,  but  that  is  gone. 
I  do  not  know  that  they  buy  for  anybody  else. 

Mr.  HuLiNos.  The  statement  was  made  in  the  public  press  that 
they  bought  for  Italy  BXid  France  and  so  on ! 

Mr.  Blackford.  We  have  sold  direct  to  France  through  their  Paris 
representative.  And  those  Governments  over  there  now  trade 
through  their  own  local  ^ain  people.  We  sell  to  the  British  through 
their  local  grain  commission,  and  are  reimbursed  by  their  local 
grain  men. 

Mr.  VoiGT.  The  point  is  that  all  grain  that  goes  to  EngllEind  and 
France  from  the  United  States  passes  throuffh  this  central  agency 
in  England,  and  that  there  is  no  competitive  bidding  from  England 
for  American  grain  at  this  time? 

Mr.  Blackford.  Wheat  is  the  only  grain  that  is  what  is  called  con- 
trolled.   Com,  oats,  and  rye  are  left  to  the  individual. 

Mr.  YoiGT.  There  is  no  competitive  bidding  at  this  time  so  far  as 
wheats  is  concerned  for  England? 
Mr.  Blackford.  None. 
Mr.  RiDDicK.  Does  that  affect  the  price  ? 

Mr.  Blackford.  Well,  I  do  not  know.  When  the  British  Govern- 
ment was  buying  actively  they  put  the  price  up. 

Mr.  RiDDiCK.  If  there  were  four  agencies  in  England,  who  were 
buying  for  ^ipment  to  England,  it  would  pull  the  price  up,  natu- 
ral! v? 

Mr.  Blackford.  That  is  a  question  that  calls  for  an  opinion  that  I 
would  not  like  to  express  myself  on.  I  know  that  when  the  British 
did  buy  they  bought  very  liberally  and  enthusiastically  and  put  the 
price  up  on  themselves  a  good  deal.  I  remember  sending  them  a  cable 
one  night  saying :  If  you  would  buy  a  little  more  moderately,  if  you 
would  DO  a  little  more  moderate  in  your  purchases  for  a  day  or  two, 
you  would  not  put  prices  up  so  much.  We  were  market  short  in  a 
wj^,  and  I  thought  it  might  help. 

Mr.  Biddick.  Was  that  telegram  sent  in  the  interest  of  the  Ameri- 
can -wheat  grower? 

Mr.  Blackford.  No  ;  I  am  not  a  philanthropist  or  an  altruist  en- 
tirely. But  I  do  believe  in  a  fair  price  for  wheat,  and  I  do  want 
our  farmers  to  have  the  best  market  for  their  wheat.    And  I  repeat 
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again  that  we  would  have  to  get  more  margin  without  this  hedging 

"Ife'^^CH^.  Then  your  .e^toony  i,  a,.t  yo.  .™  ,„=Ung  in  «» 

spirit  of  philanthrophy?     I  suppose  that  is  the  reason  why  you 
sent  that  telegram? 

Mr.  Blackford.  We  all  have  some  spirit  of  kindness  in  us. 

Mr.  RiDDiCK.  The  American  farmer,  perhaps,  would  not  thank  you 
for  it. 

Mr.  Blackford.  I  am  not  telling  it  to  the  American  farmer. 

Mr.  TiNCHER.  Well,  you  are  telling  it  to  a  committee  of  the  Con- 
gress that  is  supposed  to  try  to  get  something  for  the  American 
tanner,  and  these  are  public  hearings. 

Mr.  KroniCK.  That  telegram,  it  seems  to  me,  would  be  directly  in- 
jurious to  the  interests  of  the  American  farmer. 

Mr.  Blackford.  The  fact  was  that  they  were  buying  all  the  wheat 
that  anybody  offered  every  night.  If  you  offered  a  million  bushels  or 
half  a  million  bushels  you  would  sell  every  peck  of  it.  You  would 
have  no  option  market.  It  had  a  bad  effect  on  the  market.  Then 
they  stopped  buying  in  that  way,  and  we  had  a  collapse.  They  were 
buying  before  the  new  crop  was  raised  and  necessarily  it  had  more 
effect. 

Mr.  VoiGT.  Did  you  buy  grain  whether  you  had  any  orders  for  it 
or  not? 

Mr.  Blackford.  Our  object  is  to  be  continually  in  the  market  and 
have  grain  running  to  the  market  and  have  some  stock,  something  to 
work  with. 

Mr.  VoiGT.  Do  you  sometimes  accumulate  large  amounts  of  grain? 

Mr.  Blackford!  Not  very  large  amounts,  no.  If  we  do  not  think 
there  is  any  chance  for  export  demand  we  do  not  buy  any.  But  as 
a  rule  there  is  export  demand,  when  wheat  or  com  moves,  and  we  use 
our  judgment  about  that. 

Mr.  VOIGT.  When  you  get  an  inquiry  from  abroad  you  are  asked 
to  make  a  price? 

Mr.  Blackford.  We  make  a  firm  offer,  for  100,000  bushels  for 
March  shipment,  say.  If  the  man  accepts  it  we  have  to  buy  cash 
wheat  or  buy  an  option.  If  we  have  a  market  it  may  go  up  sud- 
denly, and  we  buy  an  option  as  soon  as  we  can.  Or  if  we  buy  cash 
wheat  we  buy  that.  The  ultimate  object  is  to  get  cash  wheat,  and 
the  sooner  we  get  the  cash  wheat  the  better. 

Mr.  HuLiNGS.  Then  you  sell  out  your  option  ? 

Mr.  Blackford.  Yes,  sir. 

Mr.  VoiGT.  Tour  option  always  insures  you  against  loss  on  your 
trade? 

Mr.  Blackford.  It  is  very  good  insurance — the  best  that  can  be 
obtained. 

Mr.  VoiGT.  You  sometimes  lose,  even  when  you  hedge? 

Mr.  Blackford.  It  is  possible;  yes. 

Mr.  VoiOT.  That  would  be  only  possible  if  you  could  not  buy  a 
hedge  at  your  price? 

Mr.  Blackford.  We  run  that  risk,  and  we  run  the  risk  of  advanced 
premiums  or  depreciations  in  premiums.  Sometimes  we  buy  10  over 
and  we  hedge  it.  And  it  is  not  worth  more  than  9  over,  or  5  over. 
You  have  to  use  your  business  judgment  to  prevent  it.     That  is 
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what  you  use  your  business  judgment  for.  Everybody  gets  touched 
up  on  something  of  that  kind  now  and  then.  But  it  is  small  in  the 
lonfi:  run  and  doesn't  hurt  much. 

The  Chairman.  Any  other  questions? 

Mr.  Dickinson.  How  long  does  your  average  hedge  run  ? 

Mr.  Blackford.  Well,  the  average  hedge  would  not  run  over  about 
two  weeks. 

Mr.  Dickinson.  Not  over  two  weeks? 

Mr.  Blackford.  But  we  have  had  them  that  ran  for  six  months. 

Mr.  Dickinson.  That  was  when  the  congestion  was  such  that  you 
could  not  make  any  sales  or  shipments? 

Mr.  Blackford.  Yes ;  or  the  demand  fell  off  or  something  like  that, 
at  a  time  when  we  have  sold  grain  for  future  delivery. 

Mr.  Dickinson.  That  is  not  your  usual  custom,  is  is?    ^ 

Mr.  Blackford.  If  we  should  sell  now  for  May  shipment  the 
chances  are  that  the  hedge  would  run  for  quite  a  while  because  we 
would  not  convert  that  hedge  into  cash.  It  is  not  desirable  to  get 
cash  grain  at  the  port  long  before  the  steamer,  as  charges  eat  its 
head  off. 

Mr.  Dickinson.  How  long  a  delivery  do  you  usually  get  on  foreign 
purchases,  60  days? 

Mr.  Blackford.  It  is  entirely  a  matter  of  how  you  sell  it.  We  are 
selling  corn  now  for  shipment  within  a  week,  and  it  is  very  difficult 
to  sell  it  for  shipment  next  February. 

Mr.  Dickinson.  It  is  not  necessary  for  you  to  liedge  corn  if  you 
are  going  to  ship  it  out  within  a  week,  is  it? 

^fr.  Blackford.  You  have  to  buy  something.  If  you  do  not  hedge 
you  have  to  have  5  cents  commission  instead  of  1,  as  we  get  now. 

Mr.  Dickinson.  You  think  the  hedge  is  a  form  of  insurance  that 
really  inures  to  the  benefit  of  whom  ? 

Mr.  Blackford.  To  the  benefit  of  the  man  who  raises  the  crops. 

Mr.  Dickinson.  You  say  there  is  no  competitive  bidding  from 
England  for  wheat  at  the  present  time.  Is  that  because  the  English 
(Tovemment  is  still  buying  the  wheat  in  the  name  of  the  Government? 

Mr.  Blackford.  Yes;  they  have  a  commission  called  the  Royal 
Commission. 

Mr.  Dickinson.  Has  that  been  true  in  all  peace  time  or  for  some 
time  past? 

Mr.  Blackford.  It  has  been  true  for  several  years.  It  is  a  product 
of  the  war. 

Mr.  Dickinson.  Prior  to  the  war,  did  you  say? 

Mr.  Blackford.  No  ;  it  was  the  result  of  the  war. 

Mr.  Dickinson.  What  about  corn ;  is  it  necessary  for  you  to  have 
some  hedging  privilege  on  corn  the  same  as  you  do  on  wheat  in  those 
circumstances? 

Mr.  Blackford.  There  is  no  difference. 

Mr.  Dickinson.  Why  do  you  think  it  necessary  in  order  to  protect 
the  producer  of  grain  that  we  have  a  speculative  feature  of  the 
market  when  we  do  not  have  it  in  other  commodities  that  go  into 
the  food  with  which  to  feed  the  world  ? 

Mr.  Blackford.  Well,  if  you  could  look  at  some  of  the  other  com- 
modities you  could  answer  that  for  yourself. 

Mr.  Dickinson.  You  answer  it  for  me ;  I  can  not  answer  it. 
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Mr.  Blackford.  Well,  because  wheat  moves  with  a  great  deal  of 
volume  in  the  first  place.  And  there  is  not  always  a  ouyer  for  it. 
And  assuming  that  there  is  alwaj's  a  buyer,  the  buyer  can  not  always 
find  his  buyer.  He  must  have  the  same  protection  during  that  time. 
And  he  can  only  have  that  protection  by  hedging.  If  he  has  not 
got  that  protection  he  will  protect  himself  by  exacting  a  bigger 
margin  for  handling  it. 

Mr.  Dickinson,  x  ou  think  that  is  the  whole  excuse  for  the  hedg- 
ing system  that  has  grown  up  in  dealing  in  futures? 

Mr.  Blackford.  I  think  it  is  a  system  that  has  been  evolved 
through  the  passage  of  time  rather  than  something  that  has  been 
suddenly  developed,  and  by  its  machinery  the  grain  products  of  the 
United  States  are  marketea  to  better  advantage. 

Mr.  Dickinson.  Will  you  tell  me  whv  it  is  necessarv  to  maintnia 
in  Chicago  a  board  of  trade  where  they  sell  probably  fortv  times  as 
many  futures  as  there  are  bushels  of  cash  grain ;  wliy  is  tte  margin 
of  speculation  over  cash  so  much  greater? 

Mr.  Blackford.  The  reason  for  that  is  that  the  world  trades  there 
and  makes  a  stable  market.  If  vou  had  a  line  of  elevators,  and  were 
to  buy  150,000  bushels  of  wheat  on  your  bids  over  night  you  would 
be  very  glad  to  know  you  can  sell  it  the  next  morning  at  Chicago 
without  upsetting  the  market.  You  have  there  a  great  market  that 
sweeps  in  150,000  bushels  and  does  not  know  it  has  got  it. 

ISIr.  Dickinson.  Can  not  I  sell  that  on  a  to-arrive  basis  and  not 
invest  a  nickel  in  future  hedging? 

Mr.  Blackford.  I  do  not  think  you  could  find  a  buyer.  And  that 
buyer,  in  turn,  has  to  find  his  buyer. 

Mr.  Dickinson.  There  is  a  s^ood  deal  of  wheat  grown  that  goes 
into  Chicago  on  a  to-arrive  basis,  isn't  there? 

Mr.  Blackford.  I  can  not  speak  for  Chicago.  We  buy  wheat  at 
Baltimore,  but  we  must  have  somewhere  to  export  it  or  hedge  it. 
We  must  know  we  can  have  a  buver  for  it. 

Mr.  Dickinson.  In  other  words,  you  want  the  producer  to  take 
all  the  risk  of  the  market,  and  the  hedging  system  is  for  the  man 
after  it  leaves  the  producer  and  until  it  gets  into  the  hands  of  the 
consumer  ? 

Mr.  Blackford.  Well,  I  do  not  know  that  you  can  interpret  my 
remarks  just  exactly  that  way.  I  want  a  stable  market  for  the 
bentfit  of  everybody,  be  he  wheat  raiser,  seller,  or  buyer. 

Mr.  Dickinson.  Does  not  speculation  in  wheat  cause  rise  and  fall  ? 

Mr.  Blackford.  I  think  it  does  at  times. 

Mr.  Dickinson.  And  does  not  what  they  call  the  one-eighth  and 
one-fourth  speculator,  who  is  down  in  that  little  saucer  in  the  board 
of  trade  in  Chicago,  selling  several  million  bushels  one  day  and  cash- 
ing out  the  next  day,  and  taking  his  margin  and  putting  it  into  his 
pocket  and  going  home,  have  other  than  a  stabilizing  influence  for 
you  or  for  the  farmer  or  for  the  consumer  ? 

Mr.  Blackford.  He  makes  a  market.  They  are  operating  (m  both 
sides.  They  make  a  market,  and  if  you  want  to  buy  grain  you  can 
buy,  and  if  you  want  to  sell  grain  you  can  sell.  It  is  immaterial  who 
sells  it  to  you  or  who  buys  it  from  you. 

Mr.  Dickinson.  Then  you  think  there  is  an  absolute  necessity  of 
this  country  maintaining  a  great  mass  of  speculators  that  nev^r 
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take  a  bushel,  never  deliver  a  bushel,  and  have  them  operate  on  this 
board  of  trade  simply  because  it  gives  what  you  call  a  ready  place  to 
sell  and  a  ready  place  to  buy  ? 

Mr.  Blackford.  I  think  they  hold  a  market  and  make  a  market. 
I  am  just  giving  you  my  opinion.  I  think  they  take  the  grain  when 
the  grain  comes,  and  they  perform  a  function  that  somebody  must 
perform  or  the  price  of  gram  would  become  greatly  depressed. 

Mr.  Dickinson.  Don't  you  think  if  we  had  congregating  together 
the  men  of  the  world  who  want  to  buy  wheat  and  let  you  men  who 
represent  persons  who  want  to  sell  abroad,  and  the  miller  and  the 
consumer  and  any  other  line,  and  let  the  men  who  want  to  sell  wheat, 
meet  at  that  place,  and  let  it  be  known  that  there  is  a  general  place 
where  everybody  who  has  wheat  to  sell  can  sell  it,  and  everybody  who 
wanted  to  Duy  wheat  could  buy  it,  that  they  would  carry  out  prac- 
tically the  same  system  and  eliminate  the  fellow  in  there  speculating 
on  wheat  and  betting  whether  wheat  will  go  up  or  down  t 

Mr.  Blackford.  I?  anybody  can  evolve  a  better  system  I  will  take 
off  my  hat  to  them. 

Mr.  Dickinson.  You  are  for  that? 

Mr.  Blackford.  Yes,  sir ;  I  am  for  that.  I  do  not  know  whether 
it  is  possible  to  get  the  world  in  some  big  hall  in  the  United  States ; 
whether  it  is  wise  for  the  Bolshevik  in  Eussia  to  have  the  privilege 
of  coming  into  the  United  States  and  trading  or  liot. 

Mr.  McLaughlin  of  Michigan.  I  did  not  catch  your  last  remark? 

Mr.  Blackford.  I  do  not  £iow  whether  it  is  practicable  to  have 
such  a  world  market  house  in  the  United  States,  or  such  a  house 
anywhere. 

Mr.  Dickinson.  What  is  your  judgment  as  to  whether  or  not  the 
speculation,  what  we  call  the  bidding  on  futures,  causes  fluctuation 
up  and  sometimes  fluctuation  down,  or  what  is  called  bulling  and 
bearing  the  market?  I  mean,  whether  it  is  the  thing  that  causes 
that? 

Mr.  Blackford.  I  think  at  times  it  depresses  the  market,  and  at 
times  it  bulls  it.    But  in  the  main  it  stabilizes  it. 

Mr.  Dickinson.  If  the  wheat  dealer  could  not  hedge  he  might  lose 
a  margin  on  a  certain  purchase  of  wheat,  and  he  might  gain  a  greater 
margin  on  another  purchase  of  wheat,  hut  on  the  whole  his  profit 
would  be  about  the  same  as  it  is  now,  would  it  not  ? 

Mr.  Blackford.  Oh,  I  think  it  would.    I  think  we  would  see  that 

it  18. 

Mr.  Dickinson.  You  think  ultimately  the  law  of  supply  and 
demand  really  controls,  and  that  the  average  price  is  in  line  with 
market  values? 

Mr.  Blackford.  What  I  wished  to  impress  was  that  I  thought 
the  dealer  in  those  circumstances  would  exact  from  the  man  from 
whom  he  bought  grain  a  very  nauch  larger  margin  so  that  he  could 
stand  some  of  the  losses  and  might  enjoy  some  of  the  profits.  As 
far  as  my  own  business  is  concerned,  I  feel  confident  I  would  make 
more  money  if  I  had  a  line  of  elevators  holding  a  million  bushels 
of  grain,  stretching  out  through  Kansas  and  other  States,  but  I 
do  not  know  how  I  would  handle  the  matter,  if  I  could  handle  it  at 
all. 
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Mr.  Dickinson.  What  about  the  men  who  actually  operate  out 
through  there,  who  own  wheat,  could  they  gain  or  lose  by  an 
eradication  of  the  present  system  ? 

Mr.  Blackford.  I  think  they  would  lose. 

Mr.  Dickinson.  You  know  that  it  is  the  line  elevators  that  use 
hedging  mostly  ? 

Mr.  Blackford.  I  do  not  know  but  presume  so. 

Mr.  Dickinson.  And  that  the  individual  and  cooperative  eleva- 
tors do  not  use  it  as  much  as  the  line  elevators? 

Mr.  Blackford.  I  did  not  know  that.     You  see  I  am  in  Baltimore. 

Mr.  Dickinson.  That  is  all. 

The  Chairman.  That  is  all,  Mr.  Blackford.    We  thank  you. 

Mr.  Blackford.  And  I  thank  you  gentlemen. 

The  Chairman.  We  will  now  hear  the  next  witness,  Mr.  Crosby. 

STATEMENT  OF  MB.  F.  H.  CBOSBY,  BEPBESENTHrO  THE  WASE- 

BITBV-CBOSBY  CO.,  MINNEAPOLIS. 

Mr.  Crosby.  Our  position  can  be  stated  briefly.  The  millers  of 
the  United  States  grind  approximately  600,000,000  bushels  of  wheat 
annually. 

The  miller  is  the  ultimate  buyer  of  80  per  cent  of  the  farmers' 
wheat.    [See  Exhibit  A  attached.] 

We  submit,  first,  that  the  elimmation  of  price  interest  with  such 
a  large  buying  element  is  most  desirable ;  second,  that  such  a  large 
purcfasin/power  should  be  utilized  to  st'abilize  ^heat  prices. 

The  miller  is  a  manufacturer  of  flour.  His  returns  should  arise 
from  the  manufacture  and  distribution  of  wheat  products — not  from 
the  purchase  and  sale  of  the  raw  material. 

Purchases  of  wheat  followed  by  immediate  sales  of  flour  to  an 
equivalent  or  conversely  offer  no  problem.  The  price  of  one  is  based 
directly  on  the  price  oi  the  other.    This  is  the  ideal  condition. 

The  real  problem  then  arises  in  the  handling  by  the  millers  of 
wheat  bought  in  excess  of  actual  flour  sales  or  conversely  in  flour 
sales  made  in  excess  of  immediate  wheat  supplies. 

There  are  two  questions  involved;  first,  why  does  the  miller  buy 
wheat  in  excess  oi  flour  sales  or  conversely ;  and,  second,  how  can 
this  be  done  without  permitting  his  great  purchasing  power  to  in- 
terfere with  the  free  reflection  oi  actual  values. 

The  millers  buy  wheat  in  excess  of  flour  sales  or  conversely  for 
the  following  reasons : 

First.  Production  of  wheat  is  seasonal. 

Second.  Flour  demand  is  periodic. 

Third.  The  period  of  heaviest  wheat  offerings  and  heaviest  flour 
demand  do  not  necessarily  occur  at  the  same  time.  [See  Exhibit  B 
atta.ched.] 

Fourth.  The  areas  of  greatest  consumption  both  domestic  and 
export  are  east  of  the  great  fields  of  wheat  production. 

Fifth.  Seventy  per  cent  of  all  the  flour  produced  in  the  United 
States  is  in  direct  proximity  to  the  fields  of  wheat  production. 

Sixth.  The  movement  of  grain  and  grain  products  is  from  west  to 

east. 

Seventh.  The  miller  must  buy  wheat  when  offered,  otherwise  it 
flows  by  the  mill  door  and  passes  to  export. 


FUTURE  TBADING.  348 

Eighth.  The  miller  must,  regardless  of  immediate  flour  sales,  main- 
tain at  or  back  of  milling  centers  sufficient  supplies  to  meet  future 
flour  demand. 

Ninth.  He  must  sell  flour  when  the  demand  exists  regardless  of  his 
ability  to  buy  immediate  wheat  supplies. 

Tenth.  The  miller  must  maintam  a  flow  of  wheat  to  the  mill  to 
insure  operation.and  a  flow  of  flour  to  the  consuming  points  to  meet 
occurring  demand;  otherwise  continuity  of  operation  would  be  im- 
possible and  inadequate  flour  supplies  would  result  from  time  to 
time. 

How  can  the  miller  buy  wheat  in  excess  of  his  flour  sales  or  sell 
flour  in  excess  of  immediate  wheat  supplies  without  interfering  with 
the  free  reflection  of  actual  values  ? 

We  maintain  that  the  miller  who  utilizes  the  present  marketing 
facilities  and  sells  a  future  wheat  contract  against  his  wheat  pur- 
chases or  conversely  purchases  a  future  contract  afirainst  flour  sales, 
is  not  interested  in  the  price  levels  except  that  they  should  so  far  as 
possible  be  the  same  in  both  cases.  It  matters  little  if  he  contracts 
at  $1,  $2,  or  $3  per  bushel,  provided  his  sales  of  wheat  or  flour  roflect 
similar  prices. 

It  is  clear,  therefore,  that  he  is  not  interested  in  enhancmg  or  de- 
pressing prices  and  that  the  volume  of  his  transactions  flow  throujgh 
the  markets  at  current  prices  without  interfer(?nco.  His  operations 
are  reduced  so  far  as  possible  to  actual  manufacturing  only. 

On  the  other  hand,  it  is  apparent  that  the  oiiller  who  does  not  use 
the  contract  facilities  and  whose  position  is  therefore  directly  affected 
by  the  rise  or  fall  of  prices,  must  necessarily  possess  a  very  decided 
price  interest.  The  volume  of  his  transactions  must  necessarily  be- 
come a  factor  and  an  important  one  in  influencing  price  as  his  posi- 
tion demands  that  he  should  buy  at  a  lowest  and  sell  at  the  highest 
levels. 

Under  our  present  system,  in  future  contracts,  the  margin  as  be- 
tween producer  and  consumer  is  not  only  extremely  narrow,  but 
lower  than  in  anj  other  country.  This  is  due  largely  to  the  features 
of  safety  embodied  in  the  present  grain  machinery  and  extended  to 
those  who  undertake  the  marketing  of  our  great  wheat  crop.  These 
features  operating  successfully  over  a  considerable  perioa  of  time 
have  inspired  financial  confidence  to  an  extent  that  makes  the  ad' 
vances  necessary  to  move  and  market  the  crop  readily  available. 

True  it  may  be  said  that  the  margins  as  between  producer  and 
consumer  are  just  as  narrow  with  those  elements  who  ao  not  use  the 
future  contract  facilities. 

We  contend,  however,  that  the  existence  and  use  of  these  market 
facilities  by  a  considerable  percentage,  exercise  the  control  that  keeps 
these  narrow  mar^ns  and  provides  the  necessary  finances  on  most 
advantageous  terms,  and  that  its  elimination  would,  first,  create 
added  risks,  second,  increase  margins,  and  third,  would  drive  those 
elements  who  do  not  now  possess  price  interest  into  a  field  of  opera- 
tion where  that  feature  becomes  an  all  important  factor. 

Conscioudy  or  unconsciously,  directly  or  indirectljr,  the  position 
of  the  miller  who  does  not  use  the  contract  facilities,  is  influenced  and 
controlled  by  it,  and  the  stabilizing  influences  of  its  operation  permit 
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the  work  out  of  his  present-day  policies,  which  would  be  far  dif- 
ferent without  its  restraining  influence. 

If  as  we  contend,  the  use  of  future  contracts  by  the  miller  is  of 
direct  benefit  to  botn  producer  and  consumer  in  eliminating  price  in- 
terest and  influence  with  such  a  large  buying  element,  it  should  be 
continued. 

What  then  are  the  essential  features  of  marketing  machinery  that 
permit  hedging  or  future  contracts? 

To  say  that  it  is  a  legitimate  operation  and  should  be  sanctioned 
or  approved  does  not  in  itself  give  assurance  that  it  is  possible. 
There  mut  of  necessity  be  that  freedom  of  action  that  permits  selling 
and  purchasing  elements  of  sufficient  volume  to  absorb  offers  oi 
either;  otherwise  a  narrow  market  results  with  wide  fluctuations  at- 
tending each  sale  or  purchase. 

We  are  not  here  to  defend  any  faults  that  may  have  from  time  to 
time  crept  into  the  marketing  machinery.  For  the  benefit  of  all 
interests  these  should  be  eliminated.  But  on  the  other  hand,  it  is 
both  unfair  and  destructive  to  condemn  the  good  features  that  are 
inherent  in  the  structure  because  of  objectionable  features  that  should 
be  controlled. 

It  is  unfortunate  that  in  the  sweeping  criticism  of  to-day  many 
perfectly  legitmiate  transactions  are  included  as  pure  speculation. 
Such  condemnation  confuses  these  with  manipulation,  which,  prop- 
erly interpreted,  is  quite  different  in  effect  or  purpose. 

Manipulation  is  the  dealing  in  huge  quantities  not  to  cover  actual 
transactions,  but  to  produce  unnatural  and  undue  influences  either 
of  depression  or  advance,  thus  creating  a  situation  which  interferes 
with  the  free  play  of  prices  and  introduces  into  legitimate  operations 
elements  of  danger,  uncertainty,  and  hazard. 

Exhibit  A. 

STATEMENT   IN   BOUND  FI6UBES. 

Buafaela. 

United  States  production  of  wheat  in  1917, 1918,  and  1919 830, 000, 000 

United  States  seed  requirements 90,000,000 

Annually  carry  over  (low) 40.000,000 

130, 000,  000 


Available  for  domestic  consnimption  and  export 700, 000,  000 

United  States  flour  mills  grind  approxlmate!y  600,000,000  bushels,  or  80  per 
cent  of  total  wheat  available. 

Exhibit  B. — Wheat  stocks  in  hushels. 


NoT.29,10IS 
Nov.  30, 1914 
Nov.  30, 1015 
Not.  30, 1916 
Nov.  30, 1990 


Wheat 
porcbaees. 


7,336,816 
7:481,064 
7;  205, 196 
8,574,369 
5,064,484 


Future  contracts. 


l,004/)00  bought... 

777,000  sold 

5,395,000  booght. . . 

3,282,000  sold 

1,196,000  bod^t... 


8 

Total  of 

oolairns  I 

and  2. 


. 8^340,816 
6,704,964 

12,001,196 
5,292^369 
6,260,484 


4 
'Snrplos. 


5,126  short. 
1462556  Ions. 
29,619  short. 
13,915  abort. 
18,028  short. 


CoKimn  1  la  a  statement  of  what  pnrebases  in  all  positicos. 

Cotamn  2  la  a  statement  of  fature  amtracts,  scmetmes  refentd  to  as  options,  either  boogiht  or  sold 
Column  3  ia  the  net  result  of  cohmms  1  and  2. 

Ccriunm  4  is  the  amount  of  wheat,  aboft  or  long,  after  deducting  flour  sales  firom  the  total  v^ieat 
(ool.  8}  plus  flour  stocks. 
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DAILY  BTXBFLT78  AOOOtmT,  1920. 


Aug.  1. 
3. 

4. 
5. 

e. 

7. 

9. 
10. 
11. 
12. 
13. 
14. 
16. 
17. 
18. 
19. 
20. 
21. 
23. 
24. 
25. 
26. 
27. 
2& 
30. 
3L 
Septl. 

2. 

3. 

4. 

7. 

8. 

9. 
10. 
IL 
13. 
14, 
15. 
16. 
17. 
18. 
20. 
21. 
22. 
23. 
24. 
25. 
27. 
28. 
29. 
30. 
Octl. 

2. 

4. 

5. 

6. 

7. 

8. 

9. 
11. 


Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Long ^ 

Short 

Short 

Short 

Short 

Long 

Long 

Long 

Long 

Short 

Long 

Long 

Long 

Long 

Long 

Long 

Short 

Short 

Long 

Long 

Long 

Long 

Long 

Long 

Long 

Short 

Short 

Long 

Long 

Long 

Long 

Long 

Ixmg 

Short 

Short 

Long 

Short 

Short 

Short 

Long 

Long 


Bushels. 

1,007,606 

872,885 

646^288 

868»26S 

360,751 

998,212 

350.391 

266,044 

157, 421 

224,114 

186,466 

282,469 

272,796 

200,150 

136, 189 

127,713 

96,016 

171,620 

167, 791 

209,729 

44,074 

155.280 

143,944 

33,294 

92,334 

44,869 

89,810 

69,419 

41,157 

76, 441 

84,379 

72,704 

20,849 

17, 147 

46,059 

26,047 

123,890 

55,838 

825.201 

800,536 

224,655 

127,483 

279,779 

110, 375 

111,  832 

22,698 

306,669 

278,067 

209,693 

111,  553 

256,763 

172,971 

198,404 

84,778 

6,893 

103,737 

857,869 

16,792 

817,298 

212,688 


Bushels. 


Oct  12:  Long 64, 412 

13.  Long 21,286 

14.  Short 147,488 

15*  Long 223, 389 

16.  Long 42.742 

18.  Long 269,383 

19.  lAms 264, 543 

20.  Long 90,065 

21.  Long 146,797 

22.  Long 167.17^ 

23.  Long 8, 891 

25.  Long 2,998 

26.  Short 25,144 

27.  Short 196,622 

28.  Long 89, 725 

29.  Long 121,  542 

80.  Long 222, 590 

Nov.  1.  Long 158,605 

2.  Long 151, 343 

8.  Long 68,15^ 

4.  Long 105, 807 

6.  Long 149, 352 

6.  Long 40,872 

8.  Long 130,291 

9.  Long 151,19^ 

10.  Long 181, 858 

11.  Long 137,317 

12.  Long 152.  Oil 

18.  Long 142, 4.52 

15.  Long 154,  .545 

16.  Long 166, 72e 

17.  Long 167.591 

la  Long 159, 422 

19.  Long 215,775 

20.  Long 121,213 

22.  Long 121,395 

23.  Short 76,535 

24.  Short 101,389 

26.  Short 90,878 

27.  Short 154,820 

29.  Short 76,089 

80.  Short 102,297 

Dec.  1.  Short 18, 928 

2.  Short 20,261 

8.  Short 103,184 

4.  Short 52,058 

6.  Short 108,624 

7.  Long 35,261 

8.  Long 80,631 

9.  Long 200,115 

10.  Short 20,433 

11.  Short 40,244 

18.  Short 57,534 

14.  Short 96.833 

15.  Short 111,630 

16.  Short 4,126 

17.  Long 3,661 

18.  Short 16  619 

20.  Long 6,545 

21.  Short 39.779 
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Dec.  22.  Long  .. 

28.  Long 

24.  Short  — 
27.  Long 


Bushels. 

8,670 

23,663 

79,019 

63,947 


I>ea28.  Long 

29.  Long 

30.  Short 

31.  Long 


BuBheU. 

44,600 

21,794 

36,879 

9,658 


The  Chairman.  Thank  you,  Mr.  Crosby ;  we  will  hear  you  further 
in  the  morning.    The  committee  will  now  adjourn. 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  until  to- 
morrow, Wednesday,  January  12, 1921,  at  10  o'clock  a.  m.) 
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Committee  on  Agriculture, 

House  of  Representatives, 
Washington^  D.  C.^  Wednesday^  January  i^,  1921, 

The  committee  met  at  10  o'clock  a.  m.  pursuant  to  adjournment  on 
yesterday,  Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 
The  CJhairman.  The  committee  will  come  to  order. 

STATEMENT  OF  MS.  F.  H.  CBOSBY— Besumed. 

The  Chairman.  I  understand  you  are  here,  in  response  to  a  re- 
quest of  the  committee,  to  answer  questions  to  be  asked  this  morning? 

Mr.  Crosby.  Yes,  sir. 

The  Chairman.  Are  there  any  questions  any  member  of  the  com- 
mittee wishes  to  ask  Mr.  Crosby  this  morning? 

Mr.  Dickinson.  I  would  like  to  ask  a  few  questions? 

The  Chairman.  Very  well.    You  may  proceed,  Mr.  Dickinson. 

Mr.  Dickinson.  If  1  understand  your  statement  correctly,  Mr. 
Crosby,  you  use  the  futures  for  the  purpose  of  protecting  yourself  on 
flour  contracts,  whereby  you  take  a  contract  for  a  certain  amount  of 
flour  which  requires  a  given  amount  of  wheat.  Then  you  buy  futures 
against  that  wneat,  or  for  that  wheat,  in  order  to  preserve  the  price 
or  know  what  you  have  to  pay  for  the  wheat  when  you  put  it  into 
flour;  is  that  true? 

Mr.  Crosby.  You  must  consider  cash  purchases  of  wheat  there,  too. 
We  buy  future  contracts  in  cases  of  cash  wheat  in  equivalent  amounts 
of  flour.  If  at  all  times  cash  wheat  and  flour  sales  were  in  balance 
we  would  not  use  futures. 

Mr.  Dickinson.  If  they  would  balance  ? 

Mr.  Crosby.  Yes;  if  the  amount  of  flour  we  sell  and  the  amount 
of  wheat  we  buy  were  approximately  equal  we  would  not  use  futures. 

Mr.  Dickinson.  Your  requirements  are,  approximately,  50,000,000 
bushels  of  wheat  per  month? 

Mr.  Crosby.  Per  year.  We  would  use  more  than  the  annual  wheat 
crop  at  that  rate. 

Mr.  Dickinson.  Your  first  statement  that  you  presented  says  here 
that  you  manufacture  into  flour — oh,  no ;  that  refers  to  the  millers  of 
the  United  States  as  using  that? 

Mr.  Crosby.  Yes. 

Mr.  Dickinson.  I  was  thinking  that  was  your  own  statement. 

Mr.  Crosby.  Oh,  no. 

Mr.  Dickinson.  Does  the  purchase  of  futures  have  anything  to  do 
with  determining  the  price  of  flour  in  the  future? 

Mr.  Crosby.  R  has  everything  to  do  with  it. 
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Mr.  Dickinson.  What  determines  the  price  of  futures  in  the  grain 
business? 

Mr.  Crosby.  Whichever  way  the  balance  of  trade  mav  be,  whether 
there  are  morie  buyers  than  sellers,  or  more  offerings  or  grain  on  the 
market,  or  something  of  that.  kind. 

Mr.  Dickinson.  Who  controls  the  conditions  that  have  to  do  with 
the  fixing  of  the  price  of  futures  or  the  representations  as  to  what 
those  conditions  are? 

Mr.  Crosby.  I  take  it  that  those  values  are  established  by  world 
values  in  normal  times. 

Mr.  Dickinson.  There  is  a  certain  propaganda  that  is  sent  out — 
propaganda  of  certain  kinds  or  "  information  "  probably  would  be  a 
better  word,  by  various  sources,  touching  the  principal  supply  of 
wheat  and  the  future  supply.  Does  not  that  in  a  large  measure 
determine  the  price  of  futures? 

Mr.  Crosby.  Do  you  mean  the  actual  Government  information  of 
shipments  and  receipts  of  wheat? 

Mr.  Dickinson,  les;  and  board  of  trade  information  that  is  not 
governmental. 

Mr.  Crosby.  I  do  not  think  that  latter  information  is  very  much 
of  a  factor.    At  least  I  will  say  this,  that  we  never  pay  much  at- 
tention to  it.    May  I  cite  an  instance  of  a  possibility  m  order  to 
answer  that  question  ? 
Mr.  Dickinson.  Certainly. 

Mr.  Crosby.  In  the  prewar  days  I  remember  that  our  vice  presi- 
dent, who  had  charge  of  foreign  sales,  in  several  instances  or  several 
times,  cited  the  world  value  of  flour  as  we  saw  it  in  our  own  oflioe. 
For  instance,  on  certain  days  we  would  have  offers  by  cable  on  flour 
from  England,  from  Norway,  from  Holland,  from  i>enmark,  from 
South  Africa,  and  from  South  America.  After  all  of  those  various 
bids  on  our  flour  were  reduced  to  bushel-wheat  cost— taking  in  the 
various  sizes  of  the  different  packages  of  flour,  freights,  and  ex- 
changes— they  checked  within  less  than  1  cent  a  bushel  to  us ;  that  is, 
I  mean  that  the  world  value  was  that  close.  That,  I  think,  has  a 
bearing  on  your  question. 

Mr.  Dickinson.  Is  the  future  price  of  wheat  reflected  in  the  cash 
price  of  wheat? 

Mr.  Crosby.  May  I  ask  if,  by  future  price,  you  mean  May  wheat 
to-day  or  cash  wheat  to-day  or  December  wheat  ? 
Mr.  Dickinson.  Yes. 

Mr.  Crosby.  Of  course,  we  have  been  having  very  abnormal  times 
since  July.  We  had  the  most  enormous  premiums  through  July^ 
through  September,  and  even  into  December,  and  cash  wheat  has 
been  at  enormous  premiums  over  future  contracts.  Just  what  brings 
that  about  I  do  not  know,  and^  as  to  wheat  there  are  various  argu- 
ments. Of  course,  we  do  not  like  to  see  the  premiums.  As  millers* 
when  we  sell  flour  on  the  basis  of  future  contracts,  the  difficulty  for 
us  is  to  estimate  whether  that  premium  is  5  cents,  for  if  it  goes  to 
15  cents  the  additional  10  cents  would  be  our  loss.  If  the  premium 
is  established  and  it  is  going  to  run  about  10,  12  or  15  cents  over^ 
then  we  can  negotiate  it.  Even  in  Canada,  with  their  big  flow  in 
wheat,  the  last  week  in  December  their  premiums  were  10  cents  over 
the  December  basis,  and  those  who  had  the  December  contract  pur- 
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chased  actually  paid  10  cents  premium  on  account  of  the  necessity 
for  wheat  at  that  particular  time;  probably  on  account  of  boat 
contracts. 

Mr.  Dickinson.  How  long  do  you  carry  future  hedge  ? 

Mr.  Crosby.  May  I  go  back  to  normal  times,  because  this  year 
there  has  been  such  a  distressing  condition  ? 

Mr.  Dickinson.  That  is  what  we  want. 

Mr.  Crosby.  Frequently  in  normal  times  we  will  sell  flour  in  Sep- 
tember, October,  and  November  for  four  or  five  months'  delivery, 
and  even  six  months,  and  on  even  into  May  delivery.  Those  con- 
tracts therefore  would  go  through  to  the  completion  of  the  contract. 

Mr.  DicKTNSON.  The  great  percentage  of  your  business,  however, 
would  come  within  a  30  or  60  day  basis,  wouldn't  it? 

Mr.  Crosby.  Oh,  no ;  not  within  30  days. 

Mr.  Dickinson.  What  about  a  60-day  basis  ? 

Mr.  Crosby.  I  doubt  if  the  flow  of  wheat  from  the  terminals 
through  the  mills  is  completed  in  that  period.  It  is  largely  due 
probably  to  the  block  in  transportation,  which  we  hope  is  now  cor- 
rected.   TTiat  depends  enormously  upon  transportation. 

Mr.  Dickinson.  You  purchase  the  most  of  your  wheat  through 
warehousemen,  do  you,  or  through  elevators  ? 

Mr.  Crosby.  We  purchase  it  on  the  various  exchanges  from  the 
commission  men,  and  from  elevators  and  terminal  men,  irrespective. 

Mr.  Dickinson.  You  operate  no  elevators  yourself  ? 

Mr.  Crosby.  We  operate  none  as  a  milling  company. 

Mr.  Dickinson.  Provided  dealing  in  futures  were  abandoned  for 
a  longer  period  than  30  or  60  da^s,  state  what  ;j^our  judgment  is  as 
to  whether  or  not  warehouse  conditions  and  banking  conditions  could 
adapt  themselves  to  the  new  method  and  to  such  a  new  mode  of  ma- 
chinery and  which  would  take  care  of  tiie  very  purpose  which  is 
taken  care  of  at  the  present  time  ? 

Mr.  Crosby.  That  question  means  that  the  cash  wheat  purchased 
or  flour  sales  made  could  not  exceed  a  60-day  period? 

Mr.  Dickinson.  Yes. 

Mr.  Crosby.  As  far  as  our  flour  sales  are  concerned  we  probably 
would  welcome  a  60-day  period  if  you  could  enforce  it.  But  the  en- 
forcement of  it  would  be  an  extremely  difficult  matter. 

Mr.  McLauohmn  of  Michigan.  What  do  you  mean  by  enforcing  it? 

Mr.  Crosby.  Preventing  buyers  or  millers  from  selling  at  longer 
periods,  or  policing  of  the  trades. 

Mr.  MoLauohlin  of  Michigan.  You  do  not  mean  enforcing  regula- 
tions on  the  boards  of  trade  ? 

Mr.  Crosby.  Oh,  no;  not  as  between  ourselves  and  those  with  whom 
we  trade.  But  the  law  would  say  that  we  could  not  sell  flour  in  a(i- 
rance  of  60  days,  and  then  we  could  sell  flour  for  60  days  and  rewrite 
the  contract. 

Mr.  Mcd^iAUGHUN  of  Michigan.  You  presume  that  if  laws  should 
be  enacted  forbidding  future  trading  on  the  boards  of  trade  it  would 
be  necessary  for  another  law  to  be  enacted  regulating  the  actual 
business  of  milling  and  of  making  flour  and  selling  it? 

Mr.  Crosby.  They  should  go  together.  They  are  inseparable  in 
our  minds. 

Mr.  McLAtTGHiiiN  of  Michigan.  Is  that  what  your  answer  means  ? 
Is  that  properly  interpreting  what  you  said  ? 
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Mr.  Cbosbt.  I  think  so. 

Mr.  MoLauohun  of  Michigan.  Excuse  me  for  the  interruption, 
Mr.  Dickinson,  but  I  thought  that  was  a  good  place  to  put  in  that 
thought. 

Mr.  Dickinson.  Certainly. 

Mr.  Crosby.  Now.  may  I  continue  on  that  line? 

Mr.  Dickinson.  Yes. 

Mr.  Crosby.  That  is,  as  far  as  the  flour  end  of  the  proposition  goes ; 
if  you  could  restrict  all  the  flour  purchased  in  this  country  to  periods 
of  60  days,  I  think,  as  millers,  we  would  be  delighted.  It  would 
take  away  from  us  a  good  deal  of  risk.  But  the  buying  public 
does  not  want  to  buy  that  way.  Competition  requires  us  to  sell 
over  longer  periods.  As  to  wheat,  I  am  not  the  one  to  answer  that, 
because  1  am  not  as  familiar  with  terminal  conditions.  But  I  do 
know  that  if  sales  of  wheat  were  restricted  to  60  days  you  would 
have  an  enormous  quantity  come  in  at  certain  times,  and  you  would 
be  renewing  your  contracts,  because  every  60  days  everybody  would 
have  to  make  a  turnover. 

Mr.  Dickinson.  Wouldn't  that  prevent  fluctuation  on  the  finished 
product — keep  it  more  nearly  in  line  with  the  price  of  wheat  that 
you  put  into  the  finished  product? 

Mr.  Crosby.  It  does  now. 

Mr.  Dickinson.  Do  you  contend  that  where  you  have  a  future  con- 
tract that  extends  over  a  period  of  90  days  or  6  months,  that  your 
price  of  flour  fluctuates  with  the  price  of  the  wheat. 

Mr.  Crosby.  As  to  any  wheat  that  we  have,  with  futures  sold, 
our  price  of  flour  fluctuates  as  the  future  fluctuates.  But  I  wonder 
if  I  properly  gathered  jrour  question  there? 

Mr.  Dickinson.  For  instance,  when  you  sell  flour  for  future  deliv- 
ery don't  you  sell  it  at  a  fixed  price,  or  at  a  price  determined  by  the 
market? 

Mr.  Crosby.  At  an  established  price,  and  that  trade  is  completed. 
If  we  sell  flour  for  future  delivery  and  cover  it  over  by  cash  wheat  or 
future  contracts,  that  trade  is  completed.  One  belongs  to  the  other, 
and  we  are  through  with  that.  Now,  if  we  buy  wheat  in  excess  of  flour 
sales,  and  sell  a  future  contract,  then  when  that  wheat  comes  out 
to  the  consuming  public  it  comes  at  the  prices  of  the  future  ou  the 
day  that  they  buy  it. 

Mr.  Dickinson.  The  most  of  your  futures  are  held  on  the  Min- 
neapolis exchange,  or  are  they  on  the  Chicago  exchange? 

Mr.  Crosby.  Well,  they  will  divide,  sir.  The  bulk  of  it,  or  more 
of  it  is  in  Minneapolis  than  in  Chicago,  depending  largely  whether  it 
is  Buffalo  wheat  or  Minneapolis  wheat.  We  try  to  keep  our  future 
contracts  somewhat  in  relation  to  where  the  wheat  is  placed. 

Mr.  Dickinson.  In  connection  with  your  business,  tell  me  what 
protection  the  speculator,  who  is  a  manipulator  of  prices  from  day 
to  day,  has  in  the  business,  and  why  should  we  continue  him  in  the 
business  for  your  protection  ? 

Mr.  Crosby.  May  I  draw  the  line  between  a  manipulator  and  a 
speculator? 

Mr,  Dickinson.  Yes. 

Mr.  Crosby.  I>et  me  say  this  first,  that  I  have  no  knowledge  or 
means  of  securing  knowledge  of  the  percentage  of  trades  which  are 
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made  with  speculators.  But  it  seems  to  us  in  our  business  that  a 
sufficient  amount  of  speculation  is  necessary  in  order  to  take  up  the 
surplus  offerings  of  the  producer,  or  purchases  of  the  consumer.  A 
manipulator,  however,  is  one  who  suddenly  throws  upon  the  market 
a  huge  volume  of  some  commodity,  and  it  is  an  injury  to  any  one,  a 
hazard  to  all  of  us,  in  the  business. 

Mr.  TiNCHER.  That  happens,  does  it  not? 

Mr.  Crosby.  Well,  I  have  no  knowledge  of  it. 

Mr.  TiNCHER.  Do  you  mean  to  say  that  you  have  no  knowledge  of 
the  throwing  of  large  volumes  of  commodities  on  the  market  at 
times? 

Mr.  Crosby.  I  can  not  tell  one  trade  from  the  other.  I  do  not 
see  the  trades.  We  handle  no  future  trades  ourselves.  Knowledge 
of  those  things  is  very  difficult  to  obtain. 

Mr.  TiNCHER.  You  suspect  it  as  occurring  sometimes? 

Mr.  Crosby.  Oh,  yes,  sir. 

Mr.  Dickinson.  Then  under  our  present  marketing  system  it  is 
possible  for  a  manipulator  with  large  reserve-buying  power  to  either 
depress  or  advance  the  price,  in  your  judgment? 

Mr.  Crosby.  Oh,  I  think  so. 

Mr.  Dickinson.  In  your  judgment  would  it  be  a  good  regulation 
on  a  board  of  trade  to  limit  the  amount  of  purchases  made  by  any 
one  individual  or  any  one  concern  for  a  given  period  of  time^ 

Mr.  Crosby.  First,  I  think,  I  would  want  to  know  what  percentage 
such  tradings  would  be.  I  do  not  know  what  percentage  that  is. 
Whether  that  is  necessary  for  all  future  contracts,  I  could  not  say. 
I  know  it  is  a  risk  in  our  business,  but  whether  it  could  be  eliminated 
to  advantage  would  depend  upon  what  the  relationship  is  to  future 
trading. 

Mr.  Dickinson.  If  the  board  of  trade  would  cease  buying,  the- 
Washburn-Crosby  mills  would  try  to  weather  the  storm,  wouldn't 
they? 

Mr.  Crosby.  Yes,  sir;  we  would  try  to  do  so,  but  I  do  want  to 
say,  although  we  are  now,  and  have  been  for  many  years,  dependent 
on  future  contracts  in  the  operation  of  our  business,  it  does  not  mean 
that  we  could  not  operate  without  these  future  contracts.  It  would 
be  necessary  to  revolutionize  our  whole  method  of  doing  business 
and  we  would  become  intensely  interested  in  the  price  we  paid  for 
wheat  when  these  amounts  were  in  excess  of  flour  sales  and  there 
would  be  a  constant  effort  upon  our  part,  consciously  or  uncon- 
sciously, to  depress  the  purchase  price  of  wheat.  As  all  millers 
would  "have  the  same  problems,  we  believe  this  fear  of  purchasing^ 
wheat  would  be  common  to  all  and  therefore  the  producer  would 
be  seriously  punished  whenever  offerings  were  in  excels  of  flour  de- 
mand. The  reverse  of  this  would  be  true  in  selling  flour  and  we 
would  always  have  the  fear  of  not  being  able  to  secure  wheat  for 
the  flour  sold  and  consequently  the  price  to  the  consumer  would  be 
higher.  We  sincerely  believe  that  a  mill,  operated  within  conserva- 
tive limits,  would  make  more  money  if  trading  in  futures  were 
abolished.  The  hazard  of  the  business  would  be  exceedingly  great 
and  our  present  profits  as  millers  would  be  outshadowed  by  the 
possible  profits  due  to  the  merchandizing  of  grain.  The  word 
*  option ''  in  trading  has  been  abused  and  we  wish  to  state  that  the 
word  "  option "  does  not  exist  for  us.    Frequently  with  us  these 
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future  contracts  ripen  into  deliveries  and  we  always  have  to  have 
in  the  bank  during  the  month  of  delivery  sufficient  funds  to  meet 
the  payment  of  any  deliveries  made  to  us.  We  have  no  option. 
The  only  option  existing  is  that  of  the  seller  in  that  he  may  select 
one  of  the  various  grades  and  also  the  day  of  delivery  during  the 
month  of  the  future  contract. 

Mr.  Dickinson  (interposing).  In  your  judgment  is  it  necessary  to 
continue  the  vast  volume  of  speculation  by  men  who  produce  nothing 
and  never  deliver  anything,  but  who  simply  are  on  the  boards  ot 
trade  for  the  manipulation  of  the  prices  of  commodities  and  the 
margin  to  be  gained  thereby ;  do  you  think  it  necessary  for  that  prac- 
tice to  be  continued  in  this  business  for  the  protection  of  the  man 
who  is  legitimately  buying  produce  and  grinding  it  into  flour? 

Mr.  Crosby.  I  think  we  are  very  largely  dependent  on  at  least  two 
types  of  traders,  speculative  if  you  wish  to  call  it  so:  (1)  The 
spreader,  or  the  man  who  buys  in  one  market  and  sells  in  the  other. 
He  is  not  interested  in  any  wide  fluctuations,  but  in  holding  these 
various  markets  on  a  parity  with  the  freight  or  the  premium  on  the 
wheat.  Those  men  perform  a  real  service.  They  take  up  the  over- 
offerings  of  producers  in  our  country,  whether  on  the  market  in 
Chicago  or  elsewhere.  That  man  is  a  very  valuable  man.  I  know 
because  our  trade  in  buying  futures  is  b^efited  by  it.  (2)  Then 
there  is  the  man  in  the  pit  who  trades  for  himself,  the  speculator. 
There  are  various  types  of  that  form  of  buying.  Many  of  those  men 
are  neither  long  nor  short  at  the  end  of  the  day.  They  even  them- 
:selve8  to  the  operations  of  the  day.  That  man  is  of  value,  because 
it  is  just  in  the  trading  of  that  day  that  he  is  interested,  taking  up 
the  slack,  so  to  speak,  between  buyer  and  seUer. 

Mr.  Dickinson.  He  never  expects  to  deliver  anything,  does  he? 

Mr.  Crosby.  I  do  not  think  he  is  either  long  nor  short  at  the  end 
of  the  day. 

Mr.  Dickinson.  He  closes  out  his  transactions  either  at  a  profit 
or  at  a  loss  during  the  day? 

Mr.  Crosby.  At  the  end  of  the  trading  day. 

Mr.  Dickinson.  Is  he  called  the  cushion? 

Mr.  Crosby.  You  might  call  him  that,  but  that  is  a  new  term  to 
me. 

Mr.  Dickinson.  I  have  heard  that  term  applied  to  such  a  man. 

Mr.  PuRNELL.  The  statement  has  been  made  before  the  committee 
.a  number  of  times  that  the  man  who  deals  in  a  purely  speculative 
capacity,  who  has  no  product  to  sell  and  never  anticipates  actual 
delivery  of  any  product,  by  and  through  his  speculation  tends  to 
stabilize  the  market;  is  that  your  contention? 

Mr.  Crosby.  Yes,  sir. 

Mr.  PuRNELL.  That  he  is  really  a  necessary  part  of  this  whole 
machinery  to  stabilize  the  market. 

Mr.  Crosby.  That  would  be  my  judgment. 

Mr.  Dickinson.  That  speculator  is  interested  only  in  the  fluctua- 
tions, isn't  he?  Because  if  there  is  no  rise  in  price  or  no  depression 
in  price  he  can  not  win  anything;  isn't  that  true? 

Mr.  Crosby.  Certainly. 

Mr.  Dickinson.  Then  you  say  the  man  who  is  interested  in  a 
iSuctuating  mark^  has  a  stabilizing  influence  on  the  maiiret? 

Mr.  Crosby.  Yes. 
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Mr.  Dickinson.  Let  us  get  that  a  little  clearer.  The  speculator  is 
interested  in  fluctuations,  isn't  he? 

Mr.  Ckosbt.  Yes,  sir. 

Mr.  Dickinson.  And  it  is  in  the  margin  that  he  is  interested? 

Mr.  Crosby.  Yes,  sir. 

Mr.  Dickinson.  Either  the  rise  or  the  fall  in  the  market  ? 

Mr.  Crosby.  Yes,  sir. 

Mr.  Dickinson.  And  you  contend,  then,  that  the  man  who  is  in- 
terested in  a  fluctuating  market  is  the  man  who  has  a  tendency  to 
stabilize  the  market? 

Mr.  Crosby.  Certainly,  because  he  is  willing  to  stabilize  the  market 
within  a  half  a  cent  or  quarter  of  a  cent.  Otherwise  your  fluctua- 
tions might  be  5  cents,  10  cents,  or  15  cents  a  bushel. 

Mr.  Dickinson.  Why  that  conclusion? 

Mr.  Cbossy.  I  have  known  men  in  the  pit  who  told  me,  after 
periods,  and  one  particular  man,  that  he  traded  in  1,000,000  bushels 
of  wheat  one  day,  in  small  amoimts,  and  that  he  was  either  $1  out 
or  $1  ahead,  and  I  have  forgotten  which.  That  indicated  that  he 
was  going  in  and  out  at  very  small  profits.  We  know  that  those 
men  in  the  pit— or  I  say  I  know,  and  I  do  not  know  but  they  told 
me ;  and  I  do  not  see  their  trades  or  their  books,  but  I  am  led  to  be- 
lieve, after  watching  them  for  years,  that  they  are  glad  to  get  oflE 
with  a  quarter  of  a  cent  or  an  eighth  of  a  cent  a  bushel  on  trades. 
That  is  the  reason  I  come  to  the  conclusion  that  those  men  do  take 
their  profits  on  narrow  margins.  And  I  know  if  we  come  into  the  pit 
to  buy  wheat  for  future  contracts,  that  frequently  an  order  to 
buy  5,000  bushels  or  10,000  bushels  will  mean  that  the  market  will 
change  only  a  cent  or  a  cent  and  a  half.  That  is  the  reason  why  I 
say  without  those  men  to  take  up  the  slack  I  think  the  fluctuations 
would  be  very  wide. 

Mr.  Dickinson.  Do  you  have  future  sale  of  flour  on  the  board  of 
trade? 

Mr.  Crosby.  No,  sir. 

Mr.  Dickinson.  Can  you  give  any  particular  reason  why  we 
should  have  a  future  sale  of  the  farmers'  produce  and  not  of  the 
miller's  product  ? 

Mr.  Crosby.  Well,  if  you  could  regulate  the  flour  trade  on  a  future 
exchange,  and  if  the  rules  of  the  exchange  were  similar,  and  all 
members  had  bonds  up,  I  think  we  would  welcome  it,  would  be  de- 
lighted to  have  it,  and  it  would  add  to  the  protection  and  security 
of  the  flour  trade.    Does  that  answer  your  question? 

Mr,  Dickinson.  Yes.  But  what  about  the  man  who  goes  in  and 
manipulates?  Do  you  think  you  would  welcome  him  into  the  flour 
trade? 

•  Mr.  Crosby.  If  he  were  a  flour  buyer  we  would  be  awfully  glad 
to  have  him  at  the  present  time. 

Mr.  Dickinson,  suppose  he  is  a  flour  seller  ? 

Mr.  Crosby.  He  would  not  be  very  successful  these  days.  But  I 
would  take  a  chance  with  him. 

Mr.  Dickinson.  Then,  it  is  my  understanding  that  it  is  your  con- 
tention that  future  trading  is  a  benefit  to  all  lines  or  commodities? 

Mr.  Crosby.  Where  the  voliime  is  very  large,  and  where  the  offer^- 
ings  either  by  the  ptoducer  or  the  deniaB(&  of  the  consumer  are 
very  large  in  quantity ;  yes. 
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Mr.  Dickinson.  Why  isn't  it  reasonable  to  suppose  with  the  de- 
mand for  wheat  for  purchase  right  here  at  home,  and  when  90  per 
cent  of  it  is  consumed  here  at  home,  the  buyer  and  seller  can  meet 
at  an  exchange,  or  wherever  the  trades  may  be  consummated^  and  that 
the  supply  can  be  adjusted  to  the  demand  just  the  same  as  is  done  in 
your  flour,  and  without  maintaining  the  vast  army  of  speculators 
who,  in  the  grain  trade,  come  in  between  producer  and  consumer  1 

Mr.  Crosbt.  Would  you  pass  a  law  to  require  the  flour  buyer  or 
the  wheat  seller  to  buy  a  certain  percentage  of  their  demands  every 
day? 

Mr.  Dickinson.  No;  but  I  am  converted  to  this  opinion,  that  if 
wheat  was  neither  bought  nor  milled  to-day  it  will  keep  over  until 
to-morrow,  and  that  the  demand  of  consumers  for  wheat  in  the 
market  is  gradual  and  steady;  and  I  can  see  no  reason  why  it  is 
necessary  to  have  so  much  machinery  between  the  man  who  produces 
the  wheat  and  the  man  who  mills  the  wheat  in  order  to  have  a  steady 
supply  of  our  product  run  into  the  mills  for  consumption. 

Mr.  Crosby.  But  sales  of  flour  do  not  run  evenly;  they  fluctuate 
greatly. 

Mr.  Dickinson.  But  the  consumption  of  wheat  in  your  mill  does 
run  evenly,  doesn't  it? 

Mr.  Crosby.  No;  there  is  a  great  fluctuation  there. 

Mr.  Dickinson.  How  much  ? 

Mr.  Crosby.  Oh,  about  40  per  cent,  easily,  and  more  than  that  at 
times.  I  doubt  if  we  are  running  at  60  per  cent  of  our  capacity  to- 
day ;  it  is  less  than  60  per  cent. 

Mr.  Dickinson.  But  you  have  a  certain  demand  that  you  can  esti- 
mate in  advance,  can't  you  ? 

Mr.  Crosby.  No,  sir ;  not  within  several  months.  It  is  bound  to 
come  within  the  12-month  period,  I  grant  you  that. 

Mr.  Dickinson.  How  do  you  determine  on  the  1st  day  of  Feb- 
ruary at  what  capacity  you  are  going  to  run  your  mill  for  the  month 
of  February? 

Mr.  Crosby.  The  month  of  February? 

Mr.  Dickinson.  Yes. 

Mr.  Crosby.  Our  capacity  goes  by  the  24  hours. 

Mr.  Dickinson.  How  do  you  determine  how  you  are  going  to  run 
on  any  given  day? 

Mr.  Crosby.  To-day  by  the  orders  in  hand ;  and  orders  received  at 
noon  might  run  into  to-morrow.  Frequently  at  5  o'clock  at  night 
we  may  have  to  shut  the  mill  down,  or  we  may  run  it  by  orders  that 
we  receive  afterwards.    I  will  say  that  it  is  a  very  sensitive  machine. 

Mr.  Dickinson.  Do  you  ever  find  a  time  when  you  can  not  go  into 
the  market  at  Minneapolis  and  get  wheat  for  a  30-day  run  ? 

Mr.  Crosby.  Within  how  long  a  period  diould  I  buy  that? 

Mr.  Dickinson.  Suppose  we  say  80  days  in  advance  of  when  you 
want  to  begin  on  the  nm. 

Mr.  Crosby.  Why,  you  very  seldom  see  a  period  when  you  can 
buy  a  80-day  supply.  A  80-day  supply  is  a  large  supply  of  wheat 
for  us. 

Mi*.  Dickinson.  The  storage  capacity  of  Minneapolis  is  large,  isnt 
it? 

Mr.  Crosby.  It  is,  in  general,  taking  the  whole  of  the  tenniiials. 
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Mr.  Dickinson.  Then  you  have  out  of  there  an  extensive  line  of 
elevators,  clear  out  into  North  Dakota  ? 

Mr.  CiK>SBT.  That  is  true. 

Mr.  Dickinson.  That  service  is  all  at  the  command  of  the  man 
who  wants  to  buy  wheat,  isn't  it  t 

Mr.  Cbosbt.  No,  sir;  transportation  may  prevent  your  moving 
m  of  that  wheat  from  the  terminals  to  your  mill,  perhaps.  The 
only  wheat  we  can  figure  on  for  a  run  is  our  own  terminal  and  wheat 
back  in  the  country  as  it  flows  forward.  Of  course  we  can,  over  a 
period  of  several  months,  move  considerable  grain,  and  set  it  out 
of  the  terminals,  but  it  is  not  a  very  rapid  movement,  ana  it  is  not 
flexible. 

Mr.  Dickinson.  What  experience  did  you  have  in  hedging  during 
the  time  tiiat  hedging  was  not  permitted — ^in  1915, 1916,  and  1917  f 

Mr.  Crosby.  On  the  Government  basis  ? 

Mr.  Dickinson.  Yes. 

Mr.  CsosBT.  That  was  entirely  satisfactory  from  the  standpoint 
of  our  own  safety  in  wheat.  We  had  a  Government  price  that  we 
could  unload  at. 

Mr.  Dickinson;  According  to  the  statistics  which  are  here  it  is 
my  understanding  that  you  have  storage  capacity  in  Minneapolis  of 
about  56,000,000  bushels  of  wheat  f 

Mr.  Cbosbt.  That  sounds  awfully  large,  sir. 

Mr.  Dickinson.  Well,  this  is  a  report  of  the  Federal  Trade  Com- 
mission, which  has  been  filed,  volume  2,  pa^e  28,  in  which  they  set 
forth  the  storage  capacity  of  the  terminal  elevators  and  the  storage 
capacity  in  the  principal  cities.  That  includes,  of  course^  all  grain. 
Your  storage  capacity  is  almost  entirely  wheat  in  Minneapolis, 
isn't  it? 

Mr.  Cbosbt.  The  same  storage  capacity  will  take  care  of  either 
one.   You  can  put  barley  or  oats  or  coarse  grain  in  an  elevator. 

Mr.  Dickinson.  There  are  not  many  oate  stored,  are  there ! 

Mr.  Cbosbt.  A  very  large  quantity,  I  think  you  will  find  from 
the  records,  for  the  year  throughout;  in  fact  I  think  you  will  find 
that  the  coarse  grains  are  in  excess  of  the  wheat  storea  in  elevators. 
I  think  that  can  better  be  answered  by  terminal  men  in  Minneapolis, 
who  have  the  facts  and  know, 

Mr.  Dickinson.  You  spoke  in  your  statement,  I  believe,  of  some 

Sractices  under  the  present  marketing  system  that  you  thought  were 
etrimental,  and  one  of  those  was  manipulation ! 

Mr.  Cbosbt.  Yes;  manipulation. 

Mr.  McLaughlin  of  Michigan.  Wouldn't  it  be  well  to  put  in  there 
the  difference,  as  you  understand  it,  between  the  manipulator  and 
the  speculator? 

Mr.  Cbosbt.  The  manipulator  is  the  man  dealing  in  huge  quanti* 
ties,  not  to  cover  actual  transactions  but  to  produce  an  unnatural 
and  undue  influence  either  of  depression  or  advance,  thus  creating  a 
situation  which  interferes  with  the^free  play  of  prices  and  introduces 
into  legitimate  operations  elements  of  danger  and  uncertainty  and 
hazard.  ^  It  would  be  represented  by  enormous  dealings  for  one  man 
or  one  director  of  a  deal.   That  mignt  be  a  forei^  government,  even. 

Mr.  McLaughun  of  Michigan.  You  go  on  the  board  of  trade  to 
cover  actual  transactions  that  you  have? 
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Mr.  Crosby.  We  only  make  trades  that  are.  directly  indicative  of 
wheat  purchased  or  flour  sales  made. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  who  takes  the  other 
end  of  your  transaction  on  the  board  of  trade? 

Mr.  Crosby.  I  never  know  that. 

Mr.  McLAUGHiiiN  of  Michigan.  He  may  be  a  man  who  would  an- 
swer the  description  of  a  manipulator,  might  he? 

Mr.  Crosby.  It  is  possible,  and  that  is  the  reason  why  I  say  before 
I  would  eliminate  him  I  would  want  to  know  what  percentage  of 
that  volume  is  the  total. 

Mr.  McLauohlik  of  Michigan.  The  manipulator  then  is  one  deal- 
ing in  a  thing  of  which  he  has  not  the  substance.  He  is  just  guessing 
or  betting  on  the  rise  or  fall  of  the  market? 

Mr.  Crosby.  As  to  the  speculator,  we  have  the  same  description, 
but  he  does  not  deal  in  quantities  sufficient  to  throw  the  market  ma- 
terially out  of  line. 

Mr.  McLaughun  of  Michigan.  Is  the  size  of  the  transaction  the 
determining  factor  as  to  whether  a  man  is  a  speculator  or  a  manipu- 
lator? 

Mr.  Crosby.  I  think  so. 

Mr.  MgLaughlix  of  Michigan.  Then  you,  if  dealing  in  a  very 
large  quantity,  might  be  a  manipulator,  but  if  you  are  dealing  in  a 
small  quantity  you  mi^ht  be  a  speculator? 

Mr.  Crosby.  Well,  do  you  refer  to  the  mills  or  to  the  individuals? 

Mr.  McLaughun  of  Michigan.  Well,  the  amount  of  business  you 
do  on  the  board  of  trade. 

Mr.  Crosby.  Our  trades  are  all  in  response  to  wheat  purchased 
or  flour  sold.  We  are  not  buying  without  the  other  end  covered. 
We  are  not  even  speculators. 

Mr.  McLaughuk  of  Michigan.  But  the  man  you  are  dealing  with 
may  be  a  speculator? 

Mr.  Crosby.  Yes. 

Mr.  McLaughlin  of  Michigan.  And  he  may  be  a  manipidator? 

Mr.  Crosby.  When  he  is  a  manipulator  he  is  able  to  force  us  on  the 
other  end  of  the  trade  unnaturally. 

Mr.  McLaughlin  of  Michigan.  If  you  are  asking  him  to  take  the 
other  end  of  a  big  deal  he  may  be  a  manipulator,  and  if  you  are  ask- 
ing him  to  take  the  other  end  of  a  small  deal  he  is  only  a  speculator  ? 

Mr.  Crosby.  I  would  not  say  that. 

Mr.  McLaughlin  of  Michigan.  I  do  not  quite  understand  your 
definitions  of  these  two  kinds  of  traders.  When  you  speak  of  the 
determining  factor  being  the  amount  of  their  transactions  what  do 
you  mean? 

Mr.  Crosby.  May  I  go  back  two  or  three  years? 

Mr.  McLaughlin  or  Michigan.  Certainly. 

Mr.  Crosby.  I  think  it  was  m  1916  that  the  English  Government, 
representing  France,  England,  and  Italy,  was  bupng  future  con- 
tracts in  this  country.  Now,  they  bought  to  the  extent  that  the  mar- 
kets were  absolutely  baled  out.    That  was  a  pure  manipulation. 

Mr.  McLaughlin  of  Michigan.  Were  they  bu]dng  more  than  tibey 
actually  wanted? 

Mr.  Crosby.  I  do  not  think  so ;  but  they  were  buying  in  enormous 
quantities. 

Mr.  McLaughlin  of  Michigan.  How  could  they  be  called  manipu- 
lators under  your  definition? 
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Mr.  Crosby.  Because  they  were  too  big  an  element  for  the  markets 
to  assimilate. 

Mr.  McLaughuk'  of  Michigan.  They  were  buying  what  they 
wanted.  As  to  that,  your  transactions  are  larger  than  those  of 
any  ordinary  dealers? 

Mr.  Crosbt.  But  they  are  always  in  balance. 

Mr.  McLaughlin  of  Michigan.  Were  not  the  English  transactions 
in  balance,  too? 

Mr.  Crosby.  No,  sir. 

Mr.  McLaughun  of  Michigan.  They  were  buying  what  they 
actually  wanted? 

Mr.  Crosby.  They  were  buying  for  perhaps  six  or  eight  months' 
requirements. 

Mr.  McLaughun  of  Michigan.  They  were  preparing  to  take 
what  they  bou^t? 

Mr.  Crosby,  undoubtedly  they  were  prepared  to  take  what  they 
secured,  but  that  was  a  dangerous  thing  to  the  American  consumer. 

Mr.  McLaughlin  of  Michigan.  They  were  not  selling,  were  they? 

Mr.  Crosby.  No,  sir ;  not  that  I  know  of. 

Mr.  McLaughun  of  Michigan.  I  thought  perhaps  you  would  be 
able  to  give  us  a  definition  that  would  be  a  little  better  than  you 
have  given  us,  at  least  to  my  mind,  as  to  the  difference  between  the 
manipulator  and  the  speculator,  because  you  suggested  the  possibility 
of  laws  or  rules  and  regulations  which  might  eliminate  improper 
transactions? 

Mr.  Crosby.  I  believe  that  such  suggestions  or  testimony  can  be 
far  better  secured  from  those  who  have  the  actual  knowledge.  I  can 
only  state  here  our  vision  of  it  as  we  see  it  in  coming  on  the  market. 

Mr.  PuRNEiiL.  They  are  both  speculators,  are  they  not? 

Mr.  Crosby.  Undoubtedly. 

Mr.  PuRNELL.  The  manipulator  ceases  to  be  such  and  becomes  a 
speculator  when  he  does  not  buy  enough  to  manipulate  the  market. 
Isn't  that  a  fact? 

Mr.  Crosby.  Well,  according  to  our  conception  there  are  very  few 
interests  sufficiently  lar^e  to  be  manipulators. 

Mr.  PuRNELL.  That  is  what  I  mean.  When  a  speculator  buys  in 
such  large  quantities  that  he  actually  through  his  transactions  forces 
the  market  one  way  or  the  other,  doesn't  he  emerge  from  a  pure  specu- 
lative capacity  into  that  of  a  manipulative  capacity? 

Mr.  Crosby.  I  think  so.  But  speculators  are  on  both  sides  of  the 
market.  There  are  almost  as  many  buyers  as  sellers.  Therefore 
their  transactions  meet  on  about  an  even  basis. 

Mr.  PuRNELL.  You  think  the  speculator  is  necessary,  but  that  the 
manipulator  is  not? 

Mr.  Crosby.  I  do.  It  is  very  hard  to  make  a  satisfactory  definition, 
and  I  do  not  think  I  could  make  it. 

Mr.  Young.  You  say  there  are  very  few  concerns  large  enough  to 
be  manipulators.  We  would  like  to  Know  if  you  can  give  the  names 
of  those  concerns  which  are  lar^e  enough  to  be  manipulators,  and 
they  may  be  manipulators  either  m  wheat  or  in  cotton  ? 

Mr.  Crosby.  You  see,  I  never  made  a  trade  in  person  in  the  pit. 
We  have  no  access  to  the  books  of  traders  in  the  pit,  and  I  am  never 
able  to  say  who  are  the  originators  of  the  orders,  and  therefore  I 
have  no  knowledge. 
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Mr.  YouKG.  In  your  dealings  in  the  trade  would  you  say  that 
those  people  whom  you  have  termed  manipulators  are  a  necessary 
element  that  should  enter  into  trading,  or  whether  they,  possibly, 
should  be  driven  out  of  the  business  in  the  interest  of  fair  dealing? 

Mr.  Crosby.  I  think  before  I  would  be  in  a  position  to  answer 
that  question  I  would  have  to  know  more  about  the  volume  of  the 
future  business,  and  how  it  is  divided  between  speculators  and 
manipulators.  1  do  not  know.  I  do  not  know  enough  about  it  to 
attempt  to  answer.   I  have  not  that  knowledge. 

Mr.  MgLaughun  of  Michigan.  You  have  not  the  exact  knowl- 
edge, but  haven't  you  had  experience  enough  to  have  an  opinion  of 
your  own  that  you  could  give  us  the  benefit  of  ? 

Mr.  Crosby.  1  would  not  trust  that  opinion  on  a  thing  of  this  kind. 
One  must  have  more  information  than  I  have  in  order  to  express  an 
opinion.    You  should  have  the  facts  back  of  it. 

Mr.  MoLaughlin  of  Michigan.  I  appreciate  that  you  are  testifying 
very  carefully,  and  that  you  do  not  want  to  make  a  statement  that 
you  have  no  real  facts  to  base  an  opinion  on,  but  your  transactions 
nave  been  very  lar^e,  and  have  covered  such  a  length  of  time  that 
it  has  occurre'a  to  me  you  might  have  an  opinion  that  would  be 
valuable  to  us.  If  we  should  ask  some  hypothetical  questions,  you 
could  answer  them  intelligently  and  helpfully,  it  seems  to  me,  but 
you  hesitate  to  do  it? 

Mr.  Crosby.  I  hesitate  to  give  anything  here  about  a  thing  as  to 
which  I  have  not  the  facts.  I  do  not  think  I  would  be  jiistified  in 
making  such  a  statement.  If  I  had  the  facts,  gentlemen  of  the  com- 
mittee, I  would  be  glad  to  spread  them  out  before  you,  because  we  are 
vitally  interested  in  these  future  contracts. 

Mr.  McLaughlin  of  Michigan.  You  realize  that  if  we  act  at  all 
we  have  to  act  on  the  judgment  we  form  as  the  result  of  testimony 
given  before  us,  as  the  result  of  impressions  we  gain  and  opinions 
we  gather  and  so  on.  You  are  in  better  position  to  know  about  this 
matter  than  we  are. 

Mr.  Crosby.  Yes,  sir ;  but  I  think  there  are  those  in  the  trade  whose 
opinions  are  better  than  mine.    I  have  no  knowledge  on  the  subject. 

Mr.  McLaughlin  of  Michigan.  Then  you  would  make  us  rely  on 
the  statements  of  those  who  are  actual  manipulators? 

Mr.  Crosby.  Not  necessarily.  There  are  many  men  trading  in 
futures  who  are  not  manipulators ;  very  many. 

Mr.  McLaughlin  of  Michigan.  Would  they  know  any  better  than 
you  do  what  the  operations  of  a  manipulator  are? 

Mr.  Crosby.  Oh,  distinctly  so. 

Mr.  Dickinson.  After  examining  the  visible  receipts  of  wheat  on 
the  plat  just  furnished  you,  showing  the  receipts  m  the  primary 
markets  of  the  Middle  West  and  the  general  run,  and  the  supply 
through  the  various  years,  I  would  like  to  ask  you  whether  or  not, 
in  view  of  that  showing,  it  would  not  be  an  easy  matter  to  adjust  the 
purchases  such  as  your  mill  makes  to  a  60-day  period  in  futures? 

Mr.  Crosby.  At  the  close  of  navigation;  say,  December  1,  if  our 
mill  at  Buffalo  is  to  operate  continuously  and  economicsdly,  it  should 
have  in  sight  at  least  three-quarters  of  its  gi*ind  until  the  ice  goes 
out  of  the  lakes,  a  period  of  five  months.  Transportation  facilities 
make  it  extremely  difficult,  even  disregarding  the  question  whether 
lake  transportation  is  cheaper  than  rail,  to  keep  that  mill  supplied 
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with  wheat  evenly.  We  should  have,  for  the  benefit  of  both  the 
producer  and  the  consumer,  the  present  narrow  margin,  and  in 
order  to  have  that  we  should  have  those  stocks  of  wheat  in  Buffalo. 
Of  course,  we  might  have  flour  sales  against  them  to  a  certain  ex- 
tent, and  to  what  extent  a  60-day  limit  would  act  I  can  not  say. 
There  are  undoubtedly  stocks  of  wheat  carried  at  Buffalo,  but  on  a 
60-day  limit  that  mill  could  not  be  carried  on  properly. 

Answering  further,  we  find  great  difficulty  many  times  in  secur- 
ing wheat  at  Minneapolis  over  a  period  of  a  week  or  two  weeks, 
wheat  of  the  qualities  required.  The  receipts  as  shown  on  this 
statement  majr  indicate  it,  but  the  qualitjr  required  may  not  be  there 
at  all.  For  instance,  our  storage  facilities  at  Minneapolis  are,  ap- 
proximately, 3,250,000  bushels,  something  over  a  month's  run.  But 
it  is  necessary  to  have  bins  for  different  kinds  of  wheat  amounting 
to  700,000  bushels  in  order  to  draw  the  proper  mixture  at  the  rate  of 
126,000  bushels  a  day.    You  can  not  get  down  too  close. 

Say  there  is  a  stock  of  wheat  in  the  elevator.  Say  possibly  we 
have  2,000,000,  or  two  weeks'  grind  ahead  of  us.  And  say  that  is 
all  we  have  ahead  of  us.  Then  we  are  dependent  upon  this  flow, 
and  we  are  using  it  very  lar^ly.  But  if  we  are  compelled  to  use  it 
to  a  larger  extent  we  would  either,  it  seems  to  me,  have  to  curtail  our 
flour  sales  for  the  future  or  without  very  much  larger  terminal  facili- 
ties we  could  not  go  on,  and  we  would  not  fill  those  orders  unless 
at  higher  prices. 

Mr.  Dickinson.  Do  you  think  future  sales  are  reflected  back  to  the 
benefit  of  the  producer? 
Mr.  Ckosbt.  Absolutely. 

Mr.  Dickinson.  Do  you  think  that  the  evils  of  the  manipulator 
are  reflected  back  to  the  detriment  of  the  producer? 
Mr.  Crosbt.  Would  you  ask  that  question  again,  please  ? 
Mr.  Dickinson.  Do  you  think  that  the  effect  of  the  manipulator  on 
wheat,  on  accoimt  of  being  permitted  to  manipulate  under  the  fu- 
tures as  they  now  exist,  is  to  reflect  that  influence  back  to  the  benefit 
or  the  injury  of  the  producer  as  the  price  may  §o  up  or  down  ? 

Mr.  Crosby.  Let  me  see  if  I  can  make  a  distinction  there :  To  my 
mind  there  is  rather  a  hazy  distinction,  but  I  do  not  like  the  word 
**  manipulator."    As  to  speculator,  I  say  yes,  sir. 

Mr.  TiNCHER.  You  think  that  the  speculator  is  good  for  the  pro- 
ducer but  that  the  manipulator  does  not  hurt  them? 
Mr.  Crosby.  I  am  afraid  of  the  manipulator.    He  is  too  big. 
Mr.  TiNCHBR.  But  the  speculator  is  good  for  the  producer? 
Mr.  Crosby  (interposing).  I  think  ne  is  good  tor  both  the  pro- 
ducer and  the  consumer. 

Mr.  TiNCHER.  Then  you  think  the  manipulator  would  not  do  the 
producer  any  harm  ? 

Mr.  Crosby.  He  does  if  he  is  selling  wheat  at  these  low  prices, 
if  he  is  too  big  for  the  market. 

Mr.  TiNCHBR.  Have  you  ever  heard  any  name  used  in  connection 
with  the  manipulation  of  the  market  in  order  that  you  might  answer 
in  the  record,  but  not  as  a  charge  made  against  the  party  f 

Mr.  Crosby.  No,  sir;  what  I  have  is  only  some  newspaper  reports, 
that  is  all. 
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Mr.  TiNOHER.  While  there  have  been  a  good  many  trades  on  the 
board  of  trade  in  futures  you  do  not  know  the  names  of  the  parties 
who  have  made  them  ? 

Mr.  Crosby.  I  do  not  know  their  names  at  all. 

Mr.  TiNOHER.  I  just  wondered  if  there  was  some  one,  who,  at  least 
according  to  common  riunor,  had  been  reputed  to  have  made  pretty 
large  trades  in  futures  on  the  board  of  trade? 

Mr.  Crosby.  Of  course  I  try  to  find  that  Qut,  but  I  can  not  find  out. 

Mr.  TiNCHER.  There  is  a  mystery  surrounding  it  ? 

Mr.  Crosby.  The  man  never  gives  that  information  out. 

Mr.  TiNCHER.  You  represent  the  Washburn-Crosby  Milling  Co.? 

Mr.  Crosby.  Yes,  sir. 

Mr.  TiNCHER.  How  large  an  institution  is  it? 

Mr.  Crosby.  We  manufacture  from  40,000  to  50,000  barrels  of 
flour  a  day. 

Mr.  TiNCHER.  Are  there  larger  milling  concerns  than  yours? 

Mr.  Crosby.  I  do  not  know  of  them. 

Mr.  TiNCHER.  As  far  as  you  know  you  have  the  largest  milling 
concern  in  the  United  States  or  even  in  the  world  ? 

Mr.  Crosby.  I  think  so. 

Mr.  TiNCHER.  Some  man  suggested  here  the  other  day  a  mill  that 
made  250,000  barrels  a  day.  1  was  rather  laughed  to  scorn  when  I 
said  I  had  not  heard  of  it,  but  I  had  not  at  that  time.  You  have 
not  heard  of  that  mill  either,  have  you  ? 

Mr.  Crosby.  No,  sir;  I  never  heard  of  such  a  mill. 

Mr.  TiNCHER.  One  member  of  our  committee  seems  to  know  about 
it,  and  I  am  going  to  get  the  information  here  at  some  time  if  I  can. 
Mr.  Crosby,  as  the  direct  representative  of  the  largest  milling  con- 
cern in  the  world,  if  there  is  something  mysterious,  secretive,  con- 
cerning the  manipulation  of  the  grain  market  that  you  yourself 
are  unable  to  find  out  about  and  ascertain  the  truth  concerning,  you 
wouldn't  think  it  was  demagogic  or  wrong  for  the  representatives 
of  the  producer  of  wheat  to  try  to  find  out  something  about  it, 
would  you? 

Mr.  Crosby.  Certainly  not. 

Mr.  TiNCHER.  Did  you  ever  hear  Mr.  Armour's  name  mentioned 
in  connection  with  trades  in  wheat  futures? 

Mr.  Crosby.  Yes ;  and  we  have  bought  a  great  deal  of  wheat  from 
the  Armours. 

Mr.  TiNCHER,  They  trade  in  wheat  futures.  It  has  been  charged* 
though  I  do  not  charge  it  myself,  or  it  has  been  intimated,  that  they 
buv  futures  at  least. 

Mr.  Crosby.  Yes,  sir. 

Mr.  TiNCHER.  And  you  have  heard  it  intimated  that  they  go  on 
the  board  and  sell  short  for  the  purpose  of  affecting  the  market? 

Mr.  Crosby.  Those  statements  are  made,  of  course. 

Mr.  TiNCHER.  But  there  is  something  so  mysterious  concerning 
this  board  that  we  can  not  even  find  out  the  number  of  transactions 
or  the  volume  of  transactions  or  the  percentage,  or  what  you  and  I 
consider  the  unnecessary  and  detrimental  transactions,  as  compared 
with  the  necessary  and  beneficial  transactions;  isn't  that  true? 

Mr.  Crosby.  I  have  never  been  able  to  arrive  at  any  conclusion 
as  to  those  percentages. 

Mr.  TiNCHER.  I  think  that  is  all  I  wish  to  ask. 
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Mr.  DiCKiKBON.  The  speculator  trades  for  the  margin,  up  or 
down,  with  the  hope  of  securing  a  profit;  isn't  that  true? 

Mr.  Ckosbt.  Undoubtedly. 

Mr.  Dickinson.  Isn't  it  true  that  the  manipulator  differs  from 
the  speculator  in  the  fact  that  he  tries  to  bring  undue  pressure  to 
bear  to  influence  the  market,  either  up  or  down  ? 

Mr.  Crosby.  That  is  what  I  claim;  that  the  manipulator  brings 
undue  amounts  on  the  market,  amounts  that  under  the  conditions  ex- 
isting can  not  be  absorbed. 

Mr.  Dickinson.  And  in  that  way  he  is  detrimental  and  causes 
fluctuations  in  the  market  ? 

Mr.  Crosbt.  Yes^ir ;  very  violent  fluctuations. 

Mr.  Dickinson.  Would  he  be  barred  if  we  limited  futures  to  a  60- 
day  period? 

Mr.  Crosby.  I  think  he  would  be  in  the  market  all  the  more. 

Mr.  Dickinson.  Do  you  think  that  it  would  be  possible  that  the 
manipulator  could  bring  about  his  desired  result  if  ne  knew  that  he 
bad  to  deal  on  a  short-period  contract  ? 

Mr.  Crosby.  Yes,  sir. 

Mr.  Dickinson.  You  think  he  would  be  more  detrimental? 

Mr.  Crosby.  I  think  so.  I  have  been  given  the  stocks  of  coarse 
grain  in  Minneapolis,  and  recently  there  were  8,000,000  bushels  of 
oats  in  Minneapolis,  as  against  7,000,000  bushels  ox  wheat. 

Mr.  Wilson.  Getting  back  to  tne  manipulator :  He  also  holds  grain 
out  of  the  market,  to  the  verjr  neat  detriment  of  the  consumer  and 
makes  it  harder  for  you  to  get  it  1 

Mr.  Crosby.  Do  you  mean  by  buying  futures  and  not  oflfering  them 
for  sale? 

Mr.  WiMON.  Yes. 

Mr.  Crosby.  That  is  true,  I  think,  imdoubtedly. 

Mr.  Wilson.  That  tends  to  raise  the  price  of  grain,  doesn't  it  ? 

Mr.  Crosby.  Undoubtedly. 

Mr.  Wilson.  And  there  has  been  some  effort  along  that  line  and 
perhaps  to  a  very  ^eat  extent,  whereby  the  price  of  corn  and  wheat 
and  oats  has  materially  advanced,  has  there  not? 

Mr.  Crosby.  I  am  not  familiar  with  corn  and  oats. 

Mr.  WiifiON.  Well,  I  only  know  from  what  I  hear. 

Mr.  Crosby.  Of  course,  we  can  not  distinguish  the  underlying  rea- 
son why  wheat  goes  up  other  than  that  there  are  more  buyers  than 
sellers.  Whether  the  buyers  is  a  manipulator  or  a  trader  we  have  no 
knowledge. 

Mr.  Wilson.  You  have  no  knowledge  as  to  that,  but  you  do  know 
that  there  is  some  element  at  some  place  that  is  keeping  the  grain 
from  the  market  and  that  that  causes  a  rise  in  the  price,  does  it  not  ? 

Mr.  Crosby.  There  is  no  question  about  that,  sir. 

The  Chairman.  Will  you  state  the  number  of  grades  deliverable  on 
a  contract  at  the  Minneapolis  Exchange  or  Chamber  of  Commerce? 

Mr.  Crosby.  Nine  grades  of  wheat  at  the  present  time. 

The  Chairman.  There  is  dark  northern,  1,  2,  and  3;  northern 
spring,  1,  2, 3 ;  and  red  northern,  1,  2,  and  3 ;  nine  altogether? 

Mr.  Crosby.  Yes,  sir. 

The  Chairman.  Are  there  fixed  differences  or  commercial  differ- 
ences ? 
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Mr.  Crosby.  The  differences  are  fixed  differences,  the  contract 
grade  being  No.  2  Red  Spring. 

Future  spring  wheat  contracts  in  the  Minneapolis  Chamber  of  Commerce. 


Applications. 

Premium  or 
disooont. 

Applications. 

Premium  or 
disooont. 

No.  1  Dark  Northern  Spring. . 

No.  1  Northern  Spring 

No.  1  Red  Spring 

None. 
Do. 
Do. 
Do. 

No.  2  Northern  Spring. 

No.  3  Dark  Northern  Spring.. 
No.  3  Northern  Spring 

None. 

5  oents  discount. 
Do. 

No.  2  Dark  NorChem  Spring. . 

No.  3  Red  Spring* T 

Do. 

The  Chairman.  A  fixed  difference  of  5  cents? 

Mr.  Crosht.  Yes. 

The  Chairman.  What  is  the  difference  at  Chicago? 

Mr.  Crosby.  Eight  cents. 

The  Chairman.  There  is  a  difference  then  of  3  cents  between 
Minneapolis  and  Chicago? 

Mr.  Crosby.  Yes,  sir ;  3  cents  on  the  spring  wheat  grades. 

The  Chairman.  How  do  you  figure  the  difference  as  compared 
with  the  actual  commercial  difference? 

Mr.  Crosby.  It  is  very  wide. 

The  Chairman.  What  is  the  commercial  difference  to-day? 

Mr.  Crosby.  May  I  submit  the  ranges  in  price,  because  there  is  a 
range  of  many  cents  in  these  three  grades,  and  if  I  may  submit  a 
statement,  I  would  like  to  do  it,  over  a  period,  as  I  believe  that  would 
be  more  satisfactory  to  you,  and  I  know  it  would  be  to  me? 

The  Chairman.  Can  you  submit  a  statement  giving  those  differ- 
ences? 

Mr.  Crosby.  Yes,  sir ;  and  then  they  will  be  accurate. 

The  Chairman.  The  committee  will  be  glad  to  have  you  do  it.  If 
you  will  kindly  submit  the  statement  later  it  will  be  printed  imme- 
aiately  following  your  testimony.  ^ 

As  a  miller  would  you  prefer  fixed  differences  or  to  follow  com- 
mercial differences;  that  is,  would  you  rather  have  the  difference 
fixed  by  the  exchange  or  one  fixed  by  a  disinterested  party? 

Mr.  Crosby.  May  I  reply  to  that  by  citing  a  discussion  on  the 
matter  ? 

The  Chair3ian.  You  may. 

Mr.  Crosby.  We  had  a  very  interesting  discussion  on  that  this 
summer  in  our  own  mill.  Of  course,  the  desirable  feature  in  these 
futures  would  be  a  commercial  discount  arrived  at  carefully  and 
fairly  to  all  sides.  But  the  difficulty  in  establishing  that  commer- 
cial discount  is  that  your  future  contracts  nm  over  a  long  period; 
and  the  commercial  discount  at  the  time  of  delivery,  at  the  time 
when  the  price  would  be  fixed,  might  be  in  relation  at  the  time  the 
trade  was  made.  If,  for  instance,  in  August,  just  as  the  crops  are 
changing  from  the  old  to  the  new,  and  wheat  has  not  been  on  the 
market,  the  relationship  between  1,  2,  and  3  is  known  to  no  one. 
There  may  be  a  discount  of  2  or  3  cents,  or  there  may  be  a  discount 
of  10  or  15  cents,  depending  upon  the  different  characteristics.  Then, 
if  the  miller  buys  his  future  contract,  figuring  on  the  discounts 
existinj^  at  that  time,  and  sells  flour  for  quite  deferred  delivery, 
after  Christmas,  say,  when  the  difference  in  discounts  might  have 
been  established,  if  there  were  a  wide  range  in  those  discounts  he 
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would  have  to  figure  on  that  in  his  selling  price.  They  might  narrow 
or  widen  out.  And  I  think  more  so  would  it  affect  your  terminal 
men.  He  buys  wheat,  puts  it  away,  and,  say,  he  buys  3  northern,  in 
order  to  make  an  attractive  market  he  should  be  induced  to  trade  on 
a  narrow  margin ;  but  if  he  buys  wheat  on  one  basis,  and  then  when 
he  delivers,  three  months  later,  the  commercial  discoimts  have 
changed,  he  has  lost  his  profits.  He  will  have  to  figure  on  that  in 
his  buying,  and  will  thereiore  likely  buy  less.  Every  time  you  insert 
an  uncertainty  your  buyer  always  sees  that  uncertainty  when  he  bids. 

The  Chairman.  Buying  futures  is  an  uncertainty  in  that  there 
is  a  good  deal  of  chance  taken — by  both  parties.  It  is  speculation, 
unless  you  buy  for  actual  use.  Why  should  not  one  take  the  chance 
of  the  spread  as  well  on  the  falling  as  on  the  rising  price  ? 

Mr.  Crosby.  He  would.  And  I  think  many  mills  like  ourselves, 
that  figure  as  close  as  possible,  believe  that  tne  more  uncertainties 
you  diminate  the  closer  we  will  figure. 

The  Chairman.  In  buying  wheat  for  future  delivery  you  would 
take  no  chance,  in  that  you  would  turn  around  and  sell  it  alter  taking 
it  over? 

Mr.  Crosby.  Yes,  sir. 

Mr.  HuijrNGS.  I  may  be  a  little  slow  and  stupid  about  one  matter, 
and  it  seems  to  me  it  is  a  very  important  one:  I  had  admired  this 
gentleman's  lucidity  and  intelligence  as  shown  by  his  answers,  and  it 
seems  to  me  that  he  insists  that  the  speculative  market,  the  ordinary 
operations  in  the  grain  pit,  are  necessary  to  give  his  business  an 
existence. 

Mr.  Crosby.  No,  sir ;  I  do  not  say  that — at  least,  I  do  not  wish  to 
be  so  understood. 

Mr.  HuLiNOS.  Well,  it  is  a  necessary  thing.  You  could  not  run 
your  business  unless  it  were  done? 

Mr.  Crosby.  No,  sir. 

Mr.  Hui-iNGS.  Then  you  must  buy  or  sell  futures  in  order  to  insure 
Tour  operations :  isn't  that  true  ? 

Mr.  Crosby.  No,  sii\ 

Mr.  HtruNGS.  Then  you  do  not  think  the  future  market  is  essential 
in  vour  business? 

Mr.  Crosby.  I  think  it  is  essential  but  unnecessary,  if  there  can  be 
that  distinction.    We  could  not  buy  the  wheat  and  stand  on  it. 

Mr.  HuLiNGS.  Well,  I  confess  that  I  do  not  very  well  understand 
that  distinction.  But^  at  any  rate,  do  you  think  that  if  these  people 
in  this  room  were  sitting  aroiuid  and  looking  at  a  blackboard,  which 
is  the  case  in  any  one  of  a  thousand  towns  in  the  United  States,  and 
^ere  betting  on  what  the  next  quotation  wUl  be,  it  is  a  necessary  and 
essential  function  of  the  trade? 

Mr.  Crosby.  Well,  sir,  if  the  farmer  in  Minnesota  ^vanted  to  sell 
some  wheat,  and  this  group  of  gentlemen,  and  other  groups  like 
them,  were  buying,  and  there  were  no  other  sellers,  they  would  be  an 
adjunct  to  the  market. 

Mr.  HuiJNGS.  You  doubtless  understand  how  it  is  run,  because 
everybody  knows.   These  shops  may  be  found  in  almost  every  town. 

Mr.  Crosby.  Oh^  I  don^t  hold  any  brief  for  those. 

Mr.  HuuNos.  No ;  and  I  am  not  asking  you  that.  But  I  am  asking 
whether  you  think  the  operation  of  those  concerns  all  over  the  country 
mean  the  exercise  of  a  proper  and  essential  function  of  trade? 


364  FUTURE  TRADING. 

Mr.  Crosby.  Well,  I  will  answer  it  in  this  way :  If  we  knew,  or 
if  it  could  be  found  out,  what  percentage  such  trades  bear  to  the  total 
trades,  then  you  could  say  whether  they  are  an  advantage  or  not. 

Mr.  HuLiNos.  It  has  been  said  that  tne^  bear  the  relation  of  about 
1  to  14,  or  that  there  is  about  fourteen  tunes  as  much  stuff  actually 
bought  and  sold  where  thev  do  not  expect  to  receive  or  deliver  any- 
thing as  is  represented  by  the  actual  commodity.  Now,  the  point  that 
I  make  is  this :  If  all  this  paraphernalia  of  trade  that  you  nnd  in  the 
grain  exchange  is  necessary— or,  if  not  all  of  it  is  necessary,  if  a  largre 
part  of  it  is  essential  to  the  proper  conduct  of  the  flour  business  or 
the  grain  business — why  is  it  confined  to  that  business  and  not  ex- 
tended to  the  men  who  buy  the  raw  material  and  make  shoes?  They 
do  not  have  to  go  into  the  market  and  sell  shoes  on  futures.  Or,  why 
is  it  not  necessary  to  the  proper  conduct  of  the  lumber  business,  or  the 
coal  business  ?  They  are  not  necessarily  carried  on,  as  I  understand, 
in  that  way.  I  can  not  understand  why  it  is  so  necessary  to  keep  up 
these  grain  and  cattle  exchanges  alone,  and  the  cotton  exchanges, 
when  the  bulk  of  the  business  of  the  country  is  practically  the  same 
thing — ^that  of  buying  the  raw  material  and  manufacturing  it  into 
finished  product  and  selling  it.  Why  is  it  not  necessary  to  do  it  with 
them  ?    And  why  is  it  necessary  to  oe  done  in  the  grain  business  ? 

Mr.  Crosby.  The  margins  of  profit  are  entirely  (hfferent.  I  think 
it  is  undoubtedly  true  that  we  could  eliminate  futures  entirely,  and 
we  as  millers  need  not  go  out  of  business.    But 

Mr.  HuLiNGS  (interposing).  Look  at  the  margins  now  between  the 
prices  that  you  get  at  your  mill  and  what  I  have  to  pay  when  I  buy 
flour. 

Mr.  Crosby.  That  goes  to  the  distributors. 

Mr.  HuuNGS.  It  is  absurd  and  ridiculous.  It  does  not  seem  that 
the  grain  exchanges  are  helping  me  out  in  that  regard? 

Mr.  Crosby.  Of  course,  we  have  got  to  get  back  to  normal  con- 
ditions. We  have  had  tremendous  breaks  in  commodities,  in  shoes, 
and  aU  other  things. 

Mr.  TiNCHBR.  xou  say  there  has  been  a  break  in  the  price  of 
shoes? 

Mr.  Crosby.  In  everything,  leather,  and  shoes. 

Mr.  TiNCHER.  We  have  not  felt  it  much  when'  we  were  buving 
shoes. 

The  Chairman.  That  is  all  I  believe.  We  are  grateful  to  you  Mr. 
Crosby. 

Mr.  Crosby.  I  thank  you  gentlemen. 

(The  following  are  the  requested  closing  prices  for  Wednesday, 
January  12,  1920,  in  the  Minneapolis  market : ) 

No.  1  Dark  Northern  Spring $1. 91i-41.  9.5i 

No.  2  Dark  Northern  Spring ^., ^  1.  STf-  1.  92i 

No.  3  Dark  Northern  Spring 1. 801-  1.  a<ij 

No.  1  Northern  Spring , 1. 87f-  1.  92^ 

No.  2  Northern  Spring — ^_, , 1. 84i-  1.  SSJ 

No.  3  Northern  Spring ^ 1. 79^-  1.  S4\ 

No.  1  Red  Spring . — ^_, 1.  84i-  1.  .S7| 

No.  2  Red  Spring 1.  80i-  1.  84} 

No.  3  Red  Spring , , 1. 75^-  1,  81} 

The  Chairman.  We  will  now  hear  the  next  witness. 
Mr.  Harij^n.  I  would  like  to  be  heard. 

The  Chairman.  Kindly  give  your  name,  place  of  residence,  and 
your  business  to  the  reporter. 
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STATEMENT  OF  HB.  H.  V.  HABLAN,  OF  THE  MINNEHAHA  NA- 
TIOHAL  BANE,  SIOTTX  FALLS,  S.  DAE.,  BEPBESENTINO  THE 
SOUTH  DAEOTA  BANEEBS'  ASSOCIATION. 

Mr.  Hahlan.  Mr.  Chairman  and  gentlemen,  the  South  Dakota 
Bankers'  Association  are  interested  in  this  matter  for  the  reason  that 
tbej  are  largely  a  grain-producing  and  agricultural  State.  We  are 
just  now  passing  through  some  very  dark  days  in  the  Northwest,  for 
reasons  you  are  all  acquainted  with,  and  our  agricultural  interests  have 
been  refraining  from  shipping  or  marketing  any  grain.  We  believe 
that  the  time  ox  marketing  is  now  about  to  be  resimied,  and  if  we  have 
no  serious  disturbance  or  abrupt  changes  in  our  marketing  machin- 
ery, we  will  have  a  chance  to  get  along,  and  if  we  do  have  some  great 
change  made  we  will  have  a  much  worse  condition  to  ensue  than  we 
have  just  gone  through. 

Nearly  aU  our  neighboring  States  to  the  north  and  west  have  had 
many  serious  troubles  in  connection  with  the  banking  business,  many 
banks  having  closed,  which  condition  we  have  avoided  in  South  Da- 
kota, and  we  believe  if  there  are  no  serious  changes  in  our  marketing 
machinery  that  we  will  have  relief  very  shortly.  We  believe  that  the 
present  marketing  ^stem,  while  it  has  its  abuses  and  no  doubt  things 
should  be  corrected,  yet  there  is  nothing  more  constructive  being 
offered  at  this  time.  I  believe,  gentlemen,  that  constitutes  the  atti- 
tude of  the  South  Dakota  bankers. 

The  Chairman.  Any  questions? 

Mr.  TiNCHER.  You  say  there  is  nothing  constructive  oflfered  at  this 
time.  What  bills  have  you  read  that  are  pending  before  the  com- 
mittee? 

Mr.  Harlan.  I  am  not  familiar  with  the  bills. 

Mr.  TiNCHER.  You  are  just  willing  to  take  a  chance  in  saying  they 
are  not  constructive,  are  you? 

Mr.  HarIjAN.  Well,  I  do  not  wish  to  be  understood  as  offering  any 
criticism. 

Mr.  Tinchbr.  Well,  you  are  testifying  for  the  information  of  a 
congressional  committee,  and  jrou  say,  as  a  part  of  your  testimony, 
that  there  is  nothing  constructive  in  your  jud^ent  pending  before 
the  committee.  I  understand  that  you  are  willing  to  have  that  state- 
ment go,  even  though  you  have  not  read  any  of  the  measures  that  are 
pending  before  the  committee? 

Mr.  Harian.  Yes. 

Mr.  Tinchbr.  What  exchanges  have  you  membership  in,  if  any  ? 

Mr.  Harian.  I  have  not  a  memberslup  in  any  exchange. 

Mr.  Ttncher.  What  bank  are  you  connected  with  ? 

Mr.  Harlan.  With  the  Minnehaha  National  Bank. 

Mr.  TiNcaarajR.  How  large  a  bank  is  that? 

Mr.  Harian.  With  deposits  of  about  $2,600,000. 

Mr.  TiNOHER.  Where  is  your  corresponaent? 

Mr.  Harian.  In  Chicago,  do  you  mean,  or  what  other  point? 

Mr.  Tinchbr.  Anywhere? 

Mr.  Harian.  In  Chicago  we  have  the  Continental  and  the  Com- 
mercial. 

Mr.  Tinchbr.  Have  you  any  correspondent  in  Minneapolis?. 

Mr.  Harian.  The  First  National  Bank  of  Minneapoliis. 

Mr.  Tinchbr.  Are  you  acquainted  with  the  grain  dealers  in  Minne- 
apolis? 
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Mr.  Harlan.  I  am  not. 

Mr.  TiKCHER.  Have  you  attended  any  meetings  in  Minneapolis? 

Mr.  Harlan.  No,  sir. 

Mr.  TiNCHER.  What  was  the  occasion  of  your  trip  down  here? 

Mr.  Harlan.  I  was  delegated  by  the  executive  committee  of  the 
tSouth  Dakota  Bankers'  Association.  I  might  also  sa^  that  I  am 
interested  in  some  country  banks.  We  have  had  occasion  to  make 
considerable  loans  to  a  great  many  country  banks,  and  to  those 
country  banks  particularly  at  the  grain-moving  time. 

Mr.  TiNCHBR.  Isn't  gram  moving  now  ? 

Mr.  Harlan.  It  is  just  about  to  start. 

Mr.  TiNCHBR.  What  do  you  mean — ^that  they  have  just  been  thresh- 
ing? 

Mr.  Harlan.  In  our  section  of  South  Dakota  there  is  very  little 
wheat.  It  is  largely  com.  It  has  just  begun  to  move.  We  make 
considerable  loans  to  those  country  banks,  and  if  they  do  not  have 
some  means  of  protecting  themselves  in  buying  grain,  we  do  not  feel 
that  we  could  extend  loan  accommodations  to  those  banks. 

Mr.  TiNGHER.  Do  you  mean  that  the  banks  of  South  Dakota  buy 
grain,  the  smaller  banks? 

Mr.  Harlan.  They  do  not  buy  grain,  but  they  finance  buyers,  the 
cooperative  shipping  associations. 

Mr.  TiNGHER.  The  cooperative  shipping  associations  do  not  sell 
futures,  do  they? 

Mr.  Harlan.  They  have  to  sell  when  they  buy  or  else  they  are  in 
a  very  hazardous  business. 

Mr.  TiNCHER.  Can  you  name  a  cooperative  concern  in  your  State 
that  sells  futures? 

Mr.  Harlan.  As  a  matter  of  a  hedge  I  believe  it  is  termed,  when 
they  sell. 

Mr.  TiNGHER.  Can  you  name  one  that  sells  futures,  as  a  matter  of 
hedge,  one  cooperative  concern  in  the  whole  State  that  you  come 
from? 

Mr.  Harlan.  Well,  I  am  not  interested  in  the  management  of 
those  concerns.  I  would  hate  to  attempt  to  point  them  out.  But  I 
understand  that  the  practice  is  general. 

Mr.  TiNGHER.  I  would  like  to  know  about  it.  My  understanding 
is  that  not  one  of  them  sells  futures  as  a  matter  of  hedge.  Your 
understanding  is  another  thing,  and  we  ought  to  find  out  which  is 
right,  and  I  oo  not  know  which  is  right. 

mr.  Harlan.  No;  but  I  have  talked  with  a  number  of  grain  men, 
and  I  understand  that  the  practice  is^neral. 

Mr.  TiNGHER.  What  gram  men  in  South  Dakota  connected  witb  a 
cooperative  institution  told  you  that  his  institution  sold  futures  as 
a  matter  of  hedge? 

Mr.  Harij^n.  Well,  I  did  not  anticipate  that  you  wanted  any  par- 
ticular names. 

Mr.  TiNGHER.  Certainly,  if  it  is  true,  the  name  will  not  hurt  any- 
thing, because  it  must  be  a  practice  that  they  are  proud  of  and  warit 
to  keep  up  if  they  are  engaged  in  it.  I  do  not  think  they  are  seUin^ 
futures  as  a  matter  of  hedging,  but  if  it  is  true  they  ought  to  teU 
us  and  not  ask  us  to  deny  me  proposition  and  not  have  their  names 
connected  with  it 

Mr.  Harlan.  If  they  buy  grain  and  do  not  hedge  it  is  a  verv 
hazardous  proposition. 
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Mr.  TiNCHER.  They  have  their  bids  for  grain  every  morning.  Do 
you  know  of  any  bank  in  the  State  of  South  Dakota  that  loans  a 
man  money  in  the  country  who  is  gambling  on  the  board  of  trade? 

Mr.  Harlan.  No,  sir. 

Mr.  TiNCHER.  They  won't  do  it,  will  they? 

Mr.  Haruln.  No,  sir. 

Mr.  TiNCHER.  Still  you  want  us  to  continue  these  gambling  in- 
terests, and  you  are  afraid  that  if  we  interfere  it  will  hurt  your 
banking  business  in  South  Dakota. 

Mr.  Harlan.  We  are  not  trying  to  jjrotect  the  gambling  features 
at  all.    We  want  to  help  the  farmers'  situation. 

Mr.  TiNCHER.  That  is  what  we  are  after.  The  only  bills  pending 
before  this  committee  are  bills  to  prevent  gambling  in  futures. 

Mr.  Harlan.  Yes,  sir.    , 

Mr.  TrNCHBR.  Won't  you  change  your  statement  that  there  is 
nothing^constructive  here? 

Mr.  Harlan.  All  right. 

Mr.  Wilson.  I  thought  you  had  read  all  of  the  bills  when  you 
made  your  statement? 

Mr. "Harlan.  No,  sir;  we  have  a  practical  grain  man  as  a  member 
of  our  committeejand  he  will  tell  you  about  that. 

Mr.  TiNCHER.  What  you  are  amiid  of  is  that — ^if  we  pass  a  law 
outlawing  certain  features  of  the  exchanges — certain  practices  fol- 
lowed at  the  present  dealing  in  grain,  that  it  will  hurt  marketing 
conditions,  and  hurt  the  people  out  in  your  country  ? 

Mr.  Harlan.  Yes,  sir. 

Mr.  TiNCHER.  The  reason  you  got  scared  about  that  and  came  to 
Washington  was  because  of  certain  propaganda  that  got  out  in 
your  State  to  the  bankers.  How  did  you  first  learn  that  these  bills 
were  pending? 

Mr.  Harlan.  I  can  not  tell  you  that.  I  am  delegated  hj  the  execu- 
tive committee  of  the  South  Dakota  Bankers'  Association  to  come 
here. 

Mr.  Tenoher.  I  wondered  what  kind  of  letters  have  been  gotten 
oat.  I  do  not  think  that  any  member  of  the  committee,  who  nad  a 
bill  pending,  could  have  written  you  a  letter  to  scare  you  about  it? 

Mr.  Harlan.  No,  sir. 

Mr.  Ttnoher.  Your  idea  is  that  if  we  pass  a  law  to  prevent  future 
selling  of  this  grain  it  will  hurt? 

Mr.  Harlan.  We  believe  that  we  should  have  a  market  to  sell  this 
grain  for  future  delivery.  In  South  Dakota  the  railroad  facilities 
are  not  always  the  best— f^tonn  conditions  prevent  immediate  ship- 
ment and  dehvery. 

Mr.  TtNCHER.  I  will  ask  the  clerk  of  the  committee  to  give  me  a 
copy  of  my  bill,  and  I  think  I  can  get  this  witness  to  indorse  it. 

Mr.  Ha^rlan.  When  I  said  that  I  understood  that  nothing  con- 
structiye  had  been  offered,  I  really  meant  to  say  until  something 
constructive  has  been  offered. 

Mr.  TiNCHER.  I  want  to  say  to  you  that  it  would  be  rather 
hard  on  the  congressional  district  that  I  represent  if  we  did 
anything  to  destroy  the  grain  market.  You  think  it  would  be 
aD  right  if  the  law  allowed  the  seller  at  the  time  he  made  a  contract 
of  sale,  though  he  was  not  the  owner  of  the  physical  property,  to 
hedge  to  the  extent  of  three  times  the  property  he  is  allowed  to 
hedge  on  or  would  you  want  more  than  that? 
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Mr.  Harlan.  I  should  say  that  three  times  would  be  ample. 

Mr.  TiNCHER.  That  is  what  one  of  the  bills  pendinff  here,  intro- 
duced on  the  6th  day  of  December,  provides.  Now,  Mr.  Harlan,  if 
you  will  take  this  bill  and  without  too  much  consultation  with  some 
of  your 

Mr.  Harlan  (interposing).  Do  you  mean  do  it  myself? 

Mr.  TiNCHER.  Yes;  and  go  over  it  carefully,  I  think  you  will  in- 
dorse it. 

Mr.  Harlan.  All  right.  I  want  to  say  that  Mr.  Sharp,  who  is  a 
member  of  this  conmiittee,  will  tell  you  more  about  that  matter  than 
I  can. 

Mr.  TiNCHER.  Well,  I  am  not  so  much  afraid  of  Mr.  Sharp  by 
name  as  I  am  of  somebody  who  is  rather  sharp  other  than  by  name. 

Mr.  Harlan.  All  right. 

Mr.  McLaughlin  of  Michigan.  You  have  said  that  there  are  some 
abuses  that  ought  to  be  corrected.  Will  you  point  out  the  abuses 
that  you  think  ought  to  be  corrected  ? 

Mr.  Harlan.  Well,  I  had  reference  to  this  manipulation  and  run- 
ning of  what  we  call  laree  corners,  that  are  purely  gambling. . 

Mr.  McLaughlin  of  Michigan.  Is  that  all  you  can  say  by  way  of 
describing  what  they  are  ? 

Mr.  Harlan.  Yes;  I  am  familiar  with  them  only  by  newspaper 
accounts.    I  am  not  a  grain  man  myself. 

Mr.  McLaughlin  of  Michigan.  And  they  should  be  corrected? 

Mr.  Harlan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Have  you  a  remedy  to  suggest? 

Mr.  Harlan.  No,  sir.    It  is  up  to  you  gentlemen  to  find  out. 

Mr.  McLaughlin  of  Michigan.  You  are  right  there,  and  you  seel 
the  abuses,  and  you  are  affected  by  them.  Has  any  remedy  ever  sag-| 
gested  itself  to  you  ? 

Mr.  Harlan.  No,  sir ;  that  is  an  economic  matter  I  would  hate  to 
give  an  opinion  upon.    You  have  economic  experts  who  can  testify. 

Mr.  McLaughlin  of  Michigan.  That  is  a  pretty  hard  nut  for  us  td 
crack.  You  are  a  banker  dealing  with  these  matters,  and  are  also 
interested  in  the  welfare  of  the  producers  and  dealers  out  there.  I| 
you  have  no  remedy,  and  if  Mr.  Washburn,  who  represents  th^ 
largest  milling  concern  in  the  world,  says  the  abuses  exist  but  he  can 
not  describe  tnem,  and  has  no  remedy  to  suggest  for  them,  it  must 
be  a  pretty  difficult  matter  for  this  committee  to  know  what  they  ar^ 
or  to  find  a  remedy,  dont  you  think? 

Mr.  Harlan.  Practical  grain  men  with  whom  I  have  talked  abon^ 
that  matter,  and  who  understand  that  better  than  I  do,  say  thes^ 
things  will  creep  in  and  that  a  certain  amount  of  speculation  vrill 
follow  the  business.  But  it  is  going  to  do  that  with  an  open  and  free 
market. 

Mr.  McLaughlin  of  Michigan.  That  is  all. 

Mr.  HuLiNGS.  I  would  like  to  ask  if  you  think  that  these  ware^ 
houses  all  around  the  country,  where  men  are  sitting  around  bating 
on  the  market,  perform  a  valuable  function? 

Mr.  Harlan.  These  bucket  shops! 

Hr.  Httungs.  They  do  not  call  them  bucket  shops,  but  wire  houses 
because  they  say  they  send  their  orders  to  an  exchange  and  have  then] 
executed  there. 

Mr.  Harlan.  I  can  not  tell  you  about  that. 
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Mr.  HuuNGS.  I  take  it  that  a  very  lar^e  proportion  of  the  trans- 
actions made  on  the  exchange  every  day  is  the  assembling  of  those 
orders.  If  they  do  not  perform  a  valuable  function  in  the  trade 
what  is  the  use  of  enticing  those  men  away  from  their  own  business, 
to  sit  aroimd  a  blackboard  gambling  on  the  market ;  if  they  perform 
no  valuable  function  why  shouldn^  that  be  abolished? 

Mr.  Harlan.  Well,  that  is  a  matter  I  don't  think  I  would  be  capa- 
ble of  passing  an  opinion  on.    It  is  a  matter  for  your  committee. 

Mr.  HuiiiKGS.  You  do  think,  however,  that  they  do  not  perform  a 
valuable  function  in  the  trade? 

Mr.  HawtiAN.  In  our  banks  we  do  not  loan  any  money  for  tliat 
purpose.    But  we  loan  money  for  the  moving  and  handling  of  grains. 

Mir.  HuLiNGS.  That  is  just  one  of  the  things  that  creeps  in? 

Mr.  HarTjAn.  Tes,  sir. 

Mr.  HuuNGs.  I  have  heard  about  the  camel  that  got  his  head  imder 
the  tent,  and  he  kept  creeping  in  until  he  was  all  through.  So  I 
think  a  very  large  proportion  of  these  transactions  on  the  exchange 
have  their  sources  just  in  that  way  and  probably  result  in  the  same 
way. 

Mr.  MoLaughuk  of  Michigan.  Perhaps  I  misunderstood  what 
you  said  in  one  respect.  You  said  that  your  bank  and  the  bankers 
of  your  State  were  unwilling  to  loan  money  to  men  who  were  deal- 
ing in  futures;  is  that  a  fact! 

Mr.  HartiAN.  We  would  not  loan  money  for  the  purpose  of  purely 
buying  futures.  We  loan  money  to  elevator  concerns  and  to  actual 
buyers  of  grain  where  we  know  they  are  protected  and  we  are  pro- 
tected either  by  their  own  assets  or  by  hedging. 

Mr.  McLaughun  of  Michigan.  Do  you  bankers  make  inquiry 
as  to  what  a  man  wants  money  for,  and  particularly  to  know  he  has 
this  stuff  to  deliver,  and  just  what  the  nature  of  the  transaction  is? 

Mr.  HarTiAn.  Yes ;  we  want  to  know  where  our  money  is  going, 
the  purpose  of  it,  and  how  we  are  protected. 

liur.  McLaughun  of  Michigan.  And  if  the  manager  of  one  of  your 
cooperative  associations  tells  you  that  he  has  found  it  necessary  to 
hedge,  you  consider  that  a  protection  to  hun  and  that  he  is  a  safer 
borrower? 

Mr.  Harlan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  That  is,  from  your  end  of  the 
transaction? 

Mr.  £Urlak.  Yes,  sir.  He  can  buy  that  grain  on  a  much  closer 
margin  if  he  has  sold  it,  and  he  is  removed  from  the  hazardous 
class. 

Mr.  McLAUGHiiiK  of  Michigan.  Do  you  think  that  those  men  con- 
nected with  the  cooperative  associations,  whose  transactions  you 
approve,  could  carry  on  their  business  as  they  do  unless  there  was 
somebody  or  a  large  number  of  somebodies  to  take  the  other  end  of 
their  traJisactions,  men  who  have  not  the  goods  to  deliver  ? 

Mr.  Harlan.  Tiiat  they  would  be  better  risks,  do  you  mean  ? 

Mr.  McLaughlin  of  Michigan.  No.  As  to  these  men  who  make 
these  hedges  in  the  manner  that  you  would  cmisider  all  right,  do  you 
think  they  could  carry  on  their  business  unless  there  were  a  large 
number  of  men  ready  to  take  the  other  end  of  the  transaction,  men 
who  are  not  handling  the  actual  grain  itself? 

Mr.  Harlan.  I  do  not  believe  they  could. 
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Mr.  McLaughlin  of  Michigan.  In  your  judgment,  is  it  necessary 
to  have  a  board  of  trade  where  men  carry  on  this  business 

Mr.  Harlan  (interposing) .  Well,  there  must  be  buyers. 

Mr.  McLaughlin  of  Michigan.  Speculators? 

Mr.  Harlan.  They  may  be  termed  such. 

Mr.  McLaughlin  of  Michigan.  Manipulators  and  gamblers? 

Mr.  Harlan.  I  do  not  think  they  are  that. 

Mr.  McLaughlin  of  Michigan.  Where  do  you  stop? 

Mr.  Harlan.  I  have  heard  your  discussion  here  and  it  is  a  hard 
matter  to  discriminate  between  the  speculator  and  the  actual  bu^rer. 

Mr.  McLaughlin  of  Michigan.  You  can  not  offer  any  definition 
that  would  distinguish  the  speculator  from  the  gambler  or  the  manip- 
ulator from  the  speculator,  can  you? 

Mr.  Harlan.  Well,  I  think  a  milling  concern  trying  to  protect  its 
flour  sales 

Mr.  McLaughlin  of  Michigan  (interposing).  No;  we  ai'e  now  at 
the  other  end  of  the  transaction. 

Mr.  Harlan.  I  would  hate  to  try  to  give  you  any  idea  of  the  defini- 
tion between  the  two. 

Mr.  McLaughlin  of  Michigan.  You  think  there  is  no  element  of 
gambling  or  speculation  in  the  transaction  of  the  miller  who  hedges 
to  protect  his  business? 

Mr.  Harlan.  No;  I  would  not  call  that  speculation  or  gambling. 
I  would  call  it  safeguarding. 

Mr.  Hulings.  But  the  man  who  takes  the  other  end  of  that  deal, 
would  you  lend  him  money  outside  of  his  own  personal  responsibility 
and  assets? 

Mr.  Harlan.  There  would  come  in  the  large  city  banking  that  we 
are  not  familiar  with.  It  is  the  producer  and  the  country  shipper 
that  we  are  interested  in. 

Mr.  Hulings.  You  would  lend  money  to  the  elevator  man  if  he  sold 
futures  to  protect  himself  in  the  purchase,  and  you  would  consider 
him  a  better  risk? 

Mr.  Harlan.  Yes;  if  he  had  sold  that  grain  as  soon  as  he  bought 
it  and  knew  himself  to  be  protected. 

Mr.  Hulings.  But  you  would  not  a^ee  to  finance  a  man  who  took 
the  other  end  of  that  deal  and  agreed  to  pay  it  where  you  knew  he 
was  not  handling  the  real  stuff? 

Mr.  Harlan.  I  do  not  think  so ;  no,  sir ;  not  by  any  means. 

Mr.  McLaughlin  of  Michigan.  This  grain  dealer  whose  transac- 
tions you  have  mentioned  and  which  you  think  are  all  right,  whei^ 
he  makes  a  hedge,  if  that  is  the  right  expression,  that  man  has  no 
idea,  has  he,  of  deliverinff  on  that  hedge? 

Mr.  Harlan.  He  has  the  cash  grain  in  his  elevator. 

Mr.  McLaughlin  of  Michigan.  But  he  does  not  intend  to  deliver^ 
that  to  the  man  with  whom  he  has  the  hedge  ? 

Mr.  Harlan.  He  sells  the  cash  grain  ana  discharges  the  hedge,  ox 
takes  it  up. 

Mr.  McLaughlin  of  Michiffan.  That  is.  he  settles  in  money  with 
the  man  with  whom  he  has  the  hedge.  Therefore  it  is  not  a  grairj 
transaction  between  those  two  men,  is  it? 

Mr.  Harlan.  It  is  an  insurance  feature  by  which  to  protect  himself  I 

Mr.  McLaughun  of  Michi^n.  It  is  not  a  grain  transaction  be' 
tween  those  two  gentlemen,  is  it? 
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Mr.  Hablan.  No;  really  it  is  an  insurance  feature. 

Mr.  McLaughlin  of  Michigan.  I  say,  it  is  not  a  grain  transaction, 
is  iL  really  ? 

Mr.  Hablan.  It  is  incident  to  the  handling  of  his  grain. 

Mr.  McLatjghun  of  Michigan.  My  questions  may  not  be  relevant 
or  all  that  they  ought  to  be,  but  I  am  trying  to  get  some  information 
for  myself  as  to  the  difference  between  the  two  transactions,  the  one 
le^timate  and  the  other  improper,  how  they  can  be  distinguished  or 
differentiated ;  aiid  how,  possibly,  we  can  find  a  remedy — that  is,  by 
way  of  eliminating  the  improper  transactions.  You  hesitate  to  ex- 
press an  opinion  on  these  thmgs  or  to  give  a  definition  because  of  your 
lack  of  experience? 

Mr.  Harlan.  I  am  not  experienced  in  the  grain  business  at  all. 

Mr.  McLaughun  of  Michigan.  Some  one  has  come  with  you  who 
is  experienced? 

Mr.  Haklan.  Yes,  sir:  Mr.  Sharp. 

Mr.  McLaughun  of  Michigan.  And  he  will  answer  these  ques- 
tions? 

Mr.  Harlan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  All  right.  He  is  the  man  we  are 
looking  for. 

The  Chairman.  Why  is  it  necessary  for  an  elevator  man  to  deal 
in  futures,  and  why  does  it  improve  him  as  a  risk  ? 

Mr.  Harlan.  Because  where  an  elevator  man  fills  his  elevator  with 
grain  very  much  time  must  elapse  before  he  can  get  the  grain  to  the 
central  markets  and  dispose  of  it  and  get  the  cash. 

The  Chairman.  Is  it  not  sometimes  because  of  the  impossibiUty 
to^t  cars? 

Mr.  Harlan.  Yes,  sir. 

The  Chairman.  And  if  it  were  possible  to  sell  on  arrival  that 
would  not  be  necessary? 

Mr.  Harlan.  That  would  be  an  indefinite  delivery,  wouldn't  it  ? 

The  Chairman.  I  understand  that  when  there  is  a  scarcity  of  cars 
it  is  better  to  sell  a  future  than  to  take  a  chance? 

Mr.  Harlan.  Well,  to  sell  on  arrival  might  mean  some  little  delay. 

I}he  Chairman.  Suppose  you  draw  a  draft  to  sell  on  arrival  and 
there  is  trouble  getting  cars  ?  Therefore  it  is  unsafe  to  sell  that  way, 
and  they  go  into  the  exchange  and  buy  a  hedge  ? 

Mr.  Harlan.  Yes,  sir. 

The  Chairman.  Is  that  why  they  buy  for  future  delivery  on  the 
exchange? 

Mr.  Harlan.  Thej'  buy  to  protect  themselves  when  the  grain  is 
harvested  so  that  they  mav  know  it  is  sold. 

The  Chairman.  Why  do  they  do  that  ? 

Mr.  Harlan.  So  as  to  be  on  a  closer  margin.  They  would  have 
to  be  on  a  wide  margin  if  they  did  not  have  that  insurance. 

The  Chairman.  If  they  could  sell  a  contract  to  arrive  on  a  future 
<iate  they  could  avoid  this  insurance? 

Mr.  Harlan.  Yes ;  if  they  had  the  buyers. 

The  Chairman.  If  they  had  the  cars  or  some  guaranty  that  cars 
nii^ht  be  furnished  they  would  be  safe  in  selling  on  arrival  ? 

Mr.  Harlan.  Yes;  barring  storms  and  other  unforeseen  difiicul- 
ties.    I  do  not  know  what  guaranty  you  would  get,  however. 

Mr.  Young.  If  a  grain  dealer  out  in  your  country  goes  into  the 
niarket  to  buy,  say,  500,000  bushels  of  wheat,  he  then  goes  on  the  ex- 
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change  and  sells  500,000  bushels  of  wheat  against  this  buy  he  is 
making? 

Mr.  Harlan.  Yes,  sir. 

Mr.  Young.  That  is  hedging  or  insurance  against  a  decline  in  the 
market  ? 

Mr,  Hablan.  Yes,  sir. 

Mr.  YouNO.  The  point  I  want  to  know  about  is  this:  Under  the 
present  methods  oi  trading  doesn't  it  frequently  happen  that  it  will 
mean  a  loss,  both  on  the  drop  in  price  of  the  spot  grain  and  on  the 
hedging  contract  ? 

Mr.  Harlan.  Well,  that  should  be  his  business,  the  matter  of 
speculating.    His  business  should  be  buying  on  a  fair  margin. 

Mr.  Young.  Doesn't  that  thing  actually  happen,  though,  in  practi- 
cal operation? 

Mr.  Harlan.  It  might  happen ;  yes,  sir. 

Mr.  Young.  I  have  known  it  to  happen  over  and  over  again  in  a 
cotton  trade  that  the  man  would  lose  both  on  his  hedge  and  on  his 
spot  transaction.  We  have  a  world  of  people  in  the  cotton  territory 
who  go  out  and  buy  cotton  and  then  sell  on  the  exchange  when  they 
are  buying,  and  when  settlement  time  comes  they  have  lost  on  both. 
Does  that  happen  in  the  wheat  trade? 

Mr.  Harlan.  He  has  the  actual  wheat  to  deliver,  so  he  is  insured 
against  any  loss.  If  he  had  not  hedged  that  wheat  it  might  have 
gone  off. 

Mr.  Young.  That  is  all. 

Mr.  McLaughlin  of  Michigan.  You  gave,  to  a  certain  extent,  your 
approval  to  the  first  section  of  the  bill  that  Mr.  Tincher  read,  that 
it  might  be  a  good  thing  to  limit  hedges  to  three  times  the  actual 
amount  of  wheat  in  the  protection  of  the  man  making  the  hedge. 

Mr.  Harlan.  I  gave  it  as  my  impression  that  that  ought  to  be 
afnply  suiGcient.  1  am  not  a  grain  man  and  I  would  not  want  to 
answer  for  the  technical  side  of  it. 

Mr.  McLaughlin  of  Michigan.  But  you  think  that  might  be  all 
right? 

Mr.  Harlan.  Yes,  sir;  it  ought  to  be  amply  sufficient. 

Mr.  McLaughlin  of  Michigan.  But  you  admit  that  there  is  an 
element  of  speculation  and  gambling  in  it  after  all? 

Mr.  Harlan.  Yes,  sir.  But  I  do  not  know  why  he  would  want  to 
hedge  three  times  what  he  bought  if  he  is  a  legitimate  buyer. 

l£r.  McLaughlin  of  Michigan.  If  there  is  a  law  against  gambling 
which  would  include  a  poker  game,  do  you  think  it  would  be  all  right 
to  permit  penny  ante,  or  a  game  at  a  10-cent  limit,  but  if  the  limit 
was  the  sl^  it  ought  to  be  K>rbidden,  or  if  it  was  a  game  for  large 
stakes  it  ought  to  he  forbidden;  is  that  the  idea? 

Mr.  Harlan.  Well,  I  don't  quite  get  you  on  that.  ^  But  I  do  not 
want  to  be  understood  as  approving  one  of  our  grain  buyers  even 
selling  three  times  the  grain  ne  has  hDUght. 

Mr.  McLaughlin  ox  Michigan.  Buying  one  time  meant  that  he 
had  made  a  purchase? 

Mr.  Harlan.  I  should  think  he  ought  to  do  that,  hedge,  from  tny 
experience. 

Mr.  MoLaughun  of  Michigan.  There  would  be  no  element  of 
speculation  in  that? 

Mr.  Hablan.  No,  sir. 
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Mr.  McLauohun  of  Michigan.  That  would  be  entirely  free  from 
the  jgambling  idea? 

Mr.  HABiiAN.  If  when  he  bought  wheat  he  hedged  I  would  not  con- 
sider that  gambling. 

Mr.  McI^nGHLiK  of  Michigan.  On  his  hedge  he  does  not  deliver  or 
accept  grain,  and  has  no  intention  to  do  it.  His  int^ion,  as  is  the 
intention  of  the  part^  at  the  other  end  of  the  deal,  is  to  settle  in 
money,  and  therefore  it  is  not  what  I  have  spoken  of,  a  grain  trans- 
action! 

Mr.  HabijAN.  If  it  is  a  book  future  it  would  not  be,  but  if  he  would 
have  the  actual  grain  and  would  sell  and  protect  same  by  a  hedge. 

Mr.  McLaughlin  of  Michigan.  I  do  not  want  to  be  offensive,  but 
isn't  it  a  gamblmj?  proposition  after  all? 

Mr.  Harlan.  Tne  man  buys  grain  and  then  he  turns  around  and 
sells  an  equal  amount  of  grain,  so  I  say  I  do  not  consider  that 
gambling. 

Mr.  McLaughlin  of  Michigan.  He  does  not  sell  the  grain,  my 
friend,  does  he  ?  Of  course  the  man  bu^s  for  the  purpose  of  selling, 
but  in  this  hedging  transaction  he  is  not  in  fact  selling  grain,  is  he? 

Mr.  Harlan.  Well,  he  has  the  actual  cash  grain  in  his  elevator 
which  he  will  sell. 

Mr.  McLaughlin  of  Michigan.  But  not  for  the  purpose  of  de- 
livery on  the  hedge? 

Mr.  Harlan.  He  can  deliVer  it. 

Mr.  McLaughlin  of  Michigan.  He  does  not  do  it  once  in  a  thou- 
sand times,  does  he  ? 

Mr.  HamxAN.  No  ;  I  do  not  think  so. 

Mr.  McLaughlin  of  Michigan.  He  did  not  buy  it  for  that  pur- 
pose? 

Mr.  Harlan.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  And  if  he  has  to  make  good  on 
that  hedge  he  does  not  do  it  in  any  other  way  except  by  the  payment 
of  the  difference  in  money.  He  does  not  dehver  the  grain  he  had  on 
hand  at  all.  He  is  permitted,  in  fact,  to  deliver  another  quality  of 
grain  altogether,  isn't  he? 

Mr.  Harlan.  Well,  I  presume  that  under  the  exchange  rules  they 
permit  a  certain  variation  there. 

Mr.  McLaughlin  of  Michigan.  There  would  have  to  be? 

Mr.  Harlan.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  I  am  not  saying  it  is  wrong,  be- 
cause I  am  not  expressing  an  opinion  on  it  at  this  time ;  but  it  is  a 
speculation  and  it  is  a  gamble;  and  if  it  is  to  be  permitted,  under 
Mr.  Tincher's  bill,  if  somebody  is  to  be  permitted  to  gamble  a  little 
bit,  I  can  not  differentiate  as  to  the  larger  gambler.  It  seems  to  me 
my  illustration  is  pat,  that  if  the  penny-ante  game  can  not  be  forbid- 
den without  injury  then  the  ^ame  with  larger  stakes  can  not  be 
forbidden,  or  tnat  if  the  one  is  forbidden  tne  other  must  be  for- 
bidden? 

Mr.  Harlan.  I  think  our  j^ain  men  should  be  protected  or  else 
there  will  be  a  bigger  margin  between  the  producer  and  the  con- 
sumer- 
Mr.  McLaughlin  of  Michigan.  You  may  be  entirely  right  about 
that.    I  do  not  know. 

Mr.  TiNCHER.  I  do  not  suppose  you  have  gi}ven  this  provision  of 
the  bill  any  consideration.    ISome  people  think  it  is  not  within  the 
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powers  of  the  Congress  to  pass  a  law  forbidding  a  man  to  sell  a 
product  for  future  delivery.  Some  of  us  think  that  if  we  can  not 
pass  such  a  law  that  there  is  an  evil  existing  that  is  rather  hard  to 
reach  by  legislation. 

Mr.  Harlan.  Yes. 

Mr.  TiNCHER.  Some  have  suggested  a  criminal  statute  to  prevent 
the  use  of  the  mails  or  the  wires  in  interstate  commerce.  Others 
say  they  think  that  we  could  better  reach  the  matter  by  a  tax  law, 
distinguishing  between  the  man  who  deals  in  the  article  and  the  man 
who  has  no  notion  of  dealing  in  the  original  article. 

Mr.  McLaughlin  of  Michigan.  Can  you  explain  how  a  man  is 
dealing  in  the  original  article  when  he  enters  into  a  hedging  trans- 
action ? 

Mr.  TiNCHBR.  I  do  not  contend  that  for  a  minute. 

Mr.  McLaughlin  of  Michigan.  You  used  that  expression  in  there  ? 

Mr.  TiNCHER.  No;  I  have  never  said  anything  that  could  be  by 
any  process  of  reasoning  or  construction  switched  into  an  intimation 
that  the  man  who  deals  m  hedges  or  futures  is  dealing  in  the  original 
article.  I  do  not  mean  that  at  all.  There  is  nothing  in  my  bill  that 
would  indicate  I  meant  anything  of  that  kind.  It  a  man  actually 
buys  grain  and  wants  to  sell  it  for  future  delivery  my  bill  would  say^, 
all  right,  you  can  do  that.  He  might  answer  and  say,  I  do  not  know 
just  how  much  I  am  going  to  have,  because  I  am  in  this  business,  but 
if  you  sell  more  than  three  times  the  amount  of  the  purchase,  then 
you  meet  the  condition  in  the  bill.  There  is  no  man  who  can  say  that 
that  proposes  to  legalize  certain  kinds  of  gambling  and  make  other 
kinds  of  gambling  illegal,  because  if  a  man  wants  to  pay  a  tax  on  deal- 
ing in  more  futures  than  that  he  can,  under  the  bill,  go  ahead  and 
make  the  deals  and  pay  the  tax.  I  do  not  mean  to  sav  that  my  bill 
is  anj  better  than  any  other  bill  that  attempts  to  regulate  it,  by  f  or- 
biddmg  the  use  of  the  wires  or  the  mails.  The  only  reason  I  was 
afraid  of  that  was  that  there  would  be  so  much  intrastate  business 
that  we  would  not  reach  the  evil. 

The  Chairman.  Are  there  any  other  questions?  We  are  very 
grateful  to  you,  Mr.  Harlan. 

Mr.  Harlan.  I  am  much  obliged  to  you. 

Mr.  TiNCHER.  I  think  it  is  omy  fair  to  say  to  you,  Mr.  Harlan, 
and  to  the  people  of  your  country,  that  the  greater  part  of  your  testi- 
mony has  oeen  on  a  hypothetical  basis,  that  the  cooperative  grain  men 
of  your  country  were  selling  futures.  I  am  advised,  but  I  do  not 
know  how  accurate  my  information  is,  that  while  they  sell  grain  in 
your  country  for  future  delivery,  yet  your  legitimate  grain  dealers 
do  not  hedge  on  ^ain  futures.  I  do  not  know  whether  I  am  right 
or  not,  and  you  tell  me  you  do  not  know  whether  that  is  right  or  not. 

Mr.  Harlan.  Mr.  Sharp,  I  think,  can  tell  you  about  that. 

The  Chairman.  Thank  you.    We  will  hear  Mr.  Sharp. 

STATEMENT  OF  MB.  W.  Z.  SHASF,  A  BANEEB  AND  GBAIN  DEALEB 

IN  SIOTTX  FAILS,  S.  DAE;. 

Mr.  Sharp.  Gentlemen  of  the  committee,  all  I  will  state  is  to  say 
briefly  the  way  we  use  the  market  as  a  hedge.  At  Cedar  Rapids, 
Iowa,  we  have  what  is  known  as  a  clearing  house  or  transfer  house* 
We  buy  merchandise,  our  own  stuff,  and  we  use  the  board  of  trade 
to  keep  our  sales  and  purchases  even.    Sometimes  we  buy  and  some- 


FtrrrrBE  tradiitg.  876 

times  we  sell.  For  illustration,  if  we  get  an  order  from  a  cereal  com* 
pany  for  300,000  bushels  of  oats,  and  we  only  have  on  hand  50,000 
bushels,  we  would  immediately  purchase  250,000  bushels  of  oats  on 
the  board  of  trade,  at  the  option  nearest  to  the  delivery  point  of  the 
actual  stuff. 

I  used  to  have  a  line  of  small  country  elevators  in  South.  Dakota^ 
15  in  number.  It  is  always  the  case  every  year  that  I  have  known  in 
that  country  for  our  elevators  to  absolutely  fill  up  in  the  fall,  during 
what  we  call  the  rush  season.  You  have  either  got  to  stand  long  on 
that  grain  all  through  that  season  or  you  have  got  to  sell  futures 
against  it. 

Kight  here  I  want  to  say,  in  reference  to  the  farmers'  elevators 
in  that  country,  some  gentleman  here  having  asked  if  they  ever 
used  the  board  of  trade ;  I  will  say  if  they  had  done  it  they  would 
not  have  gone  broke.  Nearly  every  farmer's  elevator  from  Edan 
to  Woonsocket,  S.  Dak.,  has  gone  broke  recently,  and  the  reason  of 
it  was  that  they  had  larse  elevators  and  had  them  filled  with  grain 
and  did  not  hedge  on  a  declining  market  and  therefore  had  no  pro- 
tection.   That  is,  just  briefly,  my  side  of  it. 

Now,  we  loan  money  to  farmers'  elevator  companies.  That  is,  we 
take  their  paper  through  our  correspondent  banks.  We  only  take 
it  when  they  get  at  least  half  a  dozen  farmer  directors  who  are 
worth  at  least  $50,000  to  $100,000  to  indorse  the  paper  personally, 
and  that  is  for  the  reason  that  in  my  estimation  there  is  no  business 
as  hazardous  as  the  grain  business.  The  market  fluctuates  and  we 
can  not  tell  what  it  is  going  to  be. 

Mr.  Young.  Of  course,  you  do  not  know  much  about  the  cotton 
business? 

Mr.  SnABF.  No,  sir.  I  have  known  a  number  of  men  go  into  the 
grain  business  and  make  a  great  success  in  three  or  four  or  five  years 
and  then  go  broke  in  one  year  by  being  on  the  wrong  side  of  the 
market.    That  has  been  demonstrated. 

Gentlemen  of  the  committee,  that  is  all  I  have  to  tell  you,  but  I 
will  try  to  answer  your  questions  as  best  I  can. 

The  CHAnftMAN.  Any  questions? 

Mr.  YouKO.  I  want  to  ask  you  this  question :  They  have  in  foreign 
countries  boards  of  trade  and  exchanges  that  do  a  similar  class  of 
business  to  the  boards  of  trade  in  this  country  with  reference  to 
grain  products,  haven't  they  ? 

Mr.  Sharp.  I  do  not  know. 

Mr.  YouNQ.  Well,  that  is  true  with  reference  to  cotton.  They 
have  those  exchanges,  and  we  have  been  troubled  by  this  question 
for  10  years  in  my  own  experience,  and  I  have  always  been  con- 
fronted by  the  proposition  that  whatever  we  do,  if  we  were  to  de- 
stroy the  exchanges  in  this  country,  still  when  there  are  similar 
exchanges  dealing  in  commodities  produced  here  that  are  operating 
under  the  laws  of  other  countries,  what  would  be  the  result?  Do 
you  think  that  is  true  in  reference  to  wheat  and  grain? 

Mr.  Sharp.  I  do  not  know  about  that. 

Mr.  YoxjNO*  ThOT  do  have  them  in  other  cbimtries  so  far  as  cot- 
ton is  concerned.  Y  ou  can  readily  see  what  sort  of  trouble  we  would 
have  in  the  case  of  a  commodity  like  cotton,  a  majority  of  which 
is  exported.    As  to  wheat,  only  a  small  part  of  that  which  we  pro- 
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duce  is  exported.  But  65  per  cent  of  the  cotton  crop  is  exported. 
They  have  their  exchanges  over  there,  and  whatever  we  do  here  by 
way  of  regulating  or  abolishing  the  machinery  of  them,  we  could 
not  affect  their  exchanges,  and  I  want  to  know  what  effect  that  would 
have  on  the  general  market  if  we  should  abolish  our  cotton  ex- 
changes? 

Mr.  Sharp.  I  do  not  know.  I  can  not  work  that  out.  I  do  know 
that  it  would  be  very  difficult  for  a  large  concern  to  be  able  to  trans- 
act business  rapidly  without  the  chance  for  some  protection.  For 
instance,  we  get  an  order  from  the  Universal  Gats  Co.  for  400,000 
bushels  of  oats,  and  we  only  have  60,000  bushels  on  hand.  We  sell 
them  the  oats,  and  then  we  protect  ourselves.  In  the  meanwhile 
they  protect  themselves. 

Mr.  PuRNELL.  What  determines  the  price  of  grain  from  day  to 
dav  as  it  fluctuates,  up  and  down  { 

Mr.  Sharp.  Well,  I  think  eventually  the  law  of  supply  and  de- 
mand decides  more  than  any  other  one  thing. 

Mr.  PuRNEiiL.  Suppose  we  were  sitting  around  a  blackboard — 
and  I  have  never  had  any  occasion  to  actually  indulge  in  that  past- 
time — but  there  are  shown  quotations  on  a  given  product,  and  they 
rise  and  fall  during  the  open  hours  of  the  market.  What  determines 
the  rise  and  fall  of  quotations  on  a  given  product? 

Mr.  Sharp.  Well,  I  think  the  law  of  supply  and  demand,  and  sen- 
timent. For  instance,  when  the  war  broke  out  you  know  what  hap- 
pened, and  how  it  was  busted. 

Mr.  PuRNELL.  Does  the  buying  or  selling  by  individuals,  that  we 
class  here  as  speculators,  who  have  no  grain  to  sell  and  do  not  an- 
ticipate delivering  any  grain,  affect  the  price? 

Mr.  Sharp.  Yes,  sir;  I  think  they  do  m  the  same  way  that  our  real 
estate  is  handled. 

Mr.  PuRNELL.  Is  it  your  opinion  that  those  speculators,  who  have 
no  product  to  sell  and  who  do  not  anticipate  delivering  any  product, 
are  necessary  for  the  purpose  of  stabilizing  the  market? 

Mr.  Sharp.  Well,  I  thmk  we  would  have  to  have  somebody  there, 
whether  you  call  them  speculators  or  not.  I  would  look  upon  them 
the  same  as  we  do  in  our  live-stock  business— our  stockyards — that 
we  have  to  have  the  speculators  there. 

Mr.  PiTRNELL.  You  differentiate  between  the  speculator  and  the 
manipulator,  of  course? 

Mr.  Sharp.  Yes;  I  think  so.  The  manipulator,  of  course,  is  the 
fellow  who  trys  to  comer  the  market  and  get  ever3rthing  his  own  way 
and  make  everybody  settle  on  his  own  basis.  I  term  them  a  good 
deal  like  Old  Hutch,  if  you  want  to  go  back  to  ancient  history,  or 
George  Phillips  in  the  com  market.  At  that  time  they  were  a  very 
great  benefit  to  the  producer. 

Mr.  PuRKEix.  Suppose  it  were  possible  to  limit  by  some  legisla- 
tion the  speculator — ^and  I  mean  by  speculator  the  man  who  has  no 
grain  to  sell  and  who  does  not  sell  in  antidpation  of  actual  delivery ; 
suppose  we  could  eliminate  him  by  legislation,  as  well  as  tihe  manipu- 
lator, what  would  be  the  result  on  the  genersil  market  ? 

Mr.  Sharp.  Well,  personally— do  you  ask  for  my  opinion  f 

Mr.  PuRKELL.  Yes, 

Mr.  Sharp.  I  do  not  believe  it  can  be  done  successfully. 
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Mr.  PuRNBLL.  For  the  sake  of  the  argument,  let  us  assume  that  it 
can  be  done  by  legislation.  I  want  to  find  out  what  the  effect  of 
that  legislation  would  be  on  the  man  who  received  grain  and  who 
must  find  a  market  for  it?  I  mean  the  man  who  raises  the  grain 
and  wants  to  find  a  market  for  it. 

Mr.  Sharp.  Well,  I  would  think  that  everybody  that  handled  his 
commodity  would  demand  a  larger  margin  for  the  handling  of  it 
in  order  to  protect  themselves. 

Mr.  PuRNEiiL.  That  has  been  the  testimony  of  the  other  witnesses 
before  the  committee.  In  other  words,  you  think  that  by  reason  of 
this  present  system  they  do  business  on  a  narrower  margin  ? 

Mr.  Sharp.  Yes,  sir;  I  do. 

Mr.  PuRNBiiL.  You  think  the  farmer  profits  by  the  present  system? 

Mr.  Sharp.  Yes,  sir. 

Mr.  PuRNELL.  That  is  all  I  wish  to  ask. 

Mr.  MgLauohun  of  Michigan.  The  preceding  witness  said  it  was 
generally  recognized  that  there  were  evils  and  abuses  in  the  methods 
now  pursued  on  the  boards  of  trade,  and  I  think  that  is  true,  and 
that  they  ought  to  be  corrected.  He  was  asked  to  state  what  those 
abuses  are  and  a  remedy  therefor,  and  he  said  that  he  did  not  know 
but  that -you  could  tell  us  all  about  it.    Now,  go  ahead  and  tell  us. 

Mr.  Sharp.  Well,  I  will  tell  you  that  I  thought  he  was  getting  a 
little  strong  on  that.  I  do  not  think  I  can  tell  you  all  about  it.  I 
think,  no  doubt,  as  in  all  other  kinds  of  business,  some  evils  have 
crept  in,  but  I  could  not  answer  your  question. 

Mr.  McLaughlin  of  Michigan.  Perhaps  that  question  may  be  di- 
vided, and  I  will  now  ask  you  for  a  statement  of  the  abuses? 

Mr.  Sharp.  Well,  I  thimc  the  larger  proportion  of  the  abuses  on 
the  boards  of  trade  are  such  abuses  as  are  permitted  only  by  the 
people  who  do  the  acts  themselves.  For  instance,  some  ^oung  fellow, 
or  1  have  seen  an  old  farmer  do  it,  who  may  think  he  is  pretty  wise 
and  knows  which  way  the  market  is  going,  would  go  into  one  ox  these 
places  and  lose  $500  or  $1,000,  or  maybe  $2,000,  and  then  he  might 
try  to  get  even. 

Mr.  McLiAUGHiiiN  of  Michigan.  Who  would  he  lose  it  to  ? 

Mr.  Sharp.  That  is  something  we  do  not  know.  You  generally  go 
on  the  board  of  trade  and  a  member  buys  or  sells  when  the  market 
goes  either  way. 

Mr.  McLauohmn  of  Michigan.  Would  the  market  show  that  ? 

Mr.  Sharp.  Of  course,  the  fellow  who  sells  does  not  know  who 
gets  it.    These  individual  members  attend  to  that,  as  I  understand. 

Mr.  McLattghlin  of  Michigan.  Then  we  might  pass  a  law  for- 
bidding the  young  fellow  or  the  farmer  to  trade  on  boards  of  trade. 
What  other  abuses  are  there? 

Mr.  Sharp.  Well,  excuse  me  for  suggesting  something,  but  when 
vou  pass  that  law  then  you  pass  a  law  that  prohibits  the  farmer 
who  nas  a  matured  crop  of  com,  like  he  did  have  two  months  ago 
and  was  satisfied  to  sell  at  the  price  of  two  months  ago,  from  step- 
ping in  and  selling  his  crop  at  that  time.  It  has  made  him  a  lot  of 
money  this  year. 

Mr.  McLauohuk  of  Michigan.  That  is  an  abuse  that  we  can  not 
pass  a  law  to  prevent? 

Mr.  Sharp.  Yes ;  you  can  not  stop  the  one  without  the  other. 
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Mr.  McLaughun  of  Michigan.  Tell  us  of  some  evil  that  you  think 
exists  that  can  be  corrected  and  then  make  ^ood  the  statement  of  the 
previous  witness  and  tell  us  how  to  correct  it? 

Mr.  Sharp.  Well,  I  can  not  do  that.  I  have  not  given  it  thought 
enough. 

Mr.  McLaughlin  of  Michigan.  What  abuse  exists  that  you  think 
ought  to  be  corrected,  then,  if  you  do  not  know  of  a  remedy  yourself  J 

Mr.  Sharp.  Well,  I  do  not  know.  I  am  pretty  well  satisfied  the 
way  it  is  now.    I  do  not  think  I  can  suggest  anything, 

Mr.  McLaughlin  of  Michigan.  Then  you  differ  from  him  in  say- 
ing that  there  are  abuses? 

Mr.  Sharp.  No  ;  I  think  there  are  abuses,  but  I  do  not  think  you; 
can  get  at  anything  of  the  kind  but  what  there  will  be  abuses  prac- 
ticed by  someoody.  If  you  prohibit  the  one,  you  will  interfere  with 
the  other.  It  is  just  the  same  as  though  you  were  to  say  you  would 
pass  a  law  forbidding  a  man  to  own  any  land  or  buy  any  land  unles^ 
he  was  going  out  to  farm  it.  The  speculator  has  stepped  in  and  gotj 
on  the  land  the  same  as  the  speculator  has  got  on  Doards  of  trad^ 
and  is  betting  on  options. 

Mr.  McLaughlin  of  Michigan.  No ;  isn't  there  a  difference  ?  Th^ 
man  who  has  gone  out  and  bought  land  owns  land,  but  the  speculate! 
dealing  in  wheat  has  not  bought  any  wheat? 

Mr.  Sharp.  Oh,  yes  he  has. 

Mr.  McLaughlin  of  Michigan.  Oh,  no. 

Mr.  Sharp.  Oh,  yes.  If  a  man  buys  6,000  bushels  of  May  wheat 
he  has  actually  bought  5,000  bushels  of  May  wheat  if  he  keepj 
that  purchase  until  delivery  is  to  be  made  to  him. 

Mr.  McLaughlin  of  Michigan.  Oh,  yes. 

Mr.  Sharp.  Well,  he  has  bought  it.  The  transaction  is  based  c^ 
the  actual  stuff. 

Mr.  McLaughlin  of  Michigan.  I  do  not  want  to  quibble  and  I  dj 
not  want  you  to  do  so,  if  you  will  pardon  me  for  using  that  wordj 
When  one  of  these  men  you  speak  of  buys  this  protection  he  doej 
not  buy  wheat  at  all^  does  he? 

Mr.  Sharp.  Yes,  sir ;  he  does. 

Mr.  McLaughlin  of  Michigan.  In  how  many  cases  do  you  kno^ 
of  delivery  being  made  on  any  such  deal? 

Mr.  Sharp.  I  think  in  very  few  cases,  because  if  a  man  buys  thsu 
protection  as  a  matter  of  insurance,  he  has  to  buy  the  actual  stuiQ 
For  instance,  if  a  man  sells  to  protect  himself  from  the  danger  oi 
having  an  elevator  full  of  grain,  he  can  sell  in  Chicago,  and  whej 
the  market  got  to  the  point  that  he  wanted  to  buy  the  actual  stuff  tfa 
differential  might  be  in  favor  of  MJinneapolis,  by  2  or  3  cents  I 
bushel.  He  would  turn  around  and  sell  his  actual  grain  in  Minn^ 
apolis  and  at  once  cover  his  option  in  Chicago.  These  markets  a^ 
all  influenced  by  one  another  but  they  sometimes  spread  a  little. 

Mr.  McLaughlin  of  Michigan.  My  insistence  is,  though  I  may  b 
wrong,  that  these  transactions  are  not  in  the  actual  commodity  fl 
all?  ^  i 

Mr.  Sharp.  Well,  I  think  you  are  absolutely  wrong  about  that. 

Mr.  McLaughlin  of  Michigan.  The  statement  was  made  on  yeste] 
day  by  a  gentleman  from  Peoria,  a  statement  the  like  of  which  va 
had  not  heard  before  from  anyone  else,  and  to  the  effect  that  in  h| 
line  of  business  there  was  actual  delivery  on  at  least  one-half  of  the^ 
option  transactions. 
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Mr.  Shabp.  I  think  that  is  true,  but  the  transaction  itself  is  made 
on  wheat.  If  not,  you  might  as  well  sell  one  commodity  as  another. 
What  is  the  reason  for  dealing  in  wheat  itself  uxdess  m  the  actual 
stuff? 

Mr.  McLauohlik  of  Michigan.  I  insist  that  it  is  not  a  deal  in 
wheat  at  all,  and  that  as  further  evidence  of  it  when  deliveiy  comes 
to  be  made  it  may  not  be  the  stuff  asked  for  at  all. 

Sir.  Sharp.  But  it  is. 

Mr,  McLauohuk  of  Michigan.  Different  grades  of  wheat  can  be 
delivered  on  any  contract? 

Mr.  Shabf.  At  the  difference  in  market  price. 

Mr.  McLaughlin  of  Michigan.  And  such  inferior  grades  may  be 
delivered  that  the  buyer  does  not  accept  them  but  takes  the  money, 
and  that  is  what  he  intended  to  do  when  he  made  the  deal? 

Mr.  Shabp.  No,  sir ;  please  pardon  me.  You  can  sell  No.  1  north- 
em  wheat 

Mr.  McLaughlin  of  Michigan  (interposing).  And  can  make  the 
man  take  No.  2  wheat? 

Mr.  Shakp.  fes,  sir ;  but  at  the  market  difference. 

Mr.  McLaughlin  of  Michigan.  Then  when  a  man  buys  real  estate 
he  can  be  made  to  take  a  church  on  the  corner  over  here,  and  you  say 
he  is  actually  dealing  in  farms? 

Mr.  Sharp.  That  is  a  different  thing.  There  is  a  relative  value 
there. 

Mr.  McLaughlin  of  Michigan.  Money  is  all  they  have  in  mind, 
the  difference  between  the  price  at  one  time  and  another. 

Mr.  Sharp.  No.  You  can  sell  to  a  mill  the  same  way.  You  can 
sell  to  Washburn-Crosby  Milling  Co.  in  that  way.  Or  I  might  sell 
to  a  mill  up  my  way  a  certain  grade  of  wheat,  and  then  send  in  a 
slightly  different  grade  and  we  would  make  a  discount,  say,  of  2  cents 
a  bushel.  I  have  been  in  the  grain  business  for  29  years,  and  I  have 
found  that  if  ever  there  was  a  square  bunch  of  people  to  deal  with  it 
is  the  grain  men.  If  you  will  stop  to  consider  the  millions  of  dollars 
of  busuiess  done,  and,  for  instance,  over  the  telephone,  and  that  there 
has  been  very  little  trouble  to  result  from  it  in  the  way  of  settlements, 
it  is  perfectly  wonderful. 

Mr.  McLaughlin  of  Michigan.  Because  they  pay  the  difference? 

Mr.  Sharp.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  I  am  not  a  lawyer;  am  an  attorney 
Imt  not  a  lawyer,  and  I  do  not  know  what  the  law  is  in  re^rd  to  en* 
forcing  these  contracts  on  the  exchanges,  but  my  impression  is  that 
they  are  considered  of  such  a  gambling  nature  that  they  are  not  en- 
forcible  in  court,  and  they  are  enforced  because  it  is  a  gentleman's 
agreement.  Each  one  wishes  to  and  does  carry  out  his  contract.  If 
a  man  holds  a  seat  on  a  board  of  trade  and  does  not  make  good  he 
forfeits  his  seat,  but  he  does  not  subject  himself  to  a  penalty  under 
the  law,  as  I  understand.    Is  it  enforcible  in  law? 

Mr.  Sharp.  I  think  it  is  where  it  is  a  dear  case;  yes,  sir.  You 
mis^ht  have  a  little  trouble  with  these  parties,  as  I  say,  who  have  just 
.stepped  in  and  bought  some  grain  on  a  margin,  say,  at  2  cents  a 
bu^el,  and  the  market  dropped  suddenly,  say  2  cents  a  bushel  below 
his  margin;  I  doubt  whether  that  would  be  collectible  in  court.  *  In 
the  first  place,  he  might  not  have  an^hing.  But  if  it  is  a  deal  be- 
tween one  grain  dealer  and  another  it  is  absolutely  enforcible,  the 
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same  as  though  I  might  sell  you  50,000  bushels  of  real  wheat  and 
get  your  name  on  a  contract  and  the  price  went  down  20  cents  a 
bushel.    If  you  are  worth  it  I  could  make  you  take  it. 

Mr.  McLaughlin  of  Michigan.  But  you  might  have  to  take  some 
inferior  grade  under  the  rules  of  the  exchange  ? 

Mr.  Sharp.  No  ;  I  would  have  to  give  you  what  you  bought  if  you 
demanded  it,  or  settlement  could  be  made  by  way  of  the  difference  if 
another  grade. 

Mr.  McLaughlin  of  Michigan.  If  under  the  rules  of  the  exchange 
it  is  enforced? 

Mr.  Sharp.  No ;  I  do  not  think  that.  But  the  volume  of  business  is 
always  so  large  that  they  can  always  get  different  grades  at  the  dif- 
ference in  the  market. 

Mr.  McLaughlin  of  Michigan.  Can  you  tell  us  the  difference  be- 
tween a  speculator  and  a  manipulator?  The  other  witness  said  you 
could  do  it,  and  we  would  like  to  have  you  do  it. 

Mr.  Sharp.  Well,  I  would  like  to  tell  you  what  I  think  it  is. 

Mr.  McLaughlin  of  Michigan.  All  right,  go  ahead. 

Mr.  Sharp.  The  manipulator  is  a  man  who  is  large  enough  and 
can  control  means  enough  to  force  the  market  the  way  he  wants  it 
to  go  to  a  certain  extent. 

Mr.  McLaughlin  of  Michigan.  If  I  go  in  with  $10,000  and  use 
it  in  an  effort  to  force  the  market  and  find  I  have  not  money  enough, 
I  am  not  a  manipulator  ? 

Mr.  Sharp.  No,  sir;  and  you  would  be  a  small  speculator  before 
you  got  through. 

Mr.  McLaughlin  of  Michigan.  Then  it  is  not  the  amount  of 
money  or  the  purpose  that  you  have  in  mind;  it  is  the  result  that 
determines  whether  he  is  a  manipulator  or  not  ? 

Mr.  Sharp.  I  think  so. 

Mr.  McLaughlin  of  Michigan.  Mr.  Armour's  name  has  been 
used — a  man  whom  I  understand  has  large  means? 

Mr.  Sharp.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  And  sometimes  deals  on  the  board 
of  trade.  If  he  goes  in  and  accomplishes  his  purpose  of  influencing 
the  price  largely  to  his  advantage,  he  is  a  manipulator.  If  he  does 
the  same  thing  and  fails  and  loses  money,  he  is  not  a  manipulator  I 

Mr.  Sharp.  No;  he  goes  broke. 

Mr.  McLaughlin  of  Michigan.  That  is  true  ? 

Mr.  Sharp.  He  would  go  broke. 

Mr.  McLaughlin  of  Michigan.  The  fact  is  that  you  can  not  tell 
the  difference,  can  you? 

Mr.  Sharp.  No,  sir;  you  can  not  tell. 

Mr.  McLaughlin  of  Michigan.  You  can  not  distinguish  between 
the  speculator  and  the  manipulator,  can  you  ? 

Mr.  Sharp.  The  only  two  manipulators  that  I  have  in  mind  and 
that  I  can  speak  of  now  are  Old  Hutch,  who  tried  to  corner  wheat, 
and  George  Phillips,  who  tried  to  corner  com. 

Mr.  McLaughlin  of  Michigan.  I  remember  very  well  of  reading 
of  Old  Hutch.    Did  he  win  out  or  lose? 

Mr.  Sharp.  He  won  and  lost.    Phillips  did  the  same  thing. 

Mr.  Wilson.  Phillips  lost  everything  he  had,  didn't  he? 

Mr.  Sharp.  Yes,  sir;  I  think  so. 

Mr.  Tincher.  Where  did  he  live? 
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Mr.  Wilson.  He  was  an  Iowa  boy. 

Mr.  TiNCHEB.  I  am  sure  that  he  did  not  live  in  Chicago. 

Mr.  McLaughlin  of  Michigan.  Was  Joe  Leiter  a  manipulator  or 
a  speculator? 

mr.  Sharp.  I  think  he  succeeded  in  being  a  manipulator  at  one 
time. 

Mr.  McLaughlin  of  Michigan.  He  was  a  manipulator  at  one 
time  and  then  he  dropped  back  into  the  speculator  class? 

Mr.  Sharp.  Yes,  sir. 

Mr.  Wilson.  He  personally  lost  between  $7,000,000  and  $8,000,000 
on  his  speculations,  didn't  he? 

Mr.  Sharp.  I  think  so.  I  think  his  career  was  that  it  was  easy  for 
him  to  buy  this  stuff  and  bust  the  market,  but  when  he  commeneed 
to  unload  he  could  not  find  buyers  fast  enough. 

Mr.  Tincher.  I  am  wondering  how  he  got  his  $7,000,000  or 
$8,000,000. 

Mr.  Wilson.  And  wasn't  it  because  grain  was  delivered  to. him 
that  he  lost? 

Mr.  Sharp.  I  do  not  remember. 

Mr.  Wilson.  I  think  that  was  it. 

The  Chairman.  I  believe  that  is  all,  Mr.  Sharp.  The  committee  is 
grateful  to  you. 

Mr.  Sharp.  I  wish  to  thank  the  committee. 

The  Chairman.  We  will  now  hear  the  next  witness. 

STATEKENT  OP  MB.  F.  W.  EONEHAIT,  OF  SIOXTZ  FALLS,  S.  DAK. 

The  Chairman.  Please  state  your  business. 

Mr.  KoNEMAN.  I  am  interested  in  flour  mills,  and  also  in  an  ele- 
vator. The  only  time  we  use  the  hedge  is  in  the  fall  when  there  is  a 
shortage  of  cars,  and  while  we  have  the  chance  to  sell  cash  grain  to 
arrive,  yet  the  bid  is  generally  on  the  basis  of  10  to  20  day  delivery, 
and  it  is  sometimes  60  days  before  we  get  the  cars.  In  those  eases  we 
use  the  option. 

Mr.  Chairman  and  gentlemen  of  the  committee,  that  is  about  all 
the  statement  I  have  to  make. 

The  Chair]vian.  Any  questions? 

Mr.  Young.  Did  you  ever  find  any  transaction  of  that  kind  that 
you  lost  on  both  spot  grain  and  on  the  option  contract  ? 

Mr.  KoNEMAN.  Well,  it  is  very  seldom,  if  ever,  that  it  happens. 
\ve  only  use  the  option  until  the  point  where  we  can  get  the  car  and 
sell  the  cash  grain,  when  we  take  m  the  option. 

Mr.  Young.  That  is  all  I  wish  to  ask. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  the  abuses  existing 
on  boards  of  trade  ? 

Mr.  KoNEMAN.  There  are  none  that  I  know  of. 

Mr.  McLaughlin  of  Michigan.  You  think  there  is  nothing  exist- 
ing to  which  a  remedy  should  be  applied? 

Mr.  KoNEMAN.  Well,  I  have  no  remedy  to  suggest,  or  I  do  not  be- 
lieve I  want  to  discuss  that  part  of  it. 

Mr.  McLaughlin  of  Michigan.  I  have  asked  some  questions  try- 
ing to  learn  the  difference  between  a  speculator  and  a  manipulator, 
because  we  have  been  told  that  the  operations  of  the  manipulator 
ought  to  be  controlled  bj^  law.  And,  of  course,  we  are  trying  to  find 
out  what  a  manipulator  is ;  do  you  know  ? 
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Mr.  KoNEMAN.  Well,  in  my  opinion,  a  manipulator  is  a  man  who 
influences  the  market  unduly,  makes  it  either  go  up  or  down  further 
than  it  should,  and  who  has  enough  money  back  oi  him  to  do  it  ? 

Mr.  McLaughlin  of  Michigan.  How  could  a  law  reach  him  ? 

Mr.  KoNEMAN.  There  is  no  way  that  I  know  of. 

Mr.  McLaughlin  of  Michigan.  Manipulators  are  those  tvKo  ard 
usually  successful  in  influencing  the  market  unduly,  and  those  wh(^ 
are  unsuccessful  are  not  called  manipulators  ? 

Mr.  KoNEMAN.  Well,  they  are  sometimes  called  fools  when  they  do 
not  succeed. 

Mr.  McLaughlin  of  Michigan.  But  that  does  not  help  us  very 
much. 

Mr.  KoNEMAN.  No. 

Mr.  McLaughlin  of  Michigan.  You  can  not  give  us  a  definitioii 
of  a  speculator  or  of  a  manipulator  so  that  we  can  distinguish  bei 
tween  them  and  pass  a  law  to  prevent  the  operations  of  the  one  and  to 
permit  the  operations  of  the  other? 

Mr.  KoNEMAN.  No,  sir;  I  could  not. 

Mr.  McLaughlin  of  Michigan.  Do  you  see  the  necessity  of  anj^ 
law  whatever  alongthe  line  we  are  considering  now? 

Mr.  KoNEMAN.  Well,  in  my  limited  experience  it  is  all  right  the 
way  it  is.    At  least  I  have  never  got  hurt  very  badly. 

Mr.  McLaughlin  of  Michigan.  Have  you  read  the  bills  that  aro 
pending  before  the  committee? 

Mr.  KoNEMAN.  No,  sir;  I  have  not. 

Mr.  McLaughlin  of  Michigan.  That  is  all  I  wish  to  ask. 

Mr.  TiNCHER.  I  understand  that  you  have  offered  yourself  as  a 
witness  before  this  committee,  and  the  statement  is  that  you  are  in- 
terested in  one  elevator  and  had  used  hedging  at  one  period  of  the 
year  by  reason  of  the  condition  of  car  shortage  ? 

Mr.  KoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  How  much  is  the  capacity  of  your  elevator? 

Mr.  KoNEMAN.  About  20,000  bushels. 

Mr.  TiNCHER.  What  future  do  you  use  when  you  use  it? 

Mr.  KoNEMAN.  The  nearest  to  the  cash  transaction. 

Mr.  TiNCHER.  You  sell  for  future  delivery  an  amount  of  graiii 
equal  to  that  which  you  have  in  your  elevator? 

Mr.  KoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  And  you  have  cash  bids  on  that  wheat,  too,  as  well 
as  sellmg  futures? 

Mr.  KONEMAN.  Yes,  sir. 

Mr.  TiNCHER.  So  that  some  one,  by  introducing  a  bill  here  anvl 
doing  away  with  futures  entirely,  would  cause  you  to  do  away  with 
futures  and  to  deal  in  cash  wheat  only? 

Mr.  KoNEMAN.  Well,  I  do  not  believe  we  could  pay  the  producei! 
as  much  as  we  are  able  to  pay  him  now,  because  of  our  inability  td 
get  the  cars  and  take  advantage  of  the  spot  price. 

Mr.  TiNCHER.  There  wouldbe  a  period,  bv  reason  of  the  car  sitiia^ 
tioiK  that  you  think  would  work  injury  to  the  producers? 

Mr.  KoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  You  pay  a  commission  when  you  indulge  in  thij 
hedge? 

Mr.  KoNEMAN.  Of  course. 

Mr.  TiNCHER.  And  that  comes  out  of  your  pockets? 

Mr.  KoNBMAN.  Yes,  sir. 
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Mr.  TiNCHEH.  And  you  only  do  that  by  reason  of  your  inability  to 
get  cars? 

Mr.  KoNEMAK.  Yes,  sir;  that  is  the  principal  reason. 

Mr.  TiKCHHEU  When  you  ship  wheat  from  your  elevator  at  Sioux 
Falls  you  do  not  wait  lor  that  wheat  to  get  to  Chicago  in  order  to 
get  vour  money  for  it,  do  you? 

Mr.  KoKEKAK.  Yes,  sir. 

Mr.  TiNCHER.  How  do  you  ship  wheat  ? 

Mr.  KoKEHAN.  Sometimes  on  bill  of  lading,  but  that  is  just  to  get 
aji  advance.  Settlement  is  made  when  the  commodity  reaches  des- 
tination. 

Mr.  TiNCHER.  You  say  sometimes  you  ship  on  bill  of  lading? 

Mr.  KoxEHAN.  Yes,  sir. 

Mr.  TiNCHER.  Don't  you  always  do  it  that  way  ? 

Mr.  KoNEMAN.  No,  sir. 

Mr.  TiNCHBR.  If  you  do  not  ship  on  bill  of  lading,  how  do  you 
ship? 

Mr.  KoNiQkf  AN.  We  bill  it  to  the  commission  firm,  and  they  sell  it 
when  it  arrives,  the  next  day,  or  whenever  it  arrives.  We  do  not 
ship  wheat  out  of  Sioux  Falls,  but  just  corn  and  barley. 

Mr.  TiNCHER.  You  can  make  out  your  bill  of  lading  and  get  your 
money  when  you  ship,  can't  you  ? 

Mr.  KoNEMAN.  I  ao  not  know  whether  we  could  or  not. 

Mr.  TiNCHER.  When  you  shij)  it  without  bill  of  lading  it  is  because 
yon  want  to  have  it  sold  after  it  arrives ;  isnt  that  the  case  ? 

Mr.  EONEHAN.  No. 

Mr.  TiNCHER.  You  do  not  want  to  sell  it  on  track  at  your  elevator? 

Mr.  EoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  Well,  say  j^ou  would  sell  it  on  the  track  at  the  ele- 
vator, you  can  draw,  and  if  there  is  a  little  difference  they  will 
settle  that  one  way  or  the  other  after  it  gets  to  destination? 

Mr.  KoNEMAN.  Ordinarily  we  can  draw  in  a  way. 

Mr.  TiNCHER.  You  have  this  option,  that  you  can  sell  it  on  the 
track  at  elevator  and  make  out  bill  of  lading  and  they  would  meet 
that  price  ? 

Mr.  EoNEHAN.  No ;  we  can  draw  a  certain  percentage  of  the  value 
of  the  commodity. 

Mr.  TiNCHER.  And  you  can  consign  it  to  the  commission  man  and 
have  it  sold  on  arrival? 

Mr.  EoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  Or  you  can  keep  it  in  your  elevator  and  sell  a 
future  against  it? 

Mr.  EjONeman.  Yes,  sir. 

Mr.  Tn^'OHBR.  You  only  indulge  in  selling  futures  to  a  limtied  ex- 
tent and  for  a  very  short  period  of  the  year? 

Mr.  EoNEMAN.  During  that  time  about  75  per  cent  of  the  grain 
moves,  when  the  congestion  is  on. 

Mr.  TiNCHER.  And  that  is  the  low  time  of  year,  ordinarily,  for 
grain? 

Mr.  KoNEMAN.  Yes,  sir ;  from  October  to  along  in  February. 

Mr.  TcNCHER.  That  is  when  the  farmer  is  sellmg? 

Mr.  EoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  That  is  when  the  price  is  generally  kept  down  to 
the  lowest  point? 

Mr.  EoNEMAN.  Not  always. 
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Mr.  TiNCHER.  Has  not  that  been  your  experience  for  a  good  many 
years,  that  that  is  the  time  when  the  prices  are  kept  down  on  grain? 

Mr.  KoNEMAN.  No,  sir. 

Mr.  TiNCHER.  It  is  generally  higher  around  thrashing  time? 

Mr.  KoNEMAN.  It  is  generally  higher  in  the  summer. 

Mr.  T!iNCHER.  It  is  higher  now  than  it  was  then.  It  is  higher  now 
than  it  was  last  year?  I  mean  after  the  the  boards  of  trade  got  to 
functioning  in  July. 

Mr.  KoNEMAN.  I  don't  think  it  is,  because  a  year  ago  there  was  an 
established  price. 

Mr.  TiNCHER.  I  am  not  asking  about  a  year  ago.  Did  you  use 
these  options  last  fall? 

Mr.  KoNEMAN.  I  am  not  in  actual  charge  of  the  elevators.  TVe 
have  a  manager  for  them. 

Mr.  TiNCHER.  You  did  not  have  to  sell  any  options  last  year? 

Mr.  KoNEMAN.  I  do  not  think  he  did.  I  think  he  is  selling  tlieni 
now  on  corn. 

Mr,  TiNCHER.  You  think  he  is  selling  options  now  on  com? 

Mr.  KoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  Cash  corn  and  future  com  are  practically  the  same 
price,  aren't  they? 

Mr.  KoNEMAN.  I  think  they  are. 

Mr.  TiNCHER.  Is  the  car  situation  better  out  there  now  ? 

Mr.  KoNEMAN.  Yes,  sir.  In  fact,  the  Omaha  division  that  we  are 
located  on  was  350  cars  short  about  30  days  ago,  but  I  suppose  it  is 
better  now. 

Mr.  TiNCHER.  Do  you  know,  really,  how  it  is  now  ? 

Mr.  KoNEMAN.  No,  sir. 

Mr.  TiNCHER.  Have  you  one  share  in  this  elevator? 

Mr.  KoNBMAN.  I  own  a  one-half  interest. 

Mr.  TiNCHER.  But  you  have  another  man  who  manages  it  and  has 
control  over  it  ? 

Mr.  KoNEMAN.  Yes,  sir. 

Mr.  TiNCHER.  Your  business  is  now  a  farm  loan  business? 

Mr.  KoNEMAN.  It  is  now.  I  used  to  be  in  the  grain  business  and 
used  to  work  for  Mr.  Sharp. 

Mr.  TiNCHER.  You  came  here  from  Sioux  Falls  to  appear  before 
this  committee  ? 

Mr.  KoNEMAN.  No,  sir ;  I  was  in  New  York,  and  Mr.  Sharp  asked 
me  to  come  this  winr  on  my  way  home. 

Mr.  TiNCHER.  Tfou  fellows  were  out  on  a  little  trip  and  you  are 
giving  us  a  little  information  as  you  pass  by? 

Mr.  KoNEMAN.  That  is  true  in  my  own  case, 

Mr.  TiNCHER.  Well,  I  am  rather  glad  that  you  came.  That  is  all 
I  wish  to  ask. 

Mn  KoNEMAN.  I  thank  you. 

The  Chairman.  Should  the  speculator  be  eliminated,  as  has  been 
suggested,  would  that  afford  you  an  opportunity  to  hedge  1 

Mr.  KoNEMAN.  Well,  I  do  not  know  whether  it  would  or  not. 

The  Chairman.  Who  would  take  the  other  end  of  the  hedge  in  that 
case? 

Mr.  KoNEMAN.  Well,  I  do  not  know  that  anybody  would.  I  think 
the  business  would  have  to  be  handled  on  a  larger  margin  if  we  could 
succeed  in  selling  to  the  mills. 
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The  Chairman.  If  you  eliminate  the  speculator,  who  would  be  the 
to  buy?    Would  the  millers  come  in  any  buy? 

Mr.  KoNEMAX.  Yes,  sir;  I  think  the  millers  would;  that  the  men 
who  actually  want  to  manufacture  it  would  use  it. 

The  Chairman.  It  would  be  rather  a  slow  process,  then,  would  it 
not? 

Mr.  KoNEMAN.  Yes,  sir ;  it  would. 

The  Chairman.  In  your  opinion,  would  it  be  possible  to  hedge  if 
the  speculator  were  eliminated  ? 

Mr.  KoNEMAN.  Do  you  mean  if  options  were  done  away  with? 

The  Chairman.  I  mean  if  the  speculator  were  eliminated  from  the 
operations  of  the  exchanges,  as  has  been  suggested. 

Mr.  KoNEMAN.  Well,  if  the  speculator  were  eliminated  I  do  not 
think  it  would  cut  any  figure  in  the  price  of  grain. 

The  Chairman.  I  mean,  woi;ld  it  be  possible  to  hedge  if  the  specu- 
lator were  eliminated? 

Mr.  KoNEMAN.  I  am  not  prepared  to  answer  that  Question. 

The  Chairman.  The  manipulator  must  necessarily  be  ^  speculator, 
must  he  not? 

Mr.  KoNEMAN.  Yes,  sir ;  it  is  pretty  hard  to  draw  a  line,  I  think, 
showing  where  the  one  quits  and  the  other  begins. 

The  Chairman.  That  is  all.  Mr.  Koneman,  the  committee  is  very 
grateful  to  you. 

Mr.  Koneman.  And  I  wish  to  thank  the  committee. 

The  Chairman.  We  will  now  hear  the  next  witness. 

STATEMENT  OF  MB.  WATSON  S.  MOOBE,  BEFBESENTINO  THE 
DTnUTH  BOABD  OF  TBADE,  DULTTTH,  MUfN. 

Mr,  Moore.  I  want  to  say  that  I  am  a  member  of  the  Duluth  Board 
of  Trade  and  also  of  other  exchanges,  and  that  I  am  here  as  the  rep- 
resentative of  the  Duluth  Board  of  Trade. 

I  have  been  a  grain  shipper  for  30  years.  There  is  comparatively 
little  so-called  speculation  on  the  Duluth  Board  of  Trade,  but  the 
volume  of  future  trading  in  that  market  is  heavy.  The  prices  and 
trading  are,  of  course,  influenced  by  the  general  market  movements, 
both  at  home  and  abroad^  The  major  portion  of  the  trading  in 
futures  on  the  Duluth  Board  of  Trade  is : 

In  selling  or  buying  for  account  of  the  farmer  or  country  dealer. 

Buying  from  the  country  dealer  or  commission  merchants  and  sell- 
ing to  shippers,  millers,  or  exporters  by  the  terminal  elevators. 

IJuying  of  cash  wheat  and  futures  by  the  local  millers  and  repre- 
sentatives of  eastern  millers  and  the  selling  of  futures  as  a  hedge 
against  all  or  part  of  s^id  purchases. 

Buying  and  selling  by  traders,  or  spreaders,  who  hedge  their  pur- 
chases or  sales  in  other  markets.  Spreaders  are  traders  who  maKp  a 
specialty  of  studying  relative  values  between  piarkets,  and  the  rela- 
tive values  between  the  different  varieties  of  wheat  and  between  the 
different  futures  in  the  different  markets  and  trade  accordingly. 
These  traders  are  not  manipulators,  but  trade  on  their  judgmpi^t  as 
to  the  relative  values  of  the  various  factors  mentioned,  and  tr^-de 
almost  entirely  in  the  futures.  They  are,  thereiore,  an  iipport  factor 
in  stabilizing  prices  an.d  checking  sometimes  what  might  be  other- 
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wise  evil  results  of  speculators  and  render  service  fully  commensurate 
with  the  profits  they  receive. 

There  has  been  as  much  as  20,000,000  bushels  of  wheat  held  at  one 
time  in  the  Duluth  elevators,  and  as  much  as  75,000,000  bushels  in 
the  terminal  elevators  of  the  country,  and  there  is  now  over  40,000,000 
bushels  so  held  and  more  in  mill  elevators,  mill  stocks,  and  country 
elevators,  most  of  which  is  ordinarily  hedged  in  futures.  These 
futures  are  bought  by  speculators,  by  millers  against  flour  sales,  by 
exporters  against  sales  made  abroad,  and  by  producers  who  could  not 
anord  to  carry  their  grain  themselves,  but  believing  in  higher  prices — 
when  thej^  sold  their  actual  grain,  purchased  an  equivalent  of  fu- 
tures— which  this  year  they  were  able  to  do  at  a  discount.  Some 
producers  lost  by  this  operation  and  sold  out  their  futures  when  the 
general  deflation  spasm  struck  the  country.  Others  held  on  and 
have  been  able  to  make  from  80  to  40  cents  a  bushel  by  reason  of  the 
advance  and  because  of  the  opportunity  afforded  by  future  trading;. 

Trading  in  futures  makes  for  a  free  and  open  market.  All  the 
world  knows  the  price — the  producer,  the  banker,  and  the  consumer. 
This  would  not  always  be  the  case  if  future  trading  were  discon- 
tinued and  the  business  forced  into  the  hands  of  a  lew  large  con- 
cerns. The  system  of  future  trading  gives  an  opportunity  to  the 
man  with  small  capital  to  enter  the  business,  and  if  future  trading 
is  discontinued  this  class  would  likely  be  eliminated,  as  it  now  is 
pretty  generally  from  the  large  businesses  of  the  country. 

Future  trading  makes  it  easier  to  finance  the  crops.  The  banks 
will  loan  most  generously  at  lower  rates  of  interest  and  on  smaller 
margin  than  they  would  if  future  trading  was  discontinued.  They 
know  all  the  time  the  cash  value  of  their  collateral  and  can  collect 
at  any  time.  Wheat  is  almost  the  same  as  cash  when  it  is  off  the 
farm.' 

The  discontinuance  of  future  trading  at  the  present  level  of  prices 
would  surely  cause  a  panic  in  the  gram  trade.  Bankers  would  re- 
quire very  heavy  margins  on  their  loans  against  wheat.  Grain 
concerns  moving  the  grain  for  export  would  find  greater  difficulty 
in  financing  the  operation  and  would  therefore  require  a  larger 
profit  to  take  care  of  possible  risk  of  loss. 

There  is  some  trading  in  futures  which  can  not  be  classed  as 
legitimate^  and  it  is  difficult  to  get  at  and  correct  such  trading.  It 
is  also  difficult  to  enforce  the  eighteenth  amendment,  but  the  country 
is  not  going  to  repeal  the  act  on  that  account.  The  Government  and 
exchanges  should  work  together  to  correct  these  abuses  which  have 
grown  out  of  illegitimate  trading.  To  destroy  such  a  useful  busi- 
ness agencv  because  it  is  abused  by  some  people  would  be  a  great 
mistake.  I'o  discontinue  future  trading  would  certainly  mean  the 
destruction  of  one  of  the  most  useful  pieces  of  economic  machinery 
ever  set  up  to  do  business.  The  exchanges  working  alone  have  cor- 
rected, and  continue  to  correct,  abuses  as  they  appear.  All  ex- 
changes, I  think,  now  have  a  comer  rule,  and  have  almost  elimi- 
nated this  serious  bane  of  future  trading.  The  Capper  bill  would, 
to  aU  practical  purposes,  eliminate  future  tradm^. 

To  illustrate  (referring  to  paragraph  B,  sec.  1,  illustration)  : 

In  the  Duluth  market  to  buy  10,000  bushels  of  cash  wheat  in  the 
Duluth  elevators  and  sell  10,000  bushels  to  an  eastern  miller  or  ex* 
porter,  the  shipper  trades  ordinarily  in  60,000  bushels.    He  buys 
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10,000  bushels  of  wheat  from  the  terminal  elevator  operator  and 
seUs  the  elevator  operator  in  exchange  10,000  bushels  of  the  most 
active  future  in  the  Duluth  market.  The  shipper  then  buys  the 
10,000  future  in  the  Duluth  market  and  sells  10,000  of  the  most 
active  future  in  Chicago.  Most  sales  of  cash  wheat  to  millers  and 
exporters  in  the  United  States  are  based  upon  a  Chicago  future, 
Chicago  maintaining  the  most  active  future  market  and  most  con- 
venient for  the  majority  of  the  trade.  The  Duluth  shipper  then 
sells  to  the  eastern  buyer,  who  in  turn  sells  him  10,000  bushels  of 
the  most  active  future  in  Chicago  in  exchange.  Sixty  thousand 
bushels  traded  in  in  all  to  sell  that  10,000  bushels  of  cash  wheat, 
but,  owing  to  quick  telegraph  service,  all  parties  are  at  practically 
little  risk  from  market  fluctuations,  and  the  shipper  is  willing  to 
render  this  service  whenever  he  thinks  he  can  see  half  a  cent  profit 
in  the  transaction,  and  often  for  less,  especially  when  the  volume  is 
larger. 

To  summarize,  future  trading  is  the  most  important  factor  in 
stabilizing  prices.  It  enables  the  producer  to  get  more  money  for 
his  product  than  he  would  otherwise.  It  enables  the  consumer  to 
secure  his  food  for  less  than  he  otherwise  would.  It  secures  the  mid- 
dleman's service  for  a  less  profit  because  it  eliminates  risks  which 
prevail  in  handling  of  other  commodities.  It  opens  the  door  of  busi- 
ness opportunity  to  the  man  of  small  capital.  It  makes  the  grain  busi- 
ness the  safest  business  a  bank  has.  It  takes  care  of  the  movement 
when  the  flow  of  grain  from  the  farm  is  the  heaviest,  and  carries  the 
grain  until  the  demand  overtakes  the  supply.  It  carries  the  surplus 
of  one  crop  over  to  meet  the  deficiency  of  the  next  crop  at  home  and 
abroad. 

The  general  trade  certainlv  should  have  no  objection  and  would  be 
glad  to  see  any  unbiased  Government  commission  investigate  the 
operation  of  the  exchanges,  the  use  and  abuse  of  future  trading,  and 
would  certainly  endeavor  to  put  into  force  suggestions  which  were 
practical  and  which  would  make  the  system  which  has  been  found 
so  useful,  and  able  to  render  still  greater  service  to  the  country. 
The  Chaibman.  Any  Question,  gentlemen? 

Mr.  YoTTNG.  Suppose  tnere  were  no  exchanges,  what  would  be  the 
movement  of  grain? 

Mr.  MooBE.  There  would  be,  I  think,  concerns  of  large  capital  and 
large  financial  resources  who  would  buy  the  grain.  They  would  be 
very  careful  to  study  world  conditions  and  to  get  upon  the  very  rock 
bottom.  There  would  be  a  few  concerns  of  smaller  capital  that  would 
take  smaller  amounts  and  less  risk  in  the  business.  Those  concerns, 
having  to  have  larger  investments,  would  have  to  have  larger  profits. 
There  would  not  be  the  same  opportunity  for  general  information 
to  reach  the  producer,  nor  for  the  consumer  to  check  the  operations 
of  those  large  concerns  such  as  now  possible  on  the  exchanges. 

Mr.  Young.  Do  you  have  in  the  grain  trade  exchanges  in  foreign 
countries  operating  similarly  to  the  exchanges  in  this  country  ? 
Mr.  MooBE.  Yes,  sir. 

Mr.  Young.  Assuming  that  the  exchanges  in  this  country  were 
put  out  of  business,  what  kind  of  power  would  be  left  in  the  hands 
of  the  exchanges  of  foreigjQ  countries  as  relates  to  the  price  of  grain 
in  this  country?  What  kind  of  power  would  they  have  over  fixing 
the  prices  of  grain  that  this  country  would  export? 
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Mr.  Moore.  Well,  those  foreign  exchanges  undoubtedly  would  be 

foverned  to  some  extent  by  the  supply  and  demand  in  the  world. 
oreign  exchanges  do  not  deal  in  futures  so  generally  as  is  the  case 
in  this  country,  except  as  to  the  Winnipeg  exchange  in  Canada. 

Mr.  YoTJNG.  The  thing  I  have  in  mind  is  this:  I  do  not  know  so 
much  about  the  grain  trade  as  the  commodity  in  raj  section  of  the 
country  is  cotton,  and  65  per  cent  of  that  commodity  is  an  export 
proposition.  In  England  they  have  tHeir  cotton  exchanges.  We  have 
the  same  trouble  as  to  abuses  in  the  cotton  exchanges  that  you  prob- 
ably have  in  your  grain  exchanges,  but  I  am  not  familiar  with  grain 
exchanges.  But  if  the  cotton  exchanges  in  this  country  were  put  out 
of  commission  and  could  not  do  business,  England  and  other  Euro- 
pean countries,  being  consuming  countries  of  that  commodity  more 
than  is  our  country,  wouldn't  this  give  them  a  tremendous  power  over 
fixing  the  value  of  the  cotton  that  we  produce  in  this  country  which 
power  they  do  not  have  now? 

Mr.  MooRE.  That  I  should  think  would  be  true  also  as  to  wheat, 
unless  they  would  see  what  the  market  had  lost  and  would  set  up  the 
same  sort  of  machinery  more  generally  abroad.  The  foreign  mafkets 
to  a  certain  extent  use  our  market  in  -hedging. 

Mr.  Young.  Here  is  another  point  I  want  to  clear  up  if  I  can: 
Using  cotton  as  an  illustration,  let  us  assume  that  you  destroy  the 
function  of  the  exchanges  and  that  they  can  not  operate  and  that 
the  ultimate  consumer  of  that  cotton  is  the  manufacturer  who  makes 
it  into  cotton  cloth.  They  are  few  in  numbers  as  compared  with  the 
great  mass  of  producers  of  cotton.  It  strikes  me  that  there  would 
be  the  danger  that  those  few  could  organize  overnight  and  the  pro- 
ducer can  not  organize,  and  he  would  be  at  great  disadvantage  as  the 
case  applies  to  cotton.  Would  such  a  condition  exist  in  reference  to 
grain  if  the  exchanges  were  not  permitted  to  operate? 

Mr.  Moore.  Do  you  mean  that  the  millers  might  combine? 

Mr.  YoiJNG.  Yes ;  are  they  so  many  in  number  that  tiiey  could  not 
readily  reach  an  overnight  combination  in  event  that  the  present 
method  of  handling  grain  through  the  exchanges  were  discontinued? 

Mr.  MooRE.  Of  course  there  is  such  a  possibility,  but  the  millers 
so  far  as  I  have  been  able  to  observe  have  not  ipanifested  such  a 
disposition. 

Mr.  Young.  Would  there  be  the  opportunity  for  such  a  thing  if 
the  present  system  were  abolished? 

Mr.  Moore.  I  do  not  know  whether  they  would  have  the  moral 
force  to  resist  the  temptation  or  not 

Mr.  Young.  Are  they  so  many  in  number  that  sudi  an  organiza- 
tion could  hardly  be  possible  ? 

Mr.  Moore.  Well,  1  would  not  undertake  to  say  it  was  not  possible. 

Mr.  Young.  Take  the  manufacturers  of  cotton  goods,  and  they  are 
few  in  number  as  compared  with  the  producers  of  cotton  ? ' 

Mr.  Moore.  I  thir^  the  flour  millers  are  just  ais  Inright  as  the 
cotton  manufacturers. 

Mr.  Young.  And  being  fewer  they  could  do  it? 

Mr.  Moore.  Yes,  sir. 

Mr.  Young.  Would  you  see  any  dahger  of  it  if  the  preseni  ma- 
chinery were  destroyed? 

Mr.  Moore.  I  can  see  the  p<)ssibility  of  it  happening,  aoid  I  do  not 
think  it  would  be  a  good  thing  if  it  did  happen,  because  whenever 


rUTUKE  TKADING.  389 

any  such  interest  goes  into  a  combinfttion  they  usually  issue  about 
as  miich  common  stcick  as  they  have  capital  stock  and  then  under- 
take to  make  that  common  stock  sell  at  the  same  price,  and  the 
producer  and  the  consumer  pays  for  it. 

Mr.  YotTNG.  Under  the  present  method  of  doing  business  through 
these  exchanges — i^ay  I  am  a  grain  producer  and  I  have  50,C^ 
bushels  of  wheat  on  my  plantation,  and  I  choose  to  hold  that  wheat 
myself  and  sell  futiires  for  a  certain  month  against  it  as  a  hedge — 
under  the  present  method  of  doing  business  does  it  happen  or  not 
that  I  as  a  farmer  may  lose  on  both  my  spot  wheat  and  my  hedge 
contract? 

Mr.  Moore.  It  is  only  possible  that  you  might  lose  the  differences ; 
so  far  as  the  general  movement  of  the  market  up  or  down  is  con- 
cerned you  would  not  lose.  This  is  the  way  you  might  lose:  For 
instance,  as  Mr.  Crosby  explained  to  you,  they  have  been  paying  a 
very  high  premium  over  spring  wheat  this  fall.  I  noticed  on  yester- 
day that  for  the  highest  grade  it  is  22  cents  over  the  option.  It  is 
possible  that  that  prelnium  might  be  lost  through  your  overstaying 
the  market.  That  premium,  arber  Argentine  and  Australian  wheat 
came  on  the  market,  might  disappear,  and  there  might  be  a  demand 
for  wheat  for  future  use,  although  there  was  at  the  time  an  oppor- 
tunity to  sell  at  th)it  premiimi.  At  the  ^me  time,  if  you  sold  a  dis- 
tant future,  it  might  go  down  so  much.  In  other  words,  the  pres- 
sure all  this  year  has  been  for  wheat  for  immediate  use,  and  it  might 
disappear  and  the  June  price  come  down  to  the  price  at  which  you 
sold  the  future,  and  it  would  nush  the  world's  general  level  of  prices 
down  for  three  or  four  or  ^x  months  ahead.  That  is  the  way  it 
wotdd  be  possible  for  you  to  lose  on  your  spot  wheat  and  on  your 
future. 

Mr.  Young.  Is  there  anything  in  the  method  of  doing  business 
through  these  Exchanges  whereby  they  fictitiously  bring  about  any- 
tbing hy  speculation  that  would  do  that  thing? 

Mr.  Mo^ERE.  It  can  only  be  temporary.  My  notion  of  a  manipu- 
lator is  that  of  a  speculator  who  has  gone  wrong  and  then  tries  to 
force  the  thin^,  and  when  he  attempts  it  all  laws  of  trade,  of  supply 
and  demand,  are  against  him,  as  well  as  the  rules  of  the  exchaujges. 
And  the  rules  of  the  exchanges  have  been  repeatedly  called  mto 
effect  to  discipline  such  a  man,  a  man  who  has  carried  on  such  a 
venture,  unless  the  man  broke  his  neck  before  they  could  act. 

Mr.  Young.  I  only  know  about  grain  from  reading  the  news- 
papers, because  my  section  is  not  a  grain  country.  But  I  do  know 
about  cotton.  I  have  noticed  quotations  that  apply  both  to  grain 
and  cotton,  and  it  is  a  thing  I  personally  do  not  understand  how  it 
can  exist.    Wha<:  is  spot  wheat  worth  now — about  $1.95  ? 

Mr.  jWoob».  Arouiid  $2  in  New  York  on  yesterday.     . 

Mr.  YoirNG.  Future  wheat  is  quoted  at  about  $1.60,  isn't  it  ? 

Mr.  MooKE.  Jf o,  sir ;  the  naost  distant  future  was  quoted  on  yester- 
day at  about  $1.75,  and  then  you  must  put  on  the  price  at  the  sea- 
board, which  makes  it  aboui  $1.91  or  $1.92. 

Mr.  Young.  As  to  cotton  and  wheat  the  way  I  have  noticed  the 
figures,  the  market  has  gbne  aloiig  for  a  peHod  of  weeks  with  future 
Quotations  way  belong  the  actual  spot  sales.  What  is  the  occasion 
for  that  ? 
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Mr.  MooBE.  The  distant  future  will  ordinarily  represent  world 
conditions.  For  instance,  in  May  wheat  from  this  country  will  conie 
in  competition  with  wheat  from  Australia  and  the  Argentine  and 
possibly  from  India.  At  the  present  time  thete  is  no  competition 
with  the  United  States  from  any  source.  You  will  notice  the  exports 
to  other  countries  for  the  last  six  months  have  been  practically  all 
from  this  country,  and  we  have  been  limited  as  to  price  to  what  the 
continental  countries  and  the  United  Kingdom  have  been  willing  to 
pay.  My  point  is  there  that  they  have  paid  a  higher  premium  for 
wheat,  which  is  reflected  in  the  quotations  for  immediate  shipment,  a 
higher  price  than  they  are  willing  to  pay  for  May  and  June  ship- 
ments, when  the  Southern  Hemisphere  will  be  our  competitors. 

Mr.  Young.  What  causes  the  spirit  of  unrest  among  the  people 
who  produce  these  raw  materials — ^wheat,  cotton — ^is  that  nearly 
every  little  town  has  a  blackboard.  Take  my  little  town,  and  you  will 
see  the  future  quotations  on  cotton  $25  a  bale  actually  under  the  spot 
sale.  Without  going  deeply  into  it,  the  average  fellow  who  produces 
cotton  thinks  somebody  is  manipulating  the  ^uff  he  has  on  hand. 

Mr.  MooRE.  Well,  there  is  usually  a  legitimate  answer,  and  I  think 
that  given  on  wheat  would  apply  to  cotton,  although  I  am  not 
familiar  with  cotton. 

Mr.  McLaughlin  of  Michigan.  Have  you  read  the  bills  pending 
before  the  committee? 

Mr.  MooKE.  The  Capper  bill? 

Mr.  McLaughlin  of  Michigan.  Is  that  Mr.  Tincher's  bill? 

Mr.  TiNCHER.  It  is  one  and  the  same  bill  really. 

Mr.  MooKE.  Yes ;  I  have  read  that  bill. 

Mr.  McLaughlin  of  Michigan.  You  have  made  a  statement  similar 
to  the  statement  made  by  other  witnesses,  that  evil  practices,  abuses, 
exist,  but  no  one  has  yet  described  what  they  are.  You  go  further 
and  say  that  the  Government  and  the  exchanges  ought  to  cooperate 
for  their  correction.  Cooperation  by  the  (jovemment  means  the 
enactment  of  laws.  We  are  up  against  the  question  whether  or  not 
we  can  enact  a  law.  Will  you  describe  those  abuses  that  you  think 
we  can  correct  by  law,  and  tell  us  what  they  are,  and  what  law  we 
can  pass  to  correct  them  ? 

Mr.  MooRE.  That  does  not  necessarily  mean  the  enactment  of  a  new 
law.    It  might  mean  activity  of  officers  under  the  present  law. 

Mr.  McLaughlin  of  Michigan.  Well,  tell  us  about  that? 

Mr.  MooRE.  For  instance,  if  there  are  very  sudden  and  violent 
movements  in  the  market  price,  why,  every  violent  quotation  cer- 
tainly takes  on  public  interest.  Then  it  seems  to  me  that  the  law 
officer  in  that  particular  city  or  the  cities  of  the  country 

Mr.  McLaughlin  of  Michigan  (interposing).  What  law  officer f 

Mr.  MooRB.  Probably  it  would  be  your  district  attorney  or  some 
such  man  to  see  that  there  is  nothing  going  on  in  violation  of  the 
United  States  statutes,  or,  if  it  is  a  matter  under  a  State  law.  it 
would  be  some  State  officer.  There  are  people  who  will  make  a  lot 
of  wild  statement  about  such  and  such  an  activity  and  those  state- 
ment might  be  true  or  not  true. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  of  anything  being 
done  now  in  violation  of  any  law? 

Mr.  MooRB.  Not  at  the  present  time,  I  do  not  know  of  anything. 
And  I  do  not  know  of  it  as  happening  at  any  time,  but  I  do  know 


FUTURE  TRADING.  891 

that  things  have  happened  on  exchanges  that  have  not  been  in  ac- 
cord with  just  and  equitable  principles  of  truth. 

Mr.  McLiAUOHLiN  of  Michigan.  What  are  they? 

Mr,  Moore.  Buns,  comers,  and  overtrading. 

Mr.  McLaughlin  of  Michigan.    What  is  overtrading? 

Mr.  MooBE.  Trading  too  much,  and  through  exchanges  they  have 
disciplined  their  memoers  for  such  actions. 

Mr.  McLaughlin  of  Michigan.  What  is  considered  "  too  much  "  ? 

Mr.  Moore.  That,  I  should  imagine,  would  depend  upon  the  con- 
ditions at  the  time.  If  there  was  a  large  volume  of  wheat  in  stock 
at  a  particular  point,  then  a  larger  amount  of  trading  would  not  be 
overtrading..  If  the  stock  was  small  that  would  be  a  governing 
factor.  As  I  stated,  the  exchanges  have  shown  a  disposition  to  cor- 
rect their  evils.  But  it  often  helps  an  exchange  when  the  law  officer 
takes  notice  of  what  seems  to  be — but  which  may  not  be — an  activity 
in  the  public  interest  on  an  exchange. 

Mr.  McLaughlin  of  Michigan.  What  law  could  the  district  at- 
torney lay  hold  of  under  the  conditions  you  speak  of  ? 

Mr.  MocKRE.  It  might  be  under  the  common  law  of  gambling. 

Mr.  McLaughlin  of  Michigan.  You  say  it  might  be.  Do  you 
think  the  common  law  of  gambling  would  reach  that? 

Mr.  Moore.  I  do  not  see  why  it  should  not.  It  often  happens  that 
if  there  is  anything  of  that  sort  going  on  or  if  a  man  is  suspected  of 
such  a  thing  the  very  activity  of  the  lieiw  officer  corrects  the  evil  and 
straightens  things  out. 

Mr.  McLaughlin  of  Michigan.  The  law  officer  does  not  get  very 
far  in  his  activities  unless  there  is  some  law  behind  him  on  which 
he  can  stand.    What  is  that  law  on  which  he  can  stand  ? 

Mr.  Moore.  Isn't  there  a  law  against  unfair  practices?  A  mai^ 
can  not  put  another  out  of  business  by  selling  below  him — ^by  selling 
at  unfair  prices,  I  mean. 

Mr.  McLaughlin  of  Michigan.  The  Federal  Trade  Commission 
is  authorized  to  investigate  and  to  learn  whether  there  are  any  unfair 
practices  indulged  in  between  men  in  business,  and,  if  so,  such  a 
man  is  directed  to  desist  But  the  Federal  Trade  Commission  think 
if  the  indulg^ce  in  that  practice  is  general,  then  there  is  nothing 
unfair  about  it— that  they  all  partake  in  it  and  that  nobody^  gete 
an  advantage  of  anybody  else.  It  is  hot  much  of  a  law  in  my  judg- 
ment. 

Mr.  Moore.  Of  course,  if  the  law  officer  does  not  find  any  abuse 
or  if  a  Government  commission  does  not  find  any  abuse,  then  I 
shouldn't  think  there  was  one. 

Mr.  McLaughlin  of  Michigan.  This  practice  is  open  to  anyone 
on  your  exchange  if  he  chooses  to  indulge  in  it,  isn't  that  true? 

3J[r.  Moore.  No  ;  the  opportunity  to  a  man  is  open  to  him  to  steal, 
but  if  he  steals  he  will  be  punished.  So  if  a  man  violates  a  rule  of 
the  exchange  you  can  not  convict  him  before  he  commits  the  act. 

Mr.  McLaughlin  of  Michigan.  If  anyone  commits  a  crime  would 
you  make  it  unlawful  to  violate  the  rules  of  an  exchange? 

Mr.  Moore.  I  do  not  see  how  it  would  be  harmful.  We  want  to 
obey  our  own  rules,  which  we  subscribe  to  and  are  sworn  to  obey. 

Mr.  McLaughlin  of  Michigan.  That  would  be  delegating  a  power 
by  the  Government  to  indivicmals  to  determine  what  crime  is. 
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Mr.  MooKE.  I  do  not  know  as  to  its  being  proper  public  policy. 

Mr.  McLaughlin  of  Michiean.  We  are  Frying  to  get  at  something 
that  is  practiced  here  now.  You  are  a  little  hazy,  like  the  rest  of  the 
witnesses.  We  are  looking  for  something  concrete!  If  we  do  not 
find  something  of  that  kind  we  will  have  to  quit.  We  are  told  that 
there  are  certain  definite  abuses  that  could  be  forbidden  and  cor- 
rected. I  am  free  to  say  that  the  most  of  the  witnesses  w^o  ^^^^ 
tome  h6re  have  sitnply  confused  us.  Not  one  of  them  has  pointed  out 
a  remedy  that  can  be  applied.  Nor  has  any  one  of  them  pointed 
out  definitely  what  the  abuses  are. 

Mr.  Moore.  Well,  I  have  said  that  an  abuse  on  the  exchange  is 
over-trading.  I  have  said  that  another  abuse  that  may  happen  is 
undne  manipulation,  attempting  to  corner  the  market. 

Mr.  McLaughlin  of  Michigan.  We  can  not  write  a  law 

Mr.  MooRE  (interposing).  I  am  only  statihg  the  abuses.  I  do  not 
know  how  you  would  correct  them.  That  is  the  business  of  some  one 
else.  These  dre  recognized,  And  the  techanges  have  made  very  sub- 
stantial progress  in  correcting  the  abuses,  because  so  far  as  comers 
are  concerned  there  have  not  been  anything  like  the  old  comers, 
where  they  would  run  the  price  up  50  cent6  or  $1  or  $2  a  bushel,  and 
where  they  would  ruin  men.  We  have  not  had  anything  like  that  for 
yeai^. 

Mr.  McLAUGiaxiN  of  Michigan.  If  a  mah  with  unlimited  means 
should  feo  on  your  exchange  and  offer  to  buy  or  sell  to  thfe  limit  of 
his  means  and  it  carried  everybody  else  off  their  feet  would  you  stop 
hini  froin  doing  it  ? 

Mr.  Moore.  I  think  I  should  begin  to  look  into  his  cjlse. 

Mr.  McLaughlin  of  Michigan.  vVould  there  be  a  rule  of  your  ex- 
change under  which  you  could  stop  him  ? 

Mr.  MooRfe.  I  ain  not  f ariiiliar  with  the  wordiiig  bf  the  mle,  but  in 
our  own  exchange  they  have  taken  up  cases  where  there  was  sus- 
picion of  ovet-frading  and  corrected  the  situation. 

Mt.  McLaughlin  of  Michigan.  Ete  has  not  bought  more  than  he 
is  able  to  buv  and  pay  for,  and  he  has  not  sold  a  bit  more  than  he  is 
willing  to  tafee,  perhaps,  and  if  that  iS  the  case  how  is  he  overtrading? 

Mr.  Moore.  If  he  has  not  bought  more  than  he  is  able  to  pay  for 
and  willing  to  pay  for.  and  it  would  not  be  a  violation  of  th^  govern- 
mental Statute  against  cornering  the  food  supplv,  why,  then,  that 
would  seem  to  be  a  proper  transaction.  But  I  think  under  the  United 
States  laws  a  man  can  not  go  in  and  corner  any  of  the  food  suply 
without  suffering  a  penalty.    Isn't  that  true  ? 

Mr.  McLaughlin  of  Michigan.  I  do  not  know  thai  there  is  any  such 
law  as  that,  or  how  it  would  be  enforced  if  there  were  such  a  law. 

Mr,  Moore.  I  think  they  did  it  in  the  butter  and  egg  business. 
They  went  after  the  man  who  cornered  the  potatoes. 

Mr.  McLaughlin  of  Michigan.  One  man  alone  was  it,  or  a  com- 
bination of  men? 

Mr.  Moore.  I  forget,  as  to  the  case  of  the  potatoes,  how  it  was,  but 
I  know  it  was  done. 

M*.  Voigt.  There  is  no  rule  on  j^our  exchange  that  prevents  a  man 
from  btijring  or  selling  any  quantity  of  grain  so  long  as  he  has  the 
moiiey  to  take  up  the  deals,  is  there  ? 

Mr.  Moore.  And  he  carries  it  on  in  a  t)roper  way  according  to  jtbe 
rules  of  the  exchange. 
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Mr.  VoiGT.  If  he  carries  the  deal  on  like  any  other  deal  then  there 
is  no  snch  thing  as  overtrading  on  your  exchange  ? 

Mr.  Moore.  Yes;  there  may  be  men  who  are  undertaking  an  opera- 
tion and  it  would  develop  that  they  have  not  the  financial  ability  to 
car^  it  throtiffh. 

MT.  VoiGT.  My  question  assumed  that  they  had  the  means  to  carry 
on  their  trades. 

Mr.  MooR£.  For  instance,  they  make  that  man  take  all  he  contracts 
for,  which  is  iii  thfe  interest  of  the  producer.  And  if  he  is  wrong  and 
has  to  sell  it  out  later  at  less  price  I  think  it  is  to  the  benefit  of  the 
consumer.  I  think  they  have  a  rule  on  the  Chicago  Board  of  Trad^ 
that  a  man  must  not  only  take  his  warehouse  receipts  in  the  elevator 
but  the  stuff  on  the  track  that  has  not  been  unloaded.  I  have  for- 
gotten the  phraseology  of  the  rule,  but  there  is  a  committee  there  that 
states  what  is  a  fair  price  for  the  stuff,  so  that  he  could  not  have  an 
unusual  exaction  there. 

Mr.  VoiOT.  You  have  no  rule  that  limits  a  man  to  a  certain  amount 
of  trading? 

Mr.  MooRE.  No;  the  conditions  would  have  to'  come  in  there.  If 
there  were  a  large  volume  of  grain  in  store  upon  which  to  base  the 
transactions,  then  it  could  be  heavier  than  if  there  were  st  smaller 
amount  of  stuff. 

Mr.  VoiGT.  Suppose  a  man  with  plenty  of  money  went  on  your  ex- 
change, through  a  broker,  and  sold  60,000,000  bushels  of  a  certain 
grain.     You  have  not  a  rule  against  that,  have  you  ? 

Mr.  MooRE.  I  am  not  sure ;  but  in  our  own  e^^change  if  a  man  wef-fe 
operating  to  that  extent  the  officials  of  the  Exchange  would  take 
notice  of  it  to  see  whether  there  was  anything  injurious  to  the  ex- 
change or  to  the  public  interest  in  it. 

Mr.  VoiGT.  It  he  had  the  money  to  carry  out  the  deal,  would  they 
endeavor  to  stop  it  ? 

Mr.  MooRE.  Fdr  instance,  if  he  sold  50,000,000  bushels  of  grain  for 
deliverv,  the  stuff  would  not  be  available  to  deliver. 

Mr.  McLaughlin  of  Michigan.  In  these  exchanges  they  sell  over 
and  over  again? 

Mr.  MooRE.  But  they  are  constantly  settling  up. 

Mr.  McLaughlin  of  Michigan.  But  these  gentlemen  tell  us  this 
hedging  is  for  actual  delivery? 

Mr.  MooRi:.  They  are  if  the  contract  goes  to  its  final  consumma- 
tion. 

Mr.  McLaitghlin.  Yes ;  if  it  does. 

Mr.  Moota.  Yes.  Bilt  the  great  majority  of  the  contrcicts  are 
closed  up  prior  to  that  time,  as  explstined  in  the  illustrsition  I  gavei 
you.  In  other  words,  to  make  it  a  little  clearer  in  your  mind^  future 
trading  is  more  an  insurance  against  toss  iii  an  advance  than  it  is  for 
an  actual  delivery  of  the  property,  although  that  must  be  contem- 
plated in  the  transaction. 

Mr.  McLaughlin  of  Michigan.  I  do  not  care  whether  it  is  right  or 
wrong,  for  the  purpose  of  my  question,  but  I  do  tak^  issue  with  the 
man  who  says  that  thes6  hedges  are  actual  transactions  in  grain. 
They  may  be  necessary— and  I  am  riot  saying  they  are  not — and  they 
may  be  proper,  knd  there  iriay  be  nothing  Wrong  in  the  world  with 
them,  but  what  I  do  tale  exception  to  is  their  taking  the  transaction 
as  meaning  an  actual  delivery  of  the  commodity. 
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Mr.  Moore.  They  are  not  in  the  physical  grain. 

Mr.  McLaughlin  of  Michigan,  i  ou  are  the  first  gentleman  who 
has  been  willing  to  admit  it. 

Mr.  Moore.  They  are  in  the  nature  of  an  insurance ;  but  if  the  man 
goes  to  the  end  of  the  transaction,  then  the  physical  property  must 
appear. 

Mr.  McLaughlin  of  Michigan.  I  think  you  are  right  about  it,  and 
it  seems  to  me  that  that  may  be  necessary.  But  they  are  not  trans- 
actions in  grain  at  all.  They  are  just  insurance  policies,  because  if 
somebody  happens  to  call  for  the  grain  and  it  is  delivered,  then  it 
may  occur;  but  the  rest  of  them  do  not  contemplate  doing  it,  and 
they  are  carrying  on,  |)robably,  a  proper  and  necessary  transaction, 
and  I  am  inclined  to  think  they  are. 

Mr.  MooRE.  That  is  our  claim. 

Mr.  McLaughlin  of  Michigan.  So  at  least  there  is  that  situation, 
and  there  is  much  testimony  in  the  hearing  to  incline  one  to  that 
belief. 

Mr.  Moore.  Yes,  sir. 

Mr.  TiNCHER.  You  said  that  there  was  some  trading  in  futures 
which  can  not  be  classed  as  legitimate,  and  you  evidenced  a  willing- 
ness on  the  part  of  the  grain  exchanges  to  cooperate  with  the  Gov- 
ernment to  eradicate  those  evils  ? 

Mr.  Moore.  I  certainly  do. 

Mr.  TiNCHER.  Your  objection  to  the  Capper  bill,  as  you  term  it, 
is  that  it  only  permits  three  sales,  whereas  you  say  a  man  ought  to  be 
allowed  to  have  six  sales  in  a  properly  hedged  transaction  ? 

Mr.  Moore.  Well,  I  would  have  to  quality  that,  because  those  six 
times  only  run  around  one  transaction,  and  we  may  have  a  hundred 
that  day— and  we  hope  we  will — ^in  the  business. 

Mr.  TiNCHER.  It  does  not  make  any  difference  how  many  you 
have;  it  only  runs  around  one  transaction  three  times.  You  can 
have,  under  the  Capper  bill,  a  million  deals  on  actual  grain,  only 
you  would  be  permitted  to  sell  it  simply  three  times  as  a  hedge  under 
the  Capper  bill,  three  times  in  each  case. 

Mr.  Moore.  I  would  exceed  my  privilege  or  exhaust  my  privilege 
under  the  Capper  bill  when  I  acted  that  way  through  this  trading. 

Mr.  TiNCHER.  No;  that  would  only  be  on  one  10,000-bushel  deal, 
and  on  another  10,000-bushel  deal  you  would  have  the  right,  I  under- 
stand, under  the  Capper  bill  to  trade  three  times  the  amount  of  that 
one  transaction  as  well. 

Mr.  Moore.  I  understand  that  I  can  only  trade  three  times. 

Mr.  TiNCHER.  Oh,  no.  Do  you  mean  you  would  have  to  make  it 
on  any  one  transaction  and  then  be  limited  to  three  times  that 
amount  ? 

Mr.  Moore.  Yes.  I  can  only  make  three  future  trades  against  a 
cash  transaction. 

Mr.  TiNCHER.  Do  you  mean  in  the  whole  year? 

Mr.  MooRE.  Yes,  sir. 

Mr.  TiNCHER.  You  term  it  the  Capper  bill,  and  that  is  proper, 
because  he  introduced  it  in  the  Senate,  and  I  introduced  it  in  the 
House,  and  they  are  identical.  But  the  bill  I  introduced  in  the  Hous« 
does  not  state  that.  The  fault  you  find  with  it  is  that  you  are  onlv 
permitted  to  deal  three  -times  in  the  commodity — say,  wheat — ^which 
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rou  actually  deal  in,  and  then  it  can  be  dealt  in  three  times  more. 
You  want  it  six  times.  You  say  it  is  necessary,  in  describing  a  trans- 
action here,  that  it  should  be  six  times? 

Mr.  Moore.  That  does  not  help  me  out.  I  would  only  make  $50 
and  deal  in  it  three  times.  That  would  not  keep  me  in  New  York 
long. 

Mr.  TofCHER.  You  could  make  10,000  deals.  Why  is  it  necessary 
for  all  these  transactions  to  constitute  a  hedge? 

Mr.  Moore.  Because  it  is  very  convenient.  If  I  bought  10,000 
bushels  of  wheat  from  a  country  dealer,  or  from  a  commission  man, 
and  I  sold  it  to  an  eastern  miller  without  the  use  of  futures 

Mr.  TiNCHER  (interposing).  That  does  not  come  in  this  bill  at 
all,  because  the  actual  wheat  is  there.  You  have  bought  it  and  are 
going  to  deliver  the  actual  wheat  to  the  miller? 

Mr.  Moore.  Yes,  sir. 

Mr.  Tencher.  That  does  not  come  in  under  this  at  all.  The 
Capper  bill  says  you  can  hedge  three  times,  or  buy  or  sell  three  times 
the  quantity  without  any  additional  tax.  I  do  not  believe  you  have 
read  and  understood  that  bill  or  you  would  not  make  the  objection 
you  make  to  it.  You  evidently  have  understood  if  you  entered  into 
one  10,000-bushel  wheat  deal  and  carried  it  on,  then  aU  during  the 
year  you  would  be  subject  to  a  tax.  That  is  not  the  fact.  We  nave 
contemplated  that  there  might  be  a  lot  of  commission  men  who 
would  want  to  handle  more  than  one  10,000-bushel  deal  of  wheat. 
There  was  no  idea  of  putting  a  limit  of  10,000  bushels  of  wheat  on  a 
man. 

Mr.  Moore.  I  can  onljr  have  two  other  contracts? 

Mr.  TiNCHER.  Pertaining  to  that  one  10,000-bushel  contract? 

Mr.  Moore.  Yes. 

Mr.  TiNCHER.  You  can  have  that  one  contract  and  two  insurance 
contracts,  as  you  call  them. 

Mr.  Moore.  Then  I  would  have  to  confine  my  operations  right  to 
the  country  man  who  sells  to  the  elevator  and  not  ouy  from  the  ter- 
minal elevator,  and  I  would  sell  to  the  miller,  and  I  would  exhaust 
my  right  to  deal. 

Mr.  TiKCHER.  Oh,  no.  That  is  dealing  in  actual  wheat.  That 
would  have  nothing  to  do  with  this. 

Mr.  Moore.  But  each  time  there  is  a  10,000-bushel  cash  deal  there 
is  a  10,000-bushel  future  deal. 

Mr.  TiNCHER.  The  reason  you  take  that  view,  I  suppose,  is  you  are 
in  the  habit  of  handling  100,000,000  bushels  of  wheat  a  year 

Mr.  Moore  (interposing).  I  would  like  to  get  that  habit. 

Mr.  TiNCHER.  Under  the  Capper  bill  you  could  not  only  sell  that 
but  sell  300,000,000  bushels  of  wheat  a  year.  The  reason  we  put  that 
provision  in  the  bill  at  the  time  we  were  working  on  it  in  Kansas 
last  year — and  there  are  parties  who  are  here  and  who  will  either 
confirm  or  deny  it  later  on — we  were  told  that  every  bushel  of  wheat 
raised  in  America  was  dealt  in  14  times  before  it  was  thrashed.  And 
I  make  this  statement  subject  to  confirmation  that  every  bushel  of 
wheat  produced  in  America  this  year  has  now  been  dealt  in  40  times ; 
that  the  people  who  have  made  those  trades  have  made  profits,  and 
that  those  profits  come  off  the  producer  of  the  grain  and  the  con- 
sumer of  the  grain.    Though  in  an  effort  to  get  rid  of  trading  in 
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futures,  which  can  not  be  clftss^d  as  legitimatli,  wie  attempted  in  this 
measure  to  place  a  limitation  on  that  trading,  I  think  if  you  will 
examine  the  Capper  bill  it  will  not  at  all  stand  for  your  constructionj 
because  it  would  be  vicious  if  subject  to  the  construction  you  have 
evidently  placed  upon  it.  I  do  not  know  who  has  pr^ared  this 
manuscript  that  you  have  ? 

Mr.  Moore.  You  do  not  differ  from  me  as  to  its  phraseology? 

Mr.  TiNCHER.  Oh,  lio ;  it  is  the  same  as  my  bill. 

Mr.  MooteE.  Every  time  we  make  a  contract  we  miake  a  future  sale, 
In  this  you  call  a  future  contract  connected  with  the  cash  as  a  pad 
of  the  transaction  ? 

Mr.  TiNCHER.  And  the  one  th$it  you  delivered  wheat  on  woulcj 
not  be  a  future.  ^  .J 

Mr.  MooRE.  The  only  fellow  I  deliver  wheat  to  is  the  miller.    } 
deal  twice,  with  two  different  fellows  on  the  exchange  in  making  ^ 
part  of  my  trade,  and  I  deal  With  two  different  fellows  in  Chicago  i 
makingmy  trades  thete.    Do  you  see? 

Mr.  TiNcpcER.  I  will  frankly  say  to  you  that  you  have  about  th 
most  complicated  hedge  described  in  your  manuscrit)t  that  I  hav< 
ever  heard  of.    It  was  not  the  purpose  in  preparing  the  Capper  bil^ 
to  destroy  hedgihg. 

Mr.  Mooiffi.  That  is  our  daily  business. 
^  Mr.  TiNCHER.  You  have  a  regular  round  Robin  Hood's  bam  propo 
sition  here. 

Mr.  Moore.  Two  of  these  trades  will  be  cut  dowh  if  thfe  man  buy^ 
in  Chicago.    Then  there  will  be  only  four  trades  made. 

Mr.  TiNCHER.  I  think  you  could  get  along  without  three  or  fou^ 
of  these  trades. 

Mr.  MooRE.  Then  I  have  to  increase  mv  profit.  It  is  becittise  of  thi^ 
contenience  that  I  am  able  to  handle  wheat  at  h  quarter  of  a  cent  9 
bushel. 

Mr.  TiNcriER.  Is  that  the  |)retty  generally  used  method  of  hedging 
by  gltiih  men? 

Mr.  Mooiffi.  The  man  who  sells  from  the  country  do^  not  have  t 
have  as  many  ^s  that.  I  think  there  are  men  here  wno  are  in  th^ 
shit)ping  business  '^ho  will  tell  you  that  that  is  the  way  they  doi 
For  instance,  take  your  Southwest  pfeople  feelling  for  exf)ort,  and  th^ 
Kansas  City  niah  sells  at  Chicago,  and  they  sell  tp  another  exporter 
and  then  the  wheat  is  sold  back  in  .Chicago,  and  millions  of  busnels  oi 
wheat  do  not  coine  east  of  the  Mississippi  River.  ! 

The  Chairman.  I  understand  that  you  are  engaged  in  the  export] 
ingbusinesp? 

Mr.  Moore.  If  6,  sir ;  in  the  shipping  business.  We  buy  at  a  westen) 
terniitial  and,  take  it  to  an  eastern  terminal. 

The  QrfAiRMAN.  If  speculation  is  eliminated  would  it  be  possible  t<i 
hedge  ?    You  are  engaged  in  the  hedging  business  ?  j 

Mr.  AfbORE.  Oh,  yes;  I  would  sell  direct  to  the  miljer  or  direct  tc 
the  exporter,  but  tfiipre  havtj  been  times  for  periods  of  60  days  whed 
the  miller  has  not  been  iii  the  market  atid  sometimes  ^ven  six  month^ 
that  there  was  not  an  exportei^  in  the  market,  and  theh  I  would  sa^ 
I  did  not  wdnt  to  buy  wheat,  unless  I  could  buy  it  at  a  vety  lo^ 
pric6 ;  not  ilfitil  the  thill^r  ap J>ears  or  somebody  else,  and  somebodj 
must  carry  that  grain  ih  the  interim. 
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The  C:haibhan.  If  speculating  is  eliminated  dealing  will  be  ^ery 
uncertain  ? 

Mr.  MooBE.  Yes,  sir;  very  uncertain. 

The  CHAIRMAN.  I  believe  that  is  q,11.  The  coipmittee  is  very  grate- 
ful to  you. 

Mr.  iM[ooKB.  I  am  very  much  obliged  to  the  committee. 

The  Ckaishan.  The  committee  wiU  now  stand  i^  recess  until  2 
O'clock  p.  m. 

(Thereupon,  at  1.15  o'clock  p.  m.,  the  committee  recessed  until 
2  o'clock  p.  m.) 

AFFER  RECESS. 

STATEMENT  OF  MB.  HABBY  7.  BEBBY,  BEPBESEimirQ  UTDJAN- 

,f  Bo^p  flCM»D  pr  TBAflp,  proiAyAJtOUs,  pip. 

The  committee  met  pursuant  to  recess.  Hon.  Gilbert  N.  Haugen 
(chairman),  presiding. 

The  Chairman.  You  may  proceed  with  your  statement. 

Mr.  Berry.  I  am  representmg  the  In^ianapolip  Board  of  Trade, 
and  am  also  a  ^rain  dealer  and  operator  of  country  elevators  which 
deal  directly  with  the  producer. 

I  am  here  to  ask  great  consideration  of  this  committee  before  urg- 
ing any  legislation  that  woulfi  violently  change  the  present  method 
of  handling  grain,  which  in  ip^  opinion  ip  i;he  most  economical  yet 
devised  for  handling  any  material  in  volume. 

My  active  interest  in  gjrain  consists  in  buying  from  farmers  and 
doing  a  general  merchandising  business,  buying  and  selling ;  and  with 
our  present  knowledge  of  how  grain  shppld  be  handled,  I  could  not 
give  these  producers  the  best  service  but  for  the  possibility  of  hedg- 
mg  in  a  broad  market. 

I  realize  that  this  committee  is  confronted  with  lots  of  requests  for 
legislation  to  relieve  conditions  which  exist,  and  which  I  know  exist. 
But  I  have  one  exhibit  Here  that  I  would  like  to  give  you,  showing 
how  the  farmer  benefits  from  the  hedging  sjstem. 

(The  exhijjit  referred  to  by  Mr.  Berry  will  be  printed  in  full  at 
the  end  of  Mr.  Berry's  testimony.) 

I  am  operating  about  26  cquntry  elevators.  During  the  past  corn 
crop,  beginning  pqssibly  as  e^rly  as  the  middle  of  September,  I 
bought  grain  from  thefarmers  and  that  continues  down  until  to-day. 
I  have  something  like  82,000  bushels  of  corn,  and  the  average  price 
paid  the  fariner  was  86^  cents  a  busheL 

On  the  present  oats  crop,  beginning  possibly  in  late  May  and  con- 
tinuing down  to  4ate5 1  have  bought  about  a  million  bushels  of  oats 
from  the  farmer  and  on  the  average  paid  68|  cents  a  bushel. 

That  is  a  direct  example  of  how  the  farmer  l;)enefits  through  the 
possibility  of  hedging.  That  grain  was  hedged  mostly  in  the  Chicago 
market. 

Mr.  PuRNELL.  Ri^ht  in  that  connection,  assuming  that  you  had  not 
had  the  hedging  privilege,  what  price  would  you  have  probably  have 
paid  the  farmer  for  his  com  as  apainst  86|  cents  as  you  did  pay? 

Mr.  Bj;rrt.  I  would  hot  have  bought  the  corn  at  all  until  it  was 
ready  for  delivery,  untirspme  general  merchandising  basig  had  been 
established. 
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Mr.  PuRELi/.  Would  you  have  refused  to  buy  it  because  of  lack  ol 
funds  or  for  lack  of  storage  space  or  what  ? 

Mr.  Berry.  No  ;  but  because  I  could  not  buy  it  with  safety. 

Mr.  PuRNBLL.  Then  the  farmer,  in  your  judgment,  got  the  benefit 
of  your  hedge  ? 

Mr.  Berry.  He  ffot  the  benefit  of  the  hedge. 

Mr.  PuRNELii.  Otherwise  his  product  would  have  been  backed  up 
on  his  farm? 

Mr.  Berry.  It  would  have  been  there  or  he  would  have  sold  it  to 
me  during  the  present  level  of  values,  which  would  probably  be  30 
cents  a  bushel  less. 

Mr.  PuRNELL.  Let  us  assume  that  you  would  have  bought  it  jus< 
for  the  sake  of  getting  your  idea  as  to  the  range  of  price? 

Mr.  Berry.  Yes. 

Mr.  PuRNELL.  And  that  you  did  not  have  the  hedging  privilege  j 
would  you  have  bought  it  for  more  or  less  than  86i  cents  ? 

Mr.  JBerry.  I  would  not  have  bought  it  except  on  an  absolutely 
safe  margin,  which  would  have  been  probably  20  cents  a  bushel 
less,  anyhow. 

Mr.  PuRNELL.  The  same  thing  applies  to  oats? 

Mr.  Berry.  The  same  thing  applies  to  oats. 

Mr.  PuRNELL.  And  to  wheat  ? 

Mr.  Berry.  Also  to  wheat. 

Mr.  PuRNELL.  You  do  not  deal  in  cotton  ? 

Mr.  Berry.  No  ;  I  do  not  deal  in  that. 

The  Chairman.  That  is,  you  would  have  had  to  buy  on  a  20  centi 
margin  in  order  to  come  out? 

Im.  Berry.  In  order  to  make  me  safe,  Mr.  Haugen;  in  fact,  m^ 
company  would  notpermit  me  to  do  it,  anyhow. 

The  Chairman.  Would  you  mind  going  into  more  detail  as  to  thai 
transaction? 

Mr.  Berry.  Certainly. 

The  Chairman.  You  bought  the  grain  when  ? 

Mr.  Berry.  I  started  to  buy  it  probably  in  September. 

The  Chairman.  And  the  grain  was  delivered  when? 

Mr.  Berry.  Whenever  they  delivered — any  time  to  January  1. 

The  Chairman.  That  is  your  future  delivery? 

Mr.  Berry.  That  is  my  future  delivery. 

The  Chairman.  How  much  time  did  you  give  to  delivery? 

Mr.  Berry.  Up  until  January  1. 

The  Chairman.  You  hedged  on  January  futures  ? 

Mr.  Berry.  I  hedged  on  January  delivery,  but  the  December  op 
tion  was  alive,  and  I  hedged  mostly  in  December. 

The  Chairman.  How  much  was  com  worth  for  December  de^ 
livery  ? 

Mr.  Berry.  In  December? 

The  Chairman.  In  September  or  October  ?  .1 

Mr.  Berry,  I  can  not  recollect  now,  but  the  highest  price  I  paid 
the  farmer  was  $1.35  a  bushel.  J 

The  Chairman.  The  Chicago  future  was  about  $1.88,  was  it  not  ] 

Mr.  Berry.  It  was  higher  than  that  when  I  bought  this  hiffhl 
priced  corn.  The  price  went  down  very  sharply  after  that,  and  1 
think  that  the  bulk  of  my  purchases  were  on  the  basis  of  a  dollar  i 
bushel. 
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The  CjaAiRMAN.  It  cost  how  much  to  deliver  ? 

Mr.  Berry.  The  rate  from  our  State  to  Chicago  is  12^  to  14  cents 
a  hundred. 

The  Chairman.  What  would  be  the  price? 

Mr.  Berry.  $1.20  Chicago;  it  would  average  about  $1.11. 

The  Chairman.  So,  the  farmer  sold  at  $1.88,  or,  say,  $1.40,  which 
which  would  net  him  $1.29  net  profit. 

Mr.  Berry.  Understand,  these  prices  I  give  you  are  what  I  paid 
the  farmer  at  our  stations,  not  dehvered  in  Chicago. 

The  Chairman.  But  you  deduct  11  cents  from  Uhicago,  as  I  under- 
stand. 

Mr.  Berry.  Yes. 

The  Chairman.  The  opportunity  then  was  for  the  farmer  to  sell, 
at  a  price  of  $1.40  future  December  delivery? 

Mr.  Berry.  Yes,  sir. 

The  Chairman.  The  farmer  had  the  opportunity  to  sell  com  on 
December  delivery  at  $1.29? 

Mr.  Berry.  He  did. 

The  Chairman.  Well,  if  he  did  not  avail  himself  of  that  oppor- 
tunity, what  would  it  have  netted  him  in  December  ? 

Mr.  Berry.  If  he  had  delivered  any  time  in  the  last ^ 

The  Chairman  (interposing) .  December. 

Mr.  Berry.  In  December  it  ran  from  probably  65  down  to  65  cents. 

The  Chairman.  That  was  a  loss  of  45  cents  ? 

Mr.  Berry.  I  have  not  got  the  figures,  something  like  that ;  yes. 

The  Chairman.  The  facts  are  that  if  he  had  not  had  the  oppor- 
tunity of  hedging  or  dealing  in  futures  he  would  have  had  to  sell 
com  for  55  to  65  cents? 

Mr.  Berry.  Yes,  sir. 

The  Chairman.  With  the  hedging  privilege  he  received  $1;  is 
that  your  contention? 

Mr.  Berry.  That  is  my  contention. 

Mr.  PuRNELL.  Did  you  hedge  all  of  the  82,000  bushels  ? 

Mr.  Berry.  Yes ;  at  one  time. 

Mr.  PxjRNBLL.  Did  you  deliver  the  82,000  bushels  on  the  hedging? 

Mr.  Berry.  I  did  not  deliver  any  of  it ;  it  simply  acted  as  an  in- 
surance. I  will  explain  right  in  that  connection  that  our  com- 
pany operates  big  com  mills,  and  that  is  the  reason  we  accumulate 
white  com  in  Illinois,  so  that  when  the  demand  comes  we  can  supply 
the  mills.  That  corn  will  never  go  to  Chicago ;  it  will  go  to  those 
mills  for  grinding,  and  as  they  seu  the  product,  then  I  purchase  the 
future  against  it,  so  that  one  offsets  the  other,  and  the  corn  goes  into 
consuixiption. 

Mr.  PxTRNELii.  What  have  you  to  say,  as  a  practical  grain  man,  as 
to  the  effect  on  the  market  price  of  speculative  transactions  on  the 
board  bj  men  who  have  no  grain  to  sell,  who  do  not  expect  to  have 
any  delivered  to  them,  and  who  only  bet  on  the  rise  and  fall  of  the 
market?  What  effect  does  that,  if  any,  have  upon  the  stabilization 
f»i  prices? 

Mr.  Berry.  In  my  opinion,  spectdation  is  necessary  to  make  a 
.^aple  market. 

Mr.  PuRNELL.  You  mean  a  purely  speculative  deal  ? 
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Mr.  Berry.  Purely  speculatiye.  I  say  that  for  the  reason  that  1 
ha4  to  sell  this  grain  to  ^mehody,  and  it  the  spopulatpr  h^^d  not  been 
there  to  have  bought  it  I  do  not  Know  who  would  have  taken  it. 

Mr.  Wilson.  Would  you  have  bought  thfa  grain  ? 

Mr.  Berr^.  iK^ouId  not  have  bou^t  the  gr^in  if  X  had  not  found 
some  w^y  to  sell  it. 

Mr.  PuRNELL.  You  distinguish,  of  course,  between  a  speculatoi 
and  a  mf^nipulator  of  the  market  ? 

Mr.  Berry.  Yes  and  f^o.  I  want  to  ^aj,  in  the  first  place,  that  I 
understi^nd  the  purpose  of  this  legislation  is  ,to  take  C9.re  of  the 
farmer.  A  man  who  manipulates  grain  takes  an  awful  hazard  unless 
he  does  it  in,  near,  or  during  the  current  monthly  del^v^ry.  For 
instance,  a  mapipplator,  if  h^  desired  to  do  a|iy  qianipulation,  would 
regard  it  or  conclude  it  in  November  for  the  Deceinber  option  and 
throughout  the  month  of  f)ecember.  Now,  if  he  tried  it,  for  instance, 
for  the  th]ree  or  four  months  .ahead  he  would  pretty  nearly  make  a 
market  for  the  entire  grain  crop  of  the  tTn^ted  Btates. 

Mr.  PuRNELL.  Is  it  possible  to  manipulate  the  m^,rket? 

Mr.  Berry.  I  do  not  know  hpw  that  is. 

Mr.  PuRNELL.  Wha|;  is  your  judgment  about  it? 

Mr.  BeKry.  I  suppose  ii  a  man  h^d  enough  money,  he  could 
manipulate  the  market,  ju^t  like  he  could  con^i][^it  lots  of  sins  and 
pay  for  them. 

Mr.  PuRNELL.  I  think  th^t  is  one  of  the  important  things  that 
wants  to  be  un4erstopd  ii^  connection  with'  th^s  legislatioi^.  There 
is  a  supposition  that  men  with  large  m^ans  may  qianipulate  the 
market  and  bid  down  tl^e  prices  or  bid  them  .up  at  their  will,  sell  and 
resell  over  and  over  a  niunber  of  times  a  thing  they  do  pqt  own,  all 
to  the  detriment  of  the  producer  and  the  consumer. 

Mr.  Berry.  Of  coursp,  you  understand  that  when  a  man  does  all 
the  selling  some  day  he  has  got  to  deliver  the  graji^  of  buy  it  in,  one 
of  the  two,  and  he  can  not  get  out  at  will;  find  the  same  methods 
he  used  to  depress  the  mq.rket,  when  he  .tries  to  get,  would  have« 
theoretically,  at  least,  the  effect  of  restoring  th^  market  or  putting 
it  up. 

Mr.  PuRNELL.  I  confess  all  I  do  nqt  ki^ow  about  the  business  would 
fill  a  very  large  book,  ^d  I  am  wanting  information  for  myself. 

Mr.  Berry.  Thjit  is  the  general  theory.  Take,  for  example,  som^ 
grpup  of  men  who  conclude  to  buy,  oh,  say,  15,000,000,  2p.000,000j 
or  25.000,000  bushels  of  May  corn.  That  would,  in  all  prooabilitj^ 
put  tne  n;iarket  up,  beqaupe  therp  is  not  .enough  people  to  sell  tha 
com  at  present  prices.  Whep  they  do  that  they  mal^e  a  market  f o 
the  whole  crop  of  the  United  States  at  those  prices.  The  speculato] 
is  not  a  detriment  to  the  farmer. 

Mr.  PuRNELL.  Ho  you  know  how  the  producers  feel  about  thi 
question  of  hedging — and  I  am  not  trying  to  pfiss  any  legislation 
although  I  represent  what  I  regard  as  the  finest  agricultural  distri 
in  the  United  States.    [Laughter.] 
Mr.  Berry.  I  am  neutral. 

Mr.  PuRNEiiL.  I  do  npt  want  to  be  a  party  to  any  legislation  th 
could  be  characterized  as  class  legislation,  but  I  am  just  wonderii 
how  the  producer,  the  ipa?i  who  rt^is^  tjhe  ^ct^^  stuff,  feels  abo 
that  particular  question  of  the  hedge. 
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Mr.  Berry.  The  fellow  who  did  not  sell,  I  guess,  thinks  it  is  due 
to  somebody's  manipulation  that  he  has  lost  money.  But  I  do  not 
know  why  the  live-stock  producer  and  the  woolgrower,  the  hide 
dealer,  and  everybody  else  would  not  feel  the  same  way.  Cotton 
has  suffered.  Naturally,  when  people  suffer  losses  they  want  to 
know  if  there  is  anybody  causing  it. 

Mr.  PuRNELL.  I  think  that  is  the  thing  we  want  to  find  out, 
whether  there  is  any  particular  thing  we  can  do  to  take  out  of  it  that 
which  is  bad  or  objectionable  and  leave  in  it  that  which  is  good. 

Mr.  Berry.  I  confess  I  do  not  know  of  any  general  improvements 
or  any  improvements  that  could  be  made  in  the  present  system. 

Mr.  PuRNEiiL.  You  think  the  speculation  is  necessary? 

Mr.  Berry.  I  do. 

Mr.  PuRNELL.  And  that  it  results  in  better  prices  for  the  producer 
and  a  more  stabilized  market? 

Mr.  Berry.  It  stabilizes  the  market.  I  do  not  know  that  it  makes 
any  better  prices,  except  that  most  speculators  have  been  bulls  the 
last  four  years  and  had  the  effect  of  putting  the  market  up. 

Mr.  PuRNELL.  It  does,  according  to  your  testimony  in  the  corn 
cascj  for  instance,  from  your  example? 

Mr.  Berry.  Yes ;  in  this  case  they  guessed  wrong. 

Mr.  TiNCHER.  I  understand  you  sold  from  December  futures  in 
corn? 

Mr.  Berry.  Yes.  sir. 

Mr.  TiNCHER.  How  much  did  you  sell  ? 

Mr.  Berry.  Approximately  the  same  amount  I  bought,  as  near  as 
I  could  tell  how  much  I  bought. 

Mr.  TiNCHER.  You  told  how  much  you  bought? 

Mr.  Berry.  Yes. 

Mr.  TiNCHER.  When  did  you  make  those  future  sales? 

Mr.  Berry.  When  I  bought  the  grain  from  the  farmer. 

Mr.  TiNCHER.  You  did  not  do  it  until  you  bougiht  the  grain? 

Mr.  Berry.  No,  sir. 

Mr.  TiNCHER.  When  you  bought  the  farmer's  corn  on  the  cash 
market  that  day? 

Mr.  Berry.  No  ;  I  did  not ;  because  there  was  no  price  for  the  new 
crop  delivery  during  the  month  of  September,  except  a  future 
market. 

Mr.  TiNCHER.  That  is  what  I  mean. 

Mr.  Berry.  Yes. 

Mr.  TiNCHER.  You  sold  futures? 

Mr.  Berry.  I  did. 

Mr.  TiNCHER.  And  then  you  bought  corn  based  on  that  sale  of 
futures  ? 

Mr.  Berry.  Turned  around  the  other  wav,  and  bought  the  com 
first,  and  then  sold  the  future,  because  I  did  not  know  how  much  I 
was  going  to  buy. 

Mr.  TiNCHER.  And  you  say  by  reason  of  that  future  market  you 
are  able  to  pay  more  for  the  corn  ?  If  corn  had  gone  up  to  50  cents 
a  bushel  instead  of  down,  would  you  be  willing  to  say  to  the  farmer — 
you  say  they  are  the  beneficiary  when  trading  on  futures — would  you 
be  willing  to  say  to  him,  "  You  are  the  sufferer  from  my  dealing  in 
futures"? 

Mr.  Berry.  Yes;  I  could  not  help  it. 

34574—21 ^26 
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Mr.  TiNCHER.  There  has  been  such  a  thing  known  as  com  going 
up  instead  of  down,  has  there  not? 

Mr.  Berry.  Yes. 

Mr.  TiNCHER.  What  I  do  not  understand  is,  if  the  man  who  finally 
paid  for  that  corn  took  the  corn,  what  basis  is  there  for  saying  that, 
were  it  not  for  this  fictitious  trade  that  you  are  frank  enough  to  say 
you  never  expected  to  carry  out 

Mr.  Berry.  This  is  an  insurance  measure ;  yes. 

Mr.  TiNCHER.  The  farmer  would  have  suffered  ? 

Mr.  Berry.  He  would  in  this  case. 

Mr.  TiNCHER.  I  do  not  understand  why  you  say  that.  What  basis 
is  there  for  saying  it? 

Mr.  Berry.  I  faiow  what  the  market  was  then  and  I  know  what  it 
is  now. 

Mr.  TiNCHER.  You  traded  in  futures,  and  you  made  some  money 
by  doing  it? 

Mr.  Berry.  Not  necessarily ;  I  made  it  on  the  futures  and  lost  it  on 
the  cash. 

Mr.  TiNCHER.  You  did  not  give  to.the  farmer  what  you  made  out 
of  the  transaction.  It  was  a  good  side  of  the  market  to  be  on  this 
year,  was  it  not? 

Mr.  Berry.  I  was  not  on  either  side,  Mr.  Tincher,  I  was  in  the 
middle.    I  bought  and  I  sold. 

Mr.  TiNCHER.  I  understood  you  sold  December  options  at  a  time 
when  they  were  not  receijving  corn  at  all — was  not  in  the  market? 

Mr.  Berry.  But  I  had  bought  the  com  from  the  farmer  as  I  sold. 
If  in  September  I  bought  10,000  bushels  of  corn  from  the  farmer,  I 
sold  10,000  bushels  December  against  it. 

Mr.  TiNCHER.  Now  I  understand  you.  You  bought  actual  corn 
for  future  delivery  ? 

Mr.  Berry.  I  did. 

Mr.  Tincher.  And,  as  a  matter  of  insurance  to  you,  you  sold 
future  options.  This  year,  hj  reason  of  the  fact  that  corn  went  down 
in  price,  you  come  before  this  committee  and  cite  that  as  an  example 
of  how  your  trading  in  futures  resulted  in  a  direct  benefit  to  the 
farmer? 

Mr.  Berry.  I  do. 

Mr.  Tincher.  If  corn  had  gone  up  50  cents  a  bushel  would  you 
have  been  here  to  explain  that  it  resulted  in  direct  injury  to  the 
farmer? 

Mr.  Berry.  Mr.  Tincher,  it  would  not  have  been  necessary,  because 
the  farmer  would  not  have  complained. 

Mr.  Tincher.  He  would  not  have  comjjlained? 

Mr.  Berry.  He  would  not  hajve  complained. 

Mr.  TiNOHER.  You  say  this  legislation  is  calculated  for  the 
benefit  of  the  farmer.  I  do  not  know  what  basis  there  is  for  that. 
I  had  understood  it  was  calculated  for  the  good  of  the  country,  for 
the  trade ;  but  I  suppose  you  got  the  impression  that  the  legislation 
was  intended  to  benefit  the  farmer,  because  all  of  the  witnesses  who 
came  from  the  exchanges  have  come  here  and  testified  that  the  real 
beneficiary  of  the  trading  in  futures,  while  he  does  not  indulge  in  it,  is 
the  farmer,  and  you  got  that  impression  that  this  was  for  the  benefit 
of  the  fanner  from  their  testimony.  You  are  here  purely  in  the 
interest  of  the  farmer? 
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Mr.  Berry.  I  am  here  in  the  interest  of  myself,  like  every  other 
man  is. 

Mr.  TiNCHER.  I  had  misunderstood  you.  I  thought  you  did  not 
want  this  thing  disturbed  because  it  would  be  so  hard  on  the  farmer. 

Mr.  Berry.  I  said  that  I  did  not  want  the  present  method  of  han- 
dling this  grain  violently  disturbed,  because  1  thought  I  was  better 
able  to  give  service  to  the  farmer  and  handle  his  grain  on  a  narrow 
mars^n — I  did  not  saj  that,  but  that  is  what  I  mean. 

Mr.  TiNCHER.  I  will  tell  you  iny  reason  for  asking  the  first  ques- 
tion, which  you  did  not  answer,  x  ou  told  how  many  bushels  of  corn 
you  bought.  The  reason  I  wanted  to  know  how  many  bushels  you 
sold  for  delivery  on  future  market  was  to  know  how  often  it  was 
necessary  for  you  to  sell  a  bushel  of  grain  in  order  to  properly  hedge 
it.  You  can  see  the  materiality  of  my  question  if  you  have  read 
the  bUl  pending  before  this  committee. 

Mr.  Berry.  I  have  read  the  bill ;  and  so  far  as  I  am  personally  con- 
cerned, Mr.  Tincher,  I  would  have  no  objections  to  that  feature  of  the 
biU,  but  I  doubt  if  I  would  get  anybodj  to  buy  the  com,  in  the  first 

Elace.  I  doubt  if  there  would  be  a  wide  market  for  me  to  sell  on, 
ecause  some  one  has  to  either  speculate  or  take  the  other  end  of  the 
transaction,  when  I  want  to  sell.  It  would  not  hurt  me  personally, 
because,  frankly,  I  am  not  a  speculator. 

Mr.  TiNCHER.  You  do  not  hed^e  in  the  manner  that  the  witness 
testified  just  before  luncheon.  When  you  buy  10,000  bushels  of  corn 
you  do  not  deal  in  60,000,  but  you  only  sell  another  10,000  bushels. 

Mr.  Berry.  I  understood  his  statement,  I  deal  the  same  way.  In 
this  case  it  was  not  necessary. 

Mr.  TiNCHER.  You  say  you  deal  the  same  way.  Tell  us  how  you 
dealt  in  this  com.  ^ 

Mr.  Berry.  I  will  give  you  another  illustration 

Mr.  TiNCHER  (interposing).  Let  us  take  the  com  illustration;  that 
is  the  one  which  was  so  beneficial.  How  many  bushels  of  December 
com  did  you  sell? 

Mr.  Berry.  I  sold  the  same  quantity  I  bought. 

Mr.  TiNCHER.  How  many  times  dia  you  sell  it? 

Mr.  Berry.  I  only  sold  it  once,  except  that  I  did  change  it  over 
from  December  to  May,  because 

Mr.  TiNCHER  (interposing) .  It  was  the  same  transaction  ? 

Mr.  Berry.  The  same  transaction. 

Mr.  TiNCHER.  Did  you  sell  it  at  more  than  one  place? 

Mr.  Berry.  One  place,  that  is  all. 

Mr.  TiNCHER.  You  had  the  transaction  on  the  Chicago  Board  of 
Trade? 

Mr.  Bebry.  Yes. 

Mr.  TiNCHER.  And  you  just  sold  it  once.  Why  do  you  say  that 
vou  sold  it  six  times  like  he  sold  his?  He  dealt  with  Chicago  and 
Ifew  York  in  several  places. 

Mr.  Berry.  His  transaction  was  a  complex  one  and  this  is  much 
simpler. 

Mr.  TiNCHER.  That  is  what  I  thought,  that  this  is  more  simple. 
Now,  to  carry  on  your  business,  if  that  was  a  satisfactory  way  to 
carry  it  on,  ii  you  are  permitted  to  sell  futures  to  the  extent  of  three 
times  what  you  contemplate  delivering,  it  would  afford  you  sufficient 
hedging  facilities,  would  it  not? 
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Mr.  Berry.  I  say  it  would,  in  my  particular  business,  providingr 
I  could  get  somebody  to  buy  it ;  you  will  have  to  have  a  buyer  as  well 
as  a  seller. 

Mr.  TiNCHER.  Somebody  eventually  has  to  pay  for  this  corn  and 
use  it  some  way  in  order  to  have  a  buyer,  do  they  not  ? 

Mr.  Berry.  Yes. 

Mr.  TiNCHER.  You  think  that  the  fact  that  a  crop  of  wheat  could 
not  be  sold  but  3  times  before  it  was  thrashed,  and  then  only  3  more 
times  after  it  is  thrashed,  instead  of  14  times  before  thrashed,  and  40 
times  after  thrashing,  would  hinder  trade;  is  that  your  idea? 

Mr.  Berry.  I  can  not  answer  that  specifically,  nor  do  I  know  it 
was  sold  40  times.  I  have  not  seen  any  statistics  of  that  nature.  But 
so  far  as  that  being  detrimental  to  the  producing  section,  if  that  is 
what  you  are  driving  at,  I  do  not  see  that  it  has  anything  to  do 
with  it. 

Mr.  TiNCHER.  You  think,  then,  that  probably  the  more  men  who 
take  a  portion  out  of  the  product  that  never  handled  it  or  never  ex- 
pected to  handle  it,  or  never  do  handle  it,  between  the  time  it  leaves 
the  producer  and  eventually  is  consumed,  that  the  better  it  is  for  the 
producer  of  it? 

Mr.  Berry.  No ;  I  do  not  think  that.  I  think  that  where  somebody 
makes  a  lot  of  money  out  of  it  that  somebody  else  loses ;  so  one  offset 
the  other. 

Mr.  TiNCHER.  In  your  transaction  you  made  money,  did  you  not  ? 

Mr.  Berry.  I  have  not  made  it  yet. 

Mr.  TiNCHER.  As  I  understood  you,  just  five  minutes  ago,  on  this 
com  deal  you  said  you  did  make  a  profit? 

Mr.  Berry.  No  ;  I  never  said  that,  Mr.  Tincher 

Mr.  TiNCHER  (interposing).  I  misunderstood  you. 

Mr.  Berry  (continuing).  I  never  eaid  thait;  in  fact,  I  still  have 
most  of  the  com  on  hand. 

Mr.  TiNCHER.  I  thought  you  had  sold  it  ? 

Mr.  Berry.  I  sold  futures,  Mr.  Tincher ;  I  sold  futures  agaiiist  the 
cash. 

Mr.  TiNCHER.  You  do  not  know,  then,  but  what  it  will  result  in  a 
loss  to  you? 

Mr.  Serry.  I  do  not  know ;  I  do  not  think  it  will. 

Mr.  TiNCHER.  There  should  not  be  any  mysterious  transactions 
here.  What  do  you  mean  by  saying  you  do  not  know  but  what  it  will 
result  in  a  loss  to  you?  You  have  got  the  future  sold;  you  have  got 
your  insurance. 

Mr.  Berry.  Chicago  May  cqrn,  contract  price,  is  based  on,  for  in- 
stance, No.  2  com.  The  corn  I  bought  from  the  farmer  is  not  No.  2 
com ;  it  is  com  that  is  damp,  and  some  of  it  may  spoil,  and  if  it  dries 
out  I  have  to  take  the  shrink,  and  just  exactly  what  th^t  will  be  I 
can  not  tell  you. 

Mr.  TiNCHER.  So  far  as  the  transaction  is  concerned,  the  fact  that 

frou  were  permitted  to  hedge  on  a  future  market — is  that  this  play 
ike  you  got  the  corn  you  sold — you  would  have  had  a  profit? 
Mr.  Berry.  Say  that  again. 

Mr.  TiNCHER.  it  is  a  mathematical  certainty  you  would  have  had 
a  profit? 
Mr.  Berry.  Some  profit ;  I  expected  to. 
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Mr.  TiNCHEB.  Somebody  has  to  pay  for  the  commission  on  that 
hedging  you  did  there  ? 

Mr.  Berbt.  Yes. 

Mr.  TiNCHER.  That  would  come  out  of  it  before  you  would  have 
any  profit  ? 

Mr.  BiajRY.  That  is  one-eighth  cent. 

Mr.  TiNCHBR.  But  it  aggregates  a  good  many  million  dollars,  they 
say,  in  the  course  of  a  year? 

Mr.  Bekrt.  It  is  only  one-eighth  cent  at  a  time,  however. 

Mr.  TiNCHER.  They  would  have  to  sell  a  bushel  of  com  a  good 
many  times  before  it  took  the  bushel  of  corn  for  commission,  would 
it  not? 

Mr.  Berrt.  Yes ;  about  four  hundred  times  on  the  curb  market. 

Mr.  TiNCHER.  Forty  times  would  only  take  about  one-tenth  ? 

Mr.  Berrt.  Yes. 

Mr.  TiNCHER.  However,  if  you  make  a  profit  on  your  transaction 
you  would  deduct  that  expense  before  counting  a  profit? 

Mr.  Berry.  It  is  so  small  we  do  not  consider  it. 

Mr.  TiNCHER.  You  do  not  claim  to  represent  any  one  before  the 
committee  except  yourself?  You  have  not  been  sent  here  by  any 
organization? 

Mr.  Berry.  No  ;  I  have  not  been  sent  here. 

Mr.  Wilson.  You  may  have  said  before  I  came  in  what  you  paid 
the  farmer  for  this  10 fiW)  bushels  of  com. 

Mr.  Berry.  I  bought  the  total  from  the  time  I  started  to  buy  the 
new  crop  until  now  at  an  average  of  86J  cents. 

Mr.  Wilson.  You  paid  him  cash  for  the  com  ? 

Mr.  Berry.  Yes,  sir. 

Mr.  Wilson.  Suppose  you  had  not  been  able  to  sell  that  corn  for 
speculation,  we  will  say,  on  the  Board  of  Trade  of  Chicago  or  else- 
where, would  you  have  paid  as^  much  for  the  corn  as  you  aid? 

Mr.  Berry.  No  ;  not  by  considerable. 

Mr.  Wilson.  I  understand  that  has  been  covered. 

Mr.  TiNCHER.  You  say  you  paid  him  for  the  corn.  You  did  not 
pay  him  for  the  corn  until  you  got  it,  did  you  ? 

Mr.  Berry.  No  :  when  I  got  it. 

Mr.  TiNCHER.  You  bought  it  in  September  and  paid  for  it  when 
delivered? 

Mr.  Berry.  When  it  was  delivered. 

Mr.  Dickinson.  To  what  extent  is  hedging  participated  in  by  the 
elevators  down  in  your  territory  ? 

Mr.  Berry.  Well,  I  do  not  know,  except  that  some  of  the — I  do  not 
know  to  just  what  extent.  I  would  say  about  half.  Some  of  them 
do  not  hedge. 

Mr.  Dickinson.  How  do  the  other  50  per  cent  that  do  not  hedge 
make  the  grain  business  a  sure  thing? 

Mr.  Berry.  They  do  not. 

Mr.  Dickinson.  Then  you  think  that  they  are  running  their  busi- 
ness at  a  greater  peril  than  you  are? 

Mr.  Berry.  I  do.  . 

Mr.  Dickinson.  From  the  report  of  the  Federal  Trade  Commis- 
sion I  find  that  from  349  elevators  reporting,  293  report  that  they  do 
no  hedmng  at  all,  making  a  percentage  of  83.95  per  cent  of  the  ele- 
vators m  your  territory  that  ao  not  hedge. 
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Mr.  Berby.  Say  that  again. 

Mr.  Dickinson.  I  say  that  the  percentage  of  elevators  in  the  terri- 
tory in  the  State  of  Indiana  that  do  not  hedge  is  83.95  per  cent. 
You  think  that  many  men  or  that  many  elevators  are  running  their 
business  at  a  greater  risk  than  you  are  running  yours  by  not  using 
the  hedge! 

Mr.  Berry.  No  ;  and  I  will  tell  you  why :  Grain  houses  represented 
by  the  terminal  markets  have  outbid  every  day  nearlv  for  grain, 
and  those  men  who  do  not  want  to  speculate  can  sell  the  gram  for 
deferred  shipment,  and  then  it  remains  for  the  man  who  buys  it  in 
the  terminal  market  to  hedge  that  grain,  which  is  one  and  the  same 
thing. 

Mr.  Dickinson.  Then,  if  no  hedging  was  permitted  by  the  ele- 
vator man  operating  the  countrj^  lines,  he  could  sell  on  a  to-arrive 
basis  and  have  the  same  margin  that  you  have  without  running  any 
greater  risk  than  you  do  ? 

Mr.  Berry.  He  could  not  sell  because  the  terminal  market  man 
would  not,  in  all  probability,  buy  it. 

Mr.  Dickinson.  Is  not  that  entirely  a  conclusion  on  your  part  ? 

Mr.  Berry.  No  ;  it  is  the  practice. 

Mr.  Dickinson.  As  a  matter  of  fact,  you  get  bids  each  day,  or 
oflfers,  for  the  amount  of  grain  you  want  to  buy  or  want  to  ship  ? 

Mr.  Berry.  Theoretically,  yes. 

Mr.  Dickinson.  What  percentage  of  those  bids  are  from  legiti- 
mate consumers  and  what  percentage  from  speculative  dealers? 

Mr.  Berry.  I  do  not  quite  get  the  application;  I  may  be  a  little 
dense. 

Mr.  Dickinson.  Do  you  not  get  bids  from  men  who  are  actual 
consumers  of  com  and  wheat  ? 

Mr.  Berry.  I  do. 

Mr.  Dickinson.  And  they  also  get  bids  from  men  who  are  purely 
speculative  dealers  or  dealing  in  futures,  do  you  not? 

Mr.  Berry.  Yes ;  if  you  mean  hedgers. 

Mr.  Dickinson.  What  percentage  of  your  bids  are  from  legiti- 
mate consumers  of  the  products? 

Mr.  Berry.  About  5  per  cent. 

Mr.  Dickinson.  You  do  not  have  many  actual  consumers  of  your 
products  out  there,  then? 

Mr.  Berry.  We  do.  But  they  are  not  ready  to  buy  just  when  I  am 
ready  to  sell.  Most  of  the  consumers  in  com,  especially,  will  only 
take  one  or  two  cars  at  a  time. 

Mr.  Dickinson.  Where  do  you  ship  the  most  of  your  com  to  ? 

Mr.  Berry.  I  ship  it  to  the  mills. 

Mr.  Dickinson.  They  are  consumers  of  com,  are  they  not? 

Mr.  Berry.  They  are ;  and  I  export  it,  and  I  ship  to  dealers  where 
they  have  to  sack  it,  or  something  of  the  sort,  which  requires  separate 
operation. 

Mr.  Dickinson.  Do  you  very  often  ship  any  com  to  the  purely 
man  of  the  commission  and  speculative  business? 

Mr.  Berry.  Oh,  at  times,  when  their  prices  are  higher  than  any- 
body else, 

Mr.  Dickinson.  Is  not  that  the  exceptional  transaction  in  your 
business  ? 
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Mr.  Berry.  It  is  for  me,  particularly  because  the  rates  do  not  work 
to  advantage  to  Chicago ;  that  is  the  big  reason. 

Mr.  Dickinson.  Would  the  fact  that  they  could  not  hedge  on  the 
market  or  sell  futures  in  the  market  take  these  actual  consumers  of 
your  product  out  of  the  market  ? 

Mr.  Berry.  No. 

Mr.  Dickinson.  They  would  still  be  here  to  buy  your  corn  and  buy 
your  oats? 

Mr.  Berry.  Yes. 

Mr.  Dickinson.  And  you  still  think  that  it  is  in  order  to  bring 
you  as  the  seller  of  the  farmer's  produce,  in  connection  with  the  man 
that  actually  uses  this  produce,  to  maintain  all  of  this  overhead 
machinery — the  speculator,  the  manipulator,  the  boards  of  trade,  and 
that  organization — in  order  that  you  may  have  a  ready  market  for 
what  you  want  to  sell  ? 

Mr.  Berry.  You  are  putting  a  lot  of  conditions  on  there  which  I 
confess  I  can  not  follow  exactly.  But  any  market  that  onLj  adds, 
say,  a  total  of  1  cent  per  bushel  on  grain  and  has  that  terrific  over- 
head, I  can  not  see  how  it  is  a  special  detriment  to  the  producer  or 
the  consumer. 

Mr.  Dickinson.  For  instance,  here  is  the  Chicago  Board  of  Trade. 
It  must  take  something  to  carry  that  business  on  up  there,  does  it  not? 

Mr.  Berry.  It  does. 

Mr.  Dickinson.  Who  pays  the  expense? 

Mr.  Berry.  Those  who  trade  there. 

Mr.  Dickinson.  Then  where  do  they  secure  their  resources  in 
order  to  pay  that  expense — dealing  in  your  commodity,  do  they  not  ? 

Mr.  Berry.  Yes. 

Mr.  Dickinson.  And  that  expense  is  taken  out  of  the  price  before  it 
is  made  to  you,  is  it  not? 

Mr.  Berry.  Yes;  usually. 

Mr.  Dickinson.  And  you  take  it  out  of  the  farmer  before  you  buy 
his  products,  do  you  not? 

Mr.  Berry.  I  think  I  testified  before  that  it  is  such  a  small  item 
per  bushel  that  I  do  not  consider  it. 

Mr.  Dickinson.  Suppose  they  manipulate  the  price  on  about  10 
cents,  do  you  think  that  is  a  small  item  ? 

Mr.  Berry.  A  10-cent  fluctuation  is  quite  a  fluctuation. 

Mr.  Dickinson.  You  were  in  the  business  on  September  1,  were 
you  not  ? 

Mr.  Berry.  I  was. 

Mr.  Dickinson.  You  were  in  the  business  on  the  30th  of  Septem- 
ber, were  you  not? 

Mr.  Berry.  I  was. 

Mr.  Dickinson.  Do  you  remember  the  fluctuation  of  the  price  in 
Chicago  from  September  30  until  October  1  ? 

Mr.  jBerry.  Very  distinctly. 

Mr.  Dickinson.  What  bump  did  it  take  ? 

Mr.  Berry.  I  think  there  was  around  a  10  cents  a  bushel  fluctua- 
tion in  cash  corn ;  it  may  have  been  a  little  more  than  that. 

Mr.  Dickinson.  As  a  matter  of  fact,  it  was  22  cents  a  bushel,  was 
it  not? 

Mr.  Berry.  Possibly. 
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^  Mr.  Dickinson.  Do  you  think  that  there  was  any  possible  condi- 
tion took  place  on  the  30th  day  of  September  to  the  1st  day  of  Octo- 
ber that  will  warrant  the  Chicago  Board  of  Trade  reducing  the  price 
of  corn  22  cents  a  bushel  ? 

Mr.  Berry.  I  would  rather  turn  it  the  other  way.  I  said  nothing 
would  warrant  putting  it  up  22  cents  a  bushel. 

Mr.  Dickinson.  It  did  not  do  that ;  it  went  down. 

Mr.  Berry.  It  went  up  in  September — or  do  you  think  it  was  the 
properprice? 

Mr.  Dickinson.  Cash  com  started  in  September  at  what  price? 

Mr.  Berry.  I  have  not  got  the  figures  here,  but  you  have ;  you  can 
read  it. 

Mr.  Dickinson.  It  did  not  vary  8  cents  during  the  entire  month 
of  September ;  and  it  did  drop  22  cents  the  1st  day  of  October. 

Mr.  Berry,  That  is  because  the  September  option  expired,  is  it 
not? 

Mr.  Dickinson.  I  do  not  know  why  it  is.  But  there  is  a  reason 
for  it  somewhere,  in  my  judgment. 

Mr.  Berry.  That  is  ]ust  what  I  am  telling  you.  If  you  are  trying 
to  make  the  point  that  that  September  option — ^the  advance  in  it — 
was*  detrimental  to  the  producer ;  is  that  your  idea  ? 

Mr.  Dickinson.  No;  I  am  making  the  point  of  the  decline  on 
October  1  was  detrimental  to  the  producer. 

Mr.  Berry.  Then,  why  not  give  the  speculator  some  credit  for  the 
advance  in  September? 

Mr.  Dickinson.  I  can  not  find  there  is  any  comparative  advance 
between  September  1  and  September  30,  as  compared  with  the  decline 
in  October. 

Mr.  Berry.  Well 

Mr.  Dickinson  (interposing).  Which  leads  me  to  believe  that 
there  is  some  influence  which  came  in  there  which  was  absolutely 
abnormal. 

Mr.  McLaughlin  of  Michigan.  Are  you  sure  there  was  not  an 
influence  to  keep  it  up  as  long  as  it  was  kept  up  ? 

Mr.  Dickinson.  I  can  not  testify  as  to  that,  Mr.  McLaughlin.  The 
facts  are  that  prices  were  fluctuating  to  some  extent,  but  there  was 
no  fluctuation  as  compared  to  the  October  1  drop. 

Mr.  Berry.  Do  you  know  that  the  cash  prices  in  other  markets 
were  not  nearly  so  niffh  as  they  were  in  Chicago? 

Mr.  Dickinson.  I  know  that  the  fluctuation  in  Kansas  Citv  Sep- 
tember 30  to  October  1  was  only  15  cents  in  cash  com.  In  the  De- 
cember future  it  was  only  5  cents — ^this  is  the  average  price — ^that  in 
the  Chicago  com  the  dinerence  in  the  fluctuation  or  27  cents  and  in 
the  Deceinber  future  it  was  8  cents.  In  my  judgment  there  was  some- 
thing abnormal  about  the  Chicago  market  because  of  that  extreme 
fluctuation  at  that  particular  time. 

Mr.  Berry.  Possibly  the  Chicago  man  could  tell  you  about  that; 
I  confess  I  can  not  give  you  the  reason. 

Mr.  Dickinson.  What  line  of  elevators  do  most  of  the  hedging? 

Mr.  Berry.  What  line  of  elevators? 

Mr.  Dickinson.  Yes;  what  kind  of  elevators — the  individual  ele- 
vator, cooperative  company,  or  commercial  line  elevator? 
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Mr.  fiERRY.  I  do  not  know.  I  would  say,  though,  that  mostly  the 
commercial  line  elevators,  because  they  are  usually  men  who  hard 
had  the  experience  and  find  they  have  to  do  it  for  safety's  sake. 

Mr.  Dickinson.  Then  you  think  that  the  cooperative  elevators  and 
the  individual  elevators  do  not  protect  their  business  by  hedging,  and 
that  they  are  running  their  business  at  gteater  peril  than  the  coin- 
mercial  line  elevator? 

Mr.  Berry.  I  think  they  are  operating  at  greater  peril.  When  you 
ask  me  what  they  do  so  lar  as  hedging  is  concerned  I  would  not  be 
able  to  give  you  an  intelligent  answer,  because  I  do  not  know. ' 

Mr.  Dickinson.  What  length  of  hedge  do  you  usually  carry  1 

Mr.  Berry.  As  far  off  as  I  can  get  it — six  months  if  1  can  get  it. 

Mr.  Dickinson.  You  believe  in  the  long  side  t 

Mr.  Berry.  I  do. 

Mr.  Dickinson.  You  do  not  believe  that  the  present  market  ma- 
chinery is  such  that  the  man  who  wants  to  buy  and  the  man  who 
wants  to  sell  can  be  brought  together 

Mr.  Berry  (interposing) .  I  do  not 

Mr.  Dickinson  (continuing).  Without  this  expensive  overhead 
being  maintained? 

Ifr.  Berry.  Well,  I  agree  with  you,  except  the  word  "  expensive." 

Mr.  Dickinson.  Do  you  think  that  fluctuations  are  expensive? 

Mr.  Berry.  It  has  nothing  to  do  with  the  overhead,  as  you  call 
it  in  the  market ;  it  is  a  matter  of  the  buyer  or  seller  losing  money, 
perhaps,  or  making  money,  but  is  not  an  account  to  be  charged  as 
overhead. 

Mr.  Dickinson.  What  kind  of  a  market  do  your  producers  want  ? 

Mr.  Berry.  What  kind  of  a  market? 

Mr.  Dicblinson.  Yes. 

Mr.  Berry.  They  want  a  high  one.     [Laughter.] 

Mr.  Dickinson.  Do  they  want  a  steady  market  or  a  fluctuative 
market? 

Mr.  Berry.  They  want  a  steady  market. 

Mr.  Dickinson.  What  kind  of  a  market  do  you  want? 

Mr.  Berry.  I  like  a  high  one. 

Mr.  Dickinson.  Do  you  want  a  steady  or  a  fluctuating  Inarket? 

Mr.  Berry.  I  like  it  fluctuating. 

Mr.  Dickinson.  You  like  a  fluctuating  market? 

Mr.  Berry.  Yes. 

Mr.  Dickinson.  In  other  words,  you  buy  for  the  margin,  you 
mean? 

Mr.  Berry.  Sure — just  like  every  man  in  business  does,  or  he  would 
not  be  there. 

Mr.  Dickinson.  Then,  you  believe  that  the  machinery  should  be 
maintained  in  order  to  permit  the  man  who  is  in  the  grain  business 
to  have  a  fluctuating  market  to  get  the  greatest  margin  possible? 

Mr.  Berry.  Your  conclusions  are  hardly  in  Conformity  with  the 
facts,  as  I  understand  it. 

Mr.  Dickinson.  Let  me  have  your  answer. 

Mr.  Berry.  I  said  I  personally  liked  a  fluctuating  market. 

Mr.  Dickinson.  Yes — ^then,  do  I  understand  that  you  believe  in 
maintaining  this  present  marketing  system  on  account  of  the  fact 
that  it  does  lead  to  a  fluctuating  market? 

Mr.  Berry.  Not  necessarily ;  no. 
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Mr.  Dickinson.  Are  you  afraid  if  we  were  to  change  this  market- 
ing system  we  would  get  too  great  a  fluctuation? 

Mr.  Berry.  I  am  afraid  I  could  not  handle  the  volume  of  busi- 
ness, and  would  therefore  have  to  make  a  trade  on  a  much  bigger 
margin  if  I  could  not  hedge. 

The  Chairman.  We  thank  you,  Mr.  Berry. 

STATEMENT  OF  ME.  C.  G.  ANDEBSON,  ABEBDEEN,  S.  BAE. 

Mr.  Anderson,  My  name  is  C.  G.  Anderson;  address,  Aberdeen, 
S.  Dak.  I  am  manager  of  the  Farmers'  Union  Grain  Co.,  which  is 
a  cooperative  farmers  elevator  company.  I  might  state  that  we  have 
a  line  of  six  elevators  which  belong  to  these  farmers.  The  total 
storage  capacity  is  about  185,000  bushels  of  grain,  and  during  the 
thrashing  season  the  grain  comes  in  from  the  hands  of  the  farmers 
quite  rapidly. 

We  handle  at  each  elevator  from  5,000  to  10,000  bushels  a  day, 
and  it  would  be  impossible  for  us  to  put  that  actual  grain  into  the 
market  at  that  tune  without  a  loss  if  we  had  no  way  of  selling  imme- 
diately when  we  buy  the  grain.  It  takes  from  4  to  10  days  to  get 
our  grain  to  market.  We  could  buy  enough  in  4  days  to  cause  us 
considerable  financial  loss  if  we  could  not  market  the  grain  in  some 
way.  It  would  be  impossible  to  mark  it  to  arrive,  so  we  found  by 
experience,  and  it  is  possible  to  sell  futures  against  this  grain  as  fast 
as  we  buy  it. 

Then,  on  account  of  the  rise  and  fall  in  the  market,  the  farmer 
may  change  his  mind  as  to  whether  he  wants  to  sell  then  or  sell  later, 
and  we  give  them  the  privilege  of  storing  grain  in  our  elevators. 
We  sometimes  find  a  condition  then  arising  when  we  want  to  keep 
our  elevators  open  that  we  are  overshipped  on  grain,  and  we  ship  out 
the  stored  ^am ;  in  which  case  we  buy  options  to  protect  ourselves 
Against  a  rise  in  the  market,  and  we  use  the  future  trading  alto- 
gether and  keep  a  balance  sheet  of  purchases  and  sales  and  balance 
it  every  day. 

Mr.  McLAUGHiiiN  of  Michigan.  What  do  you  mean  by  being  over- 
shipped  on  grain  ? 

Mr.  Anderson.  If  the  farmers,  as  they  have  done,  haul  in  their 
grain  and,  we  will  say,  store  100,000  bushels  in  our  elevators,  and  do 
not  sell  their  grain,  we  are  obliged  to  ship  out  to  make  room  for 
more ;  and  we  ship  out  grain  that  does  not  belong  to  us,  in  which 
case  we  will  be  in  position  to  buy  that  grain  when  the  market  goes  up. 

Mr.  McLaughlin  of  Michigan.  You  have  not  bought  that  grain 
yet? 

Mr.  Anderson.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  What  price  do  you  pay? 

Mr.  Anderson.  We  do  not  put  any  price  on  it;  we  sell  it  on  the 
market  and  buy  an  option  on  the  market,  and  so  we  are  neutral. 

Mr.  McLaughlin  of  Michigan.  You  pay  him  when  he  wants  his 
money  ? 

Mr.  Anderson.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  You  pay  him  the  market  price? 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  You  do  not  buy  hedges  when  you  buy  for  imme- 
diate delivery? 


go 
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Mr.  And£ksox.  I  don't  know  what  you  mean  by  that. 

The  Chairman.  I  mean  where  you  buy  grain,  pay  for  it,  and  ship 
it  out  immediately. 

Mr.  Andebson.  We  can  not  get  it  to  market  immediately,  and  we 
sell  the  grain  until  the  shipment  reaches  the  market,  and  when  the 
shipment  reaches  the  market  we  immediately  buy  back  hedges. 

Ihe  Chairman.  Is  that  the  general  practice? 

Mr.  Anderson.  Yes,  sir ;  it  is  with  us. 

The  Chairman.  Do  you  not  receive  bids  to  sell  on  arrival? 

Mr.  Anderson.  We  do,  but  they  are  not  in  line  always. 

The  Chairman.  They  generally  are? 

Mr.  Anderson.  No,  sir;  they  generally  are  not.  My  experience 
is  if  we  sell  a  car  of  wheat  to  arrive  and  that  car  of  wheat  is  a  little 
off  grade,  and  we  send  it  to  the  man  who  is  to  get  it,  we  only  have 
the  one  man  to  deal  with,  and  he  can  fix  his  discounts  on  that  car 
of  grain,  whereas  if  we  sell  the  futures  and  ship  the  car  of  grain  into 
the  market  where  there  are  10  or  12  men  to  buy,  we  get  a  better 
price,  resulting  in  a  higher  price  to  the  producer. 

The  Chairman.  But  do  you  sell  on  sample? 

ilr.  Anderson.  We  sell  on  sample  on  the  grain  exchange. 

The  Chairman.  Where  does  your  grain  go? 

Mr.  Anderson.  Mostly  to  Minneapolis.     We  ship  it  to  Chica 
and  St.  Louis. 

The  Chairman.  Without  hedging  you  would  have  to  cease  storing 
entirely,  would  you  not? 

Mr.  Anderson.  We  might  and  we  might  not. 

The  Chairman.  You  would  not  have  the  capacity,  would  you? 

Mr.  Anderson.  It  would  not  be  advisable  to  store,  because  we 
might  be  obliged  to  ship  that  grain  out.  We  had  an  experience  with 
that  when  future  trading  was  prohibited  during  the  war  time. 

The  Chairman,  Have  you  capacity  to  store  1 

Mr.  Anderson.  About  186,000. 

The  Chairman.  You  could  not  store  beyond  that? 

Mr.  Anderson.  No. 

The  Chairman.  And  it  takes  you  about  how  many  days  to  fill  it? 

Mr.  Anderson.  Ten  thousand  bushels  to  each  elevator,  or  60,000 
bnshels  a  day,  would  not  take  very  long  to  fill  our  elevators. 

The  Chairman.  And  when  your  elevators  were  filled  you  would 
have  to  stop  storins? 

Jfr.  Anderson.  Yes,  sir;  stop  taking  grain  at  all. 

The  Chairman.  I  am  familiar  with  the  facts,  but  I  am  asking 
these  questions  in  order  to  get  it  in  the  record.  You  receive  the  grain 
from  the  farmer,  and  you  ship  it  out? 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  And  you  buy  for  futures  ? 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  Whenever  the  farmer  is  ready  to  sell  to  you,  you 
cash  your  hedge? 

Mr*  Anderson.  Yes,  sir. 

The  Chairman.  And  pay  the  farmer  the  going  price  on  that  date? 

Mr.  Anderson.  Yes,  sir.    It  has  worked  to  his  advantage. 

The  Chairman.  That  is,  the  speculation  of  the  farmer? 

Mr.  Anderson.  In  other  words,  if  the  farmer  wants  to  use  his 
money  and  take  the  chances  on  the  spring  price,  he  must  sell  his  grain 
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and  receive  the  cash  and  have  the  use  of  the  money  and  receive  the  go- 
ing price  whenever  he  is  readjr  to  sell. 

Mr.  Anderson.  I  do  not  give  him  the  money  on  that  grain.  He 
does  not  get  his  money  for  that  grain  j  he  just  leaves  the  gram  with  us. 

The  Chairman.  He  does  not ;  but  if  he  sells,  if  he  hedges  and  buys 
futures 

Mr.  Anderson  (interposing) .  We  buy  the  futures. 

The  Chairman.  Under  this  transaction  you  have  the  money  instead 
ofthefarmet? 

Mr.  Anderson.  Yes,  sir ;  and  it  is  paying  8  per  cent  interest. 

But  we  had  an  experience  during  the  war  time.  We  were  shipping, 
and  we  had  an  experience  that  we  were  being  overshipped,  and  we  did 
not  feel  like  selling  the  grain  until  the  farmers  sold  it,  and  we  put 
it  in  store  in  Minneapolis.  Then  it  was  difficult  to  ^et  it  out  of  store 
and  get  it  on  the  market ;  more  difficult  than  to  get  it  out  of  our  ele- 
vators onto  the  market,  and  the  possibility  that  we  could  not  were 
less  than  if  it  were  in  our  own  elevator,  and  we  had  quite  a  difficult 
time  getting  the  grain  marketed  when  we  wanted  to  market  it.  We 
have  to  market  our  grain  when  the  farmer  wants  to  market  his. 

Mr.  TiNCHER.  You  did  not  need  any  hedge  on  this  stored  grain  this 
year? 

Mr.  Anderson.  We  did  not,  but  we  did  use  it — we  did,  too,  because 
some  of  that  was  shipped  out  when  December  wheat  was  selling  at 
$1.45  or  $1.50,  and  sometimes  less  than  that,  and  we  bought  the  fu- 
tures, and  now  it  is  up  to  $1.70  or  better  from  the  March  wheat  at  the 
present  time.  We  changed  over  to  March.  If  we  had  sold  when  it 
was  down  and  had  not  fought  against  it  we  would  have  had  a  loss— 
that  is,  the  elevator  company.  We  do  not  know  but  that  it  may  go 
back  up  in  price  again ;  we  do  pot  think  it  will. 

The  people  who  financed  us  are  very  particular  to  know  whether  ve 
are  protected  on  this  grain  that  we  buy  or  not,  and  we  never  had  any 
trouole  getting  financial  assistance. 

Mr.  ^ruRNELL.  It  is  your  contention  that  the  farmer  gets  just  as 
much  benefit  from  the  hedge  as  if  he  made  it  himself? 

Mr.  Anderson.  Yes,  sir. 

Mr.  PuRNELL.  When  you  make  it  I 

Mr.  Anderson.  Yes,  sir ;  we  are  farmers,  because  we  are  a  coopera^ 
tive  company  and  whatever  we  make  is  for  nis  benefit. 

The  Chairman.  Do  you  have  a  paid-up  terminal  ? 

Mr.  Anderson.  Yes,  sir ;  $68,250. 

The  Chairman.  You  are  incorporated  under  the  State  laws? 

Mr.  Anderson.  Yes,  sir ;  of  South  Dakota. 

The  Chairman.  What  grades  are  deliverable  on  these  contracts  ? 

Mr.  Anderson.  Well,  No,  1,  No.  2,  and  No.  3. 

The  Chairman.  At  a  premium  or  discount? 

Mr.  Anderson.  A  regular  fixed  discount.  No.  1  Northern  is  the 
contract;  No.  1  Red  spring  wheat,  1  think,  can  be  applied  at  a  certairi 
discount. 

The  Chairman.  Is  it  No.  2  grade  ? 

Mr.  Anderson.  Yes,  sir;  I  think  it  is. 

The  Chairman.  No.  1  is  not? 

Mr.  Anderson.  No.  1  or  No.  2,  either. 

The  Chairman.  You  have  a  certain  grade,  have  you  not  ? 

Mr.  Anderson.  Yes. 
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The  Chairmak  .  Which  is  contract  s^rade  ? 

Mr.  Anderson.  Yes.    I  have  never  delivered  any  on  contract. 

The  Chairman.  How  many  grades  of  deliverable  on  the  contract 
you  speak  of  ? 

Mr.  Anderson.  I  think  there  are  three  or  four. 

The  Chairman.  You  are  not  certain  about  that? 

Mr.  Anderson.  I  have  the  rules  at  hcnne,  but  I  could  not  give  them 
ofifhand.  Our  ffraiii  has  been  very  light  in  quality.  The  heaviest  we 
have  is  No.  3  this  year,  excepting  Durum,  which  is  No.  1  and  No.  2. 

The  Chairman.  Do  you  think  you  have  three  or  four  grades? 

Mr.  Anderson.  Yes,  sir ;  I  do. 

The  Chairman.  What  exchange  are  you  operating  on  ? 

Mr.  i^  NDERSON.  Minneapolis. 

The  Chairman.  They  have  nine  grades  at  Minneapolis? 

Mr.  Anderson.  Yes. 

The  Chairman.  But  you  are  not  familiar  with  them  ? 

Mr.  Anderson.  I  could  not  tell  offhand,  although  I  have  it  at 
home  if  I  need  to  refer  to  it. 

The  Chairman.  That  is  a  very  important  factor,  is  it  not? 

Mr.  Anderson.  It  has  never  bothered  me  any  yet. 

The  Chairman.  Are  you  in  favor  of  the  exchanges  fixing  the 
differences,  and,  in  your  opinion,  should  it  be  commercial  differences 
or  should  it  be  fixed  differences  ?  • 

Mr.  Anderson.  I  would  rather  have  the  commercial  differences. 

The  Chairman.  What  do  you  say  about  the  number  of  grades? 
Would  you  be  iu  favor  of  limiting  the  grades  ? 

Mr.  Anderson.  I  would  not  have  any  less  than  there  are,  which  are 
perfectly  satisfactory  to  me. 

The  Chairman.  For  instance,  Chicago  has  22  grades  and  Min- 
neapolis has  9  grades.    Which  would  you  prefer? 

Mr.  Anderson.  I  presume  nine  would  be  enough. 

Mr.  Wilson.  How  would  you  transact  your  business  if  it  were  not 
for  these  exchanges? 

Mr.  Anderson.  I  do  not  know.  I  tried  it  that  way,  but  I  prefer 
not  to  do  it.  If  I  did  not  have  the  exchanges,  I  would  go  into  some 
other  business. 

Mr.  Wilson,  was  just  wondering,  listening  to  your  testimony 
here,  how  the  elevator  concerns  around  the  country  would  transact 
their  business  if  it  was  not  for  the  exchanges. 

Mr.  Anderson.  We  would  have  to  hunt  up  an  actual  buyer  for  the 
wheat,  and  we  would  have  to  get  in  touch  with  some  miller  or  some 
mixing  house  or  some  one  wno  actually  used  the  grain  for  some 
purpose  or  other  to  buy  our  grain,  which  would  be  quite  difficult. 

Air.  Wilson.  If  a  farmer  came  to  you  with  10,000  bushels  to  sell, 
before  you  would  buy  it  you  would  want  to  know  where  you  could 
sell  it,  would  you  not? 
Mr.  Anderson.  I  would  then ;  I  would  have  to  find  a  buyer. 
Mr.  TiNCHER.  I  notice  in  this  Federal  Trade  Commission  report 
that  this  question  of  hedging  in  futures  is  prevalent  in  those  States 
to  a  considerable  extent. 
Mr.  Anderson.  Yes,  sir. 

Mr.  TiNCHER.  Indiana,  43.05  per  cent  do  not ;  in  the  great  State 
of  Michigan  95.85  that  do  not  trade  in  futures.    Then  in  Wiscon- 
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sin  96.97  do  not  trade  in  futures.  You  just  feel  sorry  for  those 
fellows,  do  you? 

Mr.  AxDERSoN.  Yes,  sir;  I  do.     [Laughter.] 

The  Chairman.  Thank  you,  Mr.  Anderson.  We  will  now  hear 
Mr.  Peck. 

STATEMENT  OF  MS.  EDWABD  P.  PECK,  OMAHA  OBAIH  EX- 
CHANGE, OMAHA,  NEBB. 

Mr.  Peck.  My  name  is  Edward  P.  Peck.  I  represent  the  Omaha 
Grain  Exchange  at  Omaha,  Nebr.  We  are  not  a  hedging  market; 
do  not  do  any  hedging  in  our  market  zone.  We  are  a  large  primary 
market.  We  receive  around  65,000,000  bushels  of  actual  grain  each 
year — that  is,  this  last  year — and  we  feel  that  it  is  essentially  neces- 
sary in  the  conducting  of  our  business  to  have  a  wide  hedging  market. 
You  can  not  have  a  wide  hedging  market  and  take  care  of  the  pri- 
mary receipts  and  distribution  without  there  is  a  speculator.  The 
speculator  is  the  balance  wheel  that  enables  the  terminal  elevator 
man  to  place  his  hedges  and  eventually  distribute  his  grain  to  the 
different  sections  that  require  it. 

I  operate,  and  have  done  so  for  some  years,  an  elevator  of  a  million 
and  a  half  capacity,  and  it  is  necessary  in  accumulating  this  grain  to 
place  the  hedges,  because  by  hedging  it  that  is  the  only  collateral  I 
have  got  to  go  to  a  banker  to  get  money  on.  I  could  not  borrow 
money  without  I  had  that  collateral  of  hedging. 

Then  we  are  able  to  distribute  that  grain  from  the  different  pri- 
mary markets  to  the  sections  that  need  it  in  different  periods  of  the 
year.  Grain  is  not  thrown  on  the  market  all  at  one  time ;  it  is  taken 
care  of  and  distributed  as  it  is  required.  It  may  be  wheat  that  goes 
to  Minneapolis  for  milling ;  it  may  be  wheat  that  goes  to  Galveston 
and  the  South  and  the  Eastern  ports  for  export. 

I  think  I  have  stated  as  near  as  I  can  what  our  business  is  there. 
If  there  are  any  questions  which  you  would  like  to  ask,  I  would  be 
glad  to  answer  them. 

Mr.  TiNCHER.  If  you  had  in  your  elevator  a  million  and  half 
bushels  of  wheat,  you  would  have  some  little  collateral  to  offer  the 
banks  without  offering  a  future  contract  sale  ? 

Mr.  Peck.  I  would  not  have  been  able  to  get  the  money  to  put 
that  grain  in  there  if  I  had  not  been  able  to  hec^e  it. 

Mr.  TiNCHER.  What  is  the  bank's  real  security  when  you  borrow 
money  from  the  bank  on  grain  in  that  elevator? 

Mr.  Peck.  In  my  integrity. 

Mr.  TiNCHER.  And  then  you  have  one  other  thing ;  what  is  that  ? 

Mr.  Peck.  The  actual  wheat  in  the  elevator. 

Mr.  TiNCHER.  I  understand,  but  assuming  you  put  it  there.  I 
understood  from  your  first  statement  that  perhaps  the  main  feature 
in  your  obtaining  credit  was  the  fact  that  you  had  the  wheat  sold. 

Mr.  Peck.  They  know  that  we  always  hedge  or  they  would  not 
loan  money  to  put  the  wheat  there. 

Mr.  TiNCHER.  The  only  reason  for  the  question  was  that  I  wa> 
wondering  if  you  took  money  and  bought  wheat  and  put  it  in  that 
elevator  if  they  would  not  consider  the  wheat  in  the  elevator  as  some 
actual,  substantial  collateral  securitv. 
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Mr.  Peck.  It  would  not  be  any  collateral  without  I  had  it  hedged. 

Mr.  TiNCHER.  Then  it  has  no  intrinsic  value  save  and  except  the 
value  you  can  trade  on  the  board  of  trade? 

Mr.  Peck.  Certainly  it  has ;  it  has  an  intrinsic  value,  but  they  are 
not  going  to  lend  me  money  to  buy  wheat  and  put  in  there  and  stand 
the  possibility  of  a  decline  of  40  or  50  cents  are  they? 

Mr.  TiNCHER.  I  do  not  know  what  they  are  going  to  do.  I  know 
a  good  many  banks  which  loan  a  good  many  millions  of  dollars  on 
wheat,  considering  it  was  a  food  product;  that  there  was  a  market 
for  it  and  if  people  wanted  to  buy  it  that  it  was  substantial  security. 

Mr.  Peck.  Yes;  and  you  found  they  knew  that  man  had  wheat 
hedged  before  thev  let  them  have  that  money. 

Mr.  TiNCHER.  1  know  substantial  bankers  who  would  not  loan  a 
dollar  to  anyone  who  would  tamper  with  the  boards  of  trade  to  even 
hedge ;  and  they  are  good  bankers. 

Mr.  Peck.  They  are  the  exception. 

ifr.  TiNCHER.  They  consider  wheat  as  substantial  collateral  se- 
curity, and  they  would  loan  money  on  it,  and  they  would  not  loan 
money  to  anyone  who  was  gambling  on  the  board  of  trade. 

Mr.  Peck.  I  do  not  consider  it  gambling  on  the  board  of  trade.  I 
simply  insure  myself  against  a  decline  in  the  market. 

Mr.  TiNCHER.  The  bankers  consider  it  gambling,  do  they  not? 

Mr.  Peck.  Thev  do  not. 

Mr.  TiNCHER.  One  testified  here  yesterday. 

Mr.  Peck.  I  do  not  know  who  he  was.  iBut  the  president  of  the 
First  National  Bank  of  Chicago,  Mr.  Wetmore,  says  very  decidedly 
that  he  will  not  loan  money  without  hedging.  That  gram  man  has 
got  to  hedge  on  wheat  in  or^er  to  secure  his  loaning  hi^  money. 

Mr.  TiNCHER.  Then  he  does  not  consider  the  grain  as  collateral 
security  ? 

Mr.  l^ECK.  Not  without  it  was  hedged,  he  would  not. 

Mr.  TiNCHER.  It  would  be  of  some  value,  would  it  not? 

Mr.  Peck.  Why,  sure,  it  would  have  some  value. 

Mr.  TiNCHER.  Suppose  you  buy  a  million  bushels  of  grain— that  is 
a  good,  big  transaction;  and  suppose  you  have  some  of  your  own 
money  in  that  grain.^ 

Mr.  Peck.  I  certainly  have. 

Mr.  TiNCHER.  Suppose,  for  the  sake  of  discussion,  you  would  have 
2.5  cents  a  bushel  in  there  of  your  own  money. 

Mr.  Peck.  Yes. 

Mr.  TiNCHER.  Then  a  bank  would  be  reasonably  safe  in  loaning 
Tou  75  per  cent. 

Mr.  Peck.  It  certainly  would  not  without  I  had  that  wheat  hedged. 

Mr.  TiNCHER.  If  there  was  not  any  hedging  and  fluctuating  mar- 
kets of  25  or  30  cents  a  day,  he  could  take  his  substantial  security, 
then,  and  have  a  pretty  good  loan  ? 

Mr,  Peck.  Yes ;  but  I  would  not  have  the  wheat. 

Mr.  TiNCHER.  Oh,  yes.    You  could  buy  the  wheat  just  the  same. 

Mr.  Peck.  I  would  not. 

Mr.  TiNCHER.  If  you  should  quit,  someody  else  would  buy  the 
wheat. 

Mr.  Peck.  I  do  not  think  so. 

Mr.  TrNTCHER.  We  have  had  that  a  good  many  times.  They  said» 
"  If  you  pass  this  law,  it  would  ruin  our  business." 
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Mr.  Peck.  I  understand  that,  but  you  are  going  to  change '  this 
hedging  which  we  have  dealt  in  for  so  many  years,  and  because  that 
is  substantial  and  safe,  before  you  take  that  away  from  us  you  should 
very  carefully  deliberate  the  effect. 

The  Chairman.  If  the  speculators  would  be  eliminated  from  the 
operation,  would  that  afford  an  opportunity  to  hedge  ? 

Mr.  Peck.  It  would  narrow  the  market,  contract  it  so  that  there 
would  not  be  the  opportunity  of  hedging — redealing — the  way  you 
can  now  with  the  speculator.  I  think  the  speculator  is  a  balance 
wheel. 

The  Chairman.  To  what  extent  ? 

Mr.  Peck.  Well,  I  can  not  tell  you  to  what  extent,  but  to  a  very 
greht  extent. 

The  Chairman.  I  am  very  grateful  to  you. 

We  will  now  hear  Mr.  Bell. 

STATEMENT  OF  UB.  C.  H.  BELL,  PRESIDENT  OF  TEE  COHKEBCIAI 

EXCHANGE  OF  F^tlLADELPHIA. 

Mr.  Bell.  As  president  of  the  Commercial  Exchange  of  Phila- 
delphia, where  we  do  not  have  an  optioji  market,  we  called  together 
the  people  who  are  interested  in  future  trading.  These  people  are 
exporters  or  millers  or  regular  traders.  The  general  consensus  of 
opmion  there  of  about  40  or  50  men  was  that  they  favored  the  reten- 
tion of  the  present  marketing  system.  There  are  some  complaints 
of  the  eflPect,  but  no  definite  suggestions  were  made  in  regard  to  any 
remedy,  so  rather  than  see  something  tried  with  which  they  were 
not  familiar  they  would  prefer  to  see  the  retention  of  the  present 
marketing  system  as  it  is  operated  now. 

Personally,  I  am  interested  in  a  milling  company.  We  only  sell 
or  buy  hed^s  to  keep  even.  Most  of  the  business  that  is  done  in 
our  market  is  done  by  the  exporters.  They  receive  cable  orders  and 
work  on  the  future  market,  either  buying  or  selling  afterwards  and 
covering  afterwards  with  their  wheat. 

I  can  not  state  anythmg  else  except  say  that  they  favor  the  reten- 
tion of  the  present  system. 

Mr.  McLaughlin  of  Nebraska.  I  believe  I  understood  you  to  say 
that  you  recognized  that  there  were  perhaps  certain  objections  oV 
evils  to  the  present  system,  but  you  do  not  know  where  they  are  or 
what  they  are.    Can  you  suggest  some  of  those  as  they  occur  to  you  ? 

Mr.  Bell.  Well,  we  recognize  the  effect.  By  that  I  mean  the  vio- 
lent and  frequent  fluctuations.  For  instance,  an  exporter  trading 
one  night  at  the  close  of  the  market  may  find  that  the  following 
day  the  market  will  open  5  cents  liigher  or  5  cents  lower.  Now,  that 
makes  it,  of  course,  very  difficult  and  very  risky  for  him  to  trade, 
but  as  to  the  cause  of  that  we  are  not  in  position  to  say. 

Mr.  McLaughlik  of  Michigan.  Is  that  true  as  to  all  the  troubles 
they  see?  Do  they  see  the  troubles  without  knowing  what  they  are 
or  what  causes  them? 

Mr.  Bei^l.  Well,  from  our  end,  of  course,  we  have  no  market  of  our 
own.  Most  of  the  business  is  done  either  with  Chicago  or  Duluth 
or  Minneapolis.  Now,  why  those  fluctuations  should  happen,  and 
the  cause,  we  are  not  prepared  to  say. 
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Mr.  MgLauohlin  of  Michigan.  You  speak  of  just  one  trouble — 
fluctuation.    Do  you  know  of  any  other  troubles? 

Mr.  Beu:^  No. 

Mr.  McLaughun  of  Michigan.  You  have  no  knowledge  as  to 
what  causes  the  fluctuation? 

Mr.  Bell.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  And  you  have  no  remedy,  then, 
I  suppose,  to  suggest  to  prevent  it  or  avoid  it? 

Mr.  Bell.  No  ;  except  regulations  by  the  exchanges  themselves.  I 
believe  that  the  exchanges  themselves  could  regulate  it,  possibly  with 
the  help  of  legislation,  out  I  believe  that  they  are  in  position  to  regu- 
late those  things  themselves. 

'Mr.  McLaughlin  of  Michigan.  Well,  if  there  is  manipulation — 
and  we  have  heard  a  good  deal  of  discussion  about  manipulation — 
surely  that  does  happen,  if  it  does  happen,  in  the  larger  exchanges. 
Now,  as  the  trades  are  cleared  there  those  exchanges  should  be 
familiar  with  those  difficulties,  if  any  are.  But  at  your  distance 
from  where  the  trouble  occurs  you  are  not  able  to  suggest  a  remedy? 

Mr.  Bell.  No. 

Mr.  TiNCHER.  As  I  understand  you,  at  this  meeting  you  virtually 
decided  that  the  exchanges  were  competent  of  self-government? 

Mr.  Bell.  Yes^ir. 

Mr.  TiNCHER.  Well,  then,  if  they  are,  don't  you  think  we  ought  to 
^ive  them  their  independence  and  quit  bothermg  them  with  outside 
mterf erence  ?  There  are  a  lot  of  organizations  m  this  country  that 
think  they  are  competent  of  self-government,  and  that  it  is  a  cruel 
old  Government  that  passes  laws  to  interfere  with  them.  However, 
I  don't  want  to  take  the  time  of  this  committee  to  discuss  that. 

The  Chairman.  I  understood  you  to  say  that  you  are  a  miller? 

Mr.  Bell.  Yes,  sir. 

The  Chairman.  And  you  buy  hedges  ? 

Mr.  Bell.  Yes,  sir. 

The  Chairman.  What  percentage  of  the  hedges  are  delivered? 

Mr.  Bell.  Well,  I  can  not  auote  any  definite  percentage.  Occa- 
sionally we  do  take  delivery,  but  we  use  it  mostly  as  a  matter  of 
insurance. 

The  Chairman.  Can  you  approximate  the  percentage  ? 

Mr.  Bell.  Oh,  5  or  10  per  cent. 

The  Chairman.  Five  or  10  per  cent  ? 

Mr.  Bell.  Yes,  sir. 

The  Chairman.  What  exchanges  do  you  hedge  on? 

Mr.  Bell.  Well,  we  usually  hedge  in  Chicago ;  sometimes  in  Balti- 
more. 

The  Chairman.  How  many  grades  are  deliverable  on  a  contract? 
Are  you  a  miller  of  wheat? 

Mr.  Bell.  Well,  we  are  wintei*- wheat  millers,  and  I  believe  the 
deliverable  grade  in  Baltimore  is  two  red.  I  don't  know  how  many 
grades  they  deliver  this  year,  because  I  am  not  familiar  with  it. 

The  Chairman.  But  you  use  the  winter  wheat? 

Mr.  Bell.  We  use  the  winter  wheat. 

TTie  Chairman.  Do  they  deliver  the  winter  wheat  to  you  ? 

Mr.  Bell.  Yes ;  at  Baltimore. 
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The  Chairman.  Well,  under  the  contract  they  can  deliver  either 
winter  or  spring,  can  they  not? 

Mr.  Bell.  Ot  that  I  am  not  sure. 

The  Chairman.  Could  you  use  the  spring  wheat  if  it  is  delivered? 

Mr.  Bell.  Yes ;  we  grind  spring  also. 

The  Chairman.  Do  you  grind  and  sell  a  certein  brand? 

Mr.  Bell.  Yes,  sir. 

The  Chairman.  Could  that  brand  be  produced  by  either  winter 
or  spring  wheat? 

Mr.  Bell.  Well,  we  have  both  the  spring  wheat  and  the  winter 
wheat  brands. 

The  Chairman.  Can  the  two  kinds  be  used  in  producing  a  Certain 
brand? 

Mr.  Bell.  No. 

The  Chairman.  So,  in  grinding  and  selling  a  certain  brand  you 
have  to  have  a  certain  class  of  wheat? 

Mr.  Bell.  Yes. 

The  Chairman.  That  is  all.  Thank  you  very  much.  Mr.  Van 
Dusen. 

STATEMENT  OF  ME.  F.  C.  VAN  BTTSEN,  MINNEAPOLIS,  MINN., 
BEPRESENTING  THE  MINNEAPOHS  CHAMBEE  OF  GOMMEECE. 

Mr.  Van  Dusen.  The  Chamber  of  Commerce  of  Minneapolis  is  a 
grain  exchange  located  in  an  agricultural  district  and  in  which  dis- 
trict the  prosperity  of  every  interest  is  almost  directly  dependent 
upon  and  intimately  related  to  the  prosperity  of  the  farmer. 

The  Chamber  oi  Commerce  of  Minneapolis  operates  a  terminal 
grain  market  place  in  which  grain  can  be  sold  for  cash  during  every 
business  day  in  the  year.  The  grain  produced  in  the  Northwest  is  to 
a  large  extent  marketed  in  the  exchange  rooms  of  the  Chamber  of 
Commerce  of  Minneapolis,  and  the  Board  of  Trade  of  Duluth. 
Prices  paid  for  grain  at  local  stations  throughout  the  Northwest  in 
general  are  based  upon  the  Minneapolis  or  Duluth  prices  less  freight 
and  a  small  handling  margin.  It  is  a  matter  of  common  knowledge 
that  the  grain  is  handled  on  a  smaller  margin  of  profit  than  any  other 
line  of  farm  produce  and  this  fact  is  repeatedly  set  forth  in  investiga- 
tions by  many  governmental  agencies. 

Pro£  L.  D.  H.  Weld,  an  investigator  for  the  United  States  Depart- 
ment of  Agriculture,  states  as  a  result  of  his  investigation  for  the 
Bureau  of  Markets : 

PROPORTION    OF   RETAIL   PRICE   RECEIVED   BY   FARMER. 

It  has  become  a  common  habit  of  writers  and  speakers  on  this  subject  to 
refer  to  the  proportion  of  final  retail  prices  that  farmers  receive  on  the  averaire 
for  all  their  products,  generally  with  the  Intention  of  presenting  such  a  fi^rare  as 
prima  facie  evidence  of  gross  wastefulniess  in  the  marketing  process.  The  aver* 
age  which  has  perhaps  been  spread  most  commonly  throughout  the  land  is  35 
per  cent 

Prof.  Weld  goes  on  to  state : 

The. farmer  receives  about  90  per  cent  of  the  price  paid  for  his  bushel  of 
wheat  by  the  Minneapolis  miller ;  the  farmer  receives  about  83  per  cent  of  the 
price  paid  by  the  housewife  for  the  flour  made  out  of  his  bushel  of  wheat.  "But 
there  are  by-products,  such  as  bran  and  mlddUngs,  which  come  out  of  the  wheat. 
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and  the  farmer  receives  about  64  per  cent  of  the  price  finally  paid  for  the  flour 
and  all  other  products  into  which  his  bushel  of  wheat  is  manufactured.  In  this 
last  oai;e  the  wheat  has  gone  through  a  country  elevator,  been  transported  from 
100  to  200  miles,  sold  by  a  commission  man  (possibly  stored  by  a  terminal 
elevator),  manufactured  into  flour  In  the  flour  mill,  sold  to  a  wholesale  grocer, 
and  then  to  a  retail  dealer,  and  yet  the  producer  receives  03  per  cent  of  the 
final  price. 

Compare  this  with  milk,  which  passes  through  the  hands  of  a  railroad  com- 
pany and  one  other  middleman,  and  for  which  the  farmer  receives  37^  per  cent 
of  the  final  price.  These  proportions  for  wheat  are  based  on  Bulletin  No.  130, 
United  States  Bureau  of  Labor  Statistics.  The  data  for  this  bulletin  were 
collected  in  Kansas  and  Kansas  City,  but  they  apply  approximately  to  the 
Minneapolis  market. 

Owing  to  the  system  of  future  trading  which  has  been  built  up  and 
developed  during  the  past  50  or  CO  years,  grain  purchased  at  country 
stations  can  be  sold  in  the  various  exchanges  for  deferred  shipment  or 
delivery,  thus  protecting  the  shipper  from  a  decline  in  price  during 
the  time  this  grain  is  carried  in  the  country  elevator  or  is  en  route 
to  the  tenninaT  market.  Because  of  this  protection  and  the  fact  that 
the  grain  exchanges,  such  as  the  Chamber  of  Commerce  of  Minne- 
apolis, afford  a  constant  daily  cash  market,  the  financing  of  the  grain 
business  has  been  made  much  easier  and  the  bankers  look  upon  grain 
as  security  of  a  very  high  order  and  representing  greater  protection 
to  them  than  any  commodity  upon  which  they  make  loans. 

These  futures  markets  are  in  reality  great  insurance  agencies,  to 
which  the  farmers,  elevator  companies,  flour  millers,  linseea-oil  man- 
ufacturers, and  others  look  for  protection  against  the  hazard  neces- 
sarily involved  in  the  distribution  of  the  crop.  The  futures  markets 
in  the  leading  grain  exchanges  have  introduced  such  security  into  the 
grain  and  millmg  business  as  to  result  in  money  being  available  at 
much  lower  rates  of  interest  than  would  otherwise  be  the  case,  thus 
materially  reducing  the  cost  of  distribution.  The  increased  security 
extended  to  the  grain  dealer  and  miller  through  the  futures  markets 
also  has  enabled  them  to  transact  their  business  at  a  much  smaller 
gross  margin  of  profit  than  would  otherwise  be  possible,  still  fur- 
ther reducing  the  cost  of  distribution  and  minimizing  the  spread 
between  the  price  paid  to  the  producer  and  the  price  paid  by  the  ulti- 
mate consumer. 

Among  the  false  statements  repeatedly  made  with  reference  to 
future  trading  is  one  to  the  effect  that  future  trading  and  the  opera- 
tion of  the  futures  markets  tend  to  depress  the  price  greatly  in  the 
fall  during  the  heavy  crop-moving  period  and  to  enhance  the  price 
in  the  spruig  after  tne  crop  is  largely  passed  out  of  the  producers' 
hands.  This  misstatement  is  so  frequently  made  that  it  becomes 
necessaiy  to  examine  the  facts. 

The  United  States  Department  of  Agriculture  records  of  the  price 
of  wheat  at  Minneapolis  for  each  month  in  the  year  for  many  years 
are  available  to  the  committee.  Taking  the  19-year  period  from  1895. 
to  1914,  the  United  States  Department  of  Agriculture  figures  show 
that  averaging  the  prices  for  wheat  in  Minneapolis  in  the  month  of 
October  on  each  of  the  19  years  above  mentioned,  would  show  that 
the  price  of  wheat  in  Minneapolis  in  October — the  height  of  the  crop- 
moving  period  in  the  Northwest — was  only  3  cents  per  bushel  less 
on  the  average  than  the  price  of  wheat  at  Minneapolis  in  the  fol- 
lowing April.  In  other  words,  the  United  States  Department  of 
Agriculture  figures  show  conclusively  that  the  producer  of  grain  in 
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the  Northwest  selling  his  wheat  in  Minneapolis  in  October  for  19  j 
years  would  have  received  only  3  cents  per  bushel  less  than  the  pro-  j 
ducer  who  sold  his  wheat  in  April  of  each  year  for  the  19  years  men- 
tioned.   The  3  cents  per  bushel  scarcely  represents  the  cost  of  carry-  I 
ing  wheat  from  October  to  April,  and  barely  suffices  to  cover  the  in- 
terest upon  the  money,  cost  of  storage,  shrinkage,  etc.    This  record 
shows  conclusively  that  future  trading  does  not  depress  the  price 
during  the  heavy  crop-moving  period  and  advance  the  price  in  the  | 
following  spring. 

The  world's  markets  are  open  to  the  producer  of  the  Northwest 
through  the  port  at  Duluth  and  the  Great  Lakes  on  equal  terms  with 
the  producer  of  grain  in  western  Canada  who  ships  through  Fort 
William  and  Port  Arthur,  and  via  the  Lakes  to  the  Atlantic  sea- 
board. Although  the  western  Canadian  producer  has  had  the  world's 
markets  always  available  to  him,  nevertheless  the  United  States  j 
customs  records  at  Washington  show  that  the  Canadian  producer  has 
paid  approximately  $12,000,000  during  the  past  10  years  for  the 
privilege  of  marketing  his  grain  in  the  markets  of  this  country.  This 
demonstrates  the  opinion  which  the  Canadian  grain  producers  have 
of  the  American  grain  markets. 

In  a  recent  issue  of  the  Grain  Growers'  Guide^  the  official  publica- 
tion of  the  United  Grain  Growers'  Co.,  of  Winnipeg,  the  largest 
farmers'  selling  agencj  in  western  Canada,  the  interesting  statement 
is  found  that  the  elimination  of  the  duty  on  Canadian  wheat  into  the 
United  States  represented  approximately  $65  a  car  additional  profit ; 
to  the  western  Canadian  producer. 

The  Federal  Trade  Commission  and  the  United  States  Department 
of  Agriculture  have  for  several  years  been  making  a  very  thorouorh 
investigation  of  the  grain  business,  and  their  report  has  not  as  yet ' 
been  published.    A  committee  of  17,  representing  the  farm  federa- 1 
tions  of  a  number  of  Western  States,  is  also  investigating  on  behalf  I 
of  the  producers  the  possible  improvements  in  the  methods  of  mar- 
keting.    It  would  seem  desirable  to  await  the  reports  from  these  | 
agencies  before  any  action  was  taken  by  Congress  with  reference  to 
future  trading. 

The  destruction  of  future  trading  by  congressional  legislation! 
would  produce  complete  demoralization  in  the  grain  and  millini^^i 
business.  The  enormous  increase  in  the  hazard  incident  to  the  grain ; 
and  milling  business  would  necessarily  result  in  the  elimination  of  | 
the  farmers'  elevator  company,  independent  dealer,  and  small  grain 
merchant  generally.  It  is  generally  believed  by  competent  observers 
that  the  grain  and  milling  ousiness  would  necessarily  drift  into  the 
control  of  a  limited  number  of  concerns  of  very  large  financial  re- 
sources and  that  the  grain  and  milling  business  of  this  country  would 
take  on  the  form  and  character  which  the  meat  packing  industry  now 
presents.  The  spread  between  the  price  paid  to  the  producer  and! 
the  price  paid  by  the  ultimate  consumer  would  necessarily  widen  out 
materially.  This  was  the  effect  in  Germany  of  the  destruction  of 
future  trading  on  the  Berlin  Bourse,  and  after  this  effect  had  been 
observed  for  som  five  years,  the  German  Government  restored  the 
future  trading,  experience  naving  demonstrated  that  the  ^neral 
effect  of  future  trading  was  to  moderate  the  fluctuations  in  price  and 
to  narrow  the  spread  l^tween  the  producer  and  the  consumer. 
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The  general  effect  of  future  trading  is  to  minimize  the  cost  of  dis- 
tribution of  grain  from  the  producer  to  the  consumer  by  furnishing 
insurance  against  the  speculative  hazard  incident  to  the  grain  and 
milling  business.  The  price  of  grain  is  fixed  by  the  supply  and 
demand.  It  is  well  known  that  the  recent  decline  in  the  price  of 
^in  bought  and  sold  for  future  delivery  was  exceeded  by  the  decline 
m  price  of  wool,  cattle,  hogs,  and  other  lines  of  farm  produce,  which 
are  not  bought  and  sold  for  future  delivery. 

The  period  of  readjustment  through  which  this  country  is  now 
passing,  has  resulted  in  severe  declines  in  the  price  of  all  kinds  of 
farm  produce,  but  it  is  interesting  to  note  that  the  decline  is  greater 
in  those  lines  of  farm  produce  which  are  not  bought  and  sold  for 
future  delivery  than  in  those  lines  of  farm  produce  which  are  dealt 
in  in  the  grain  exchanges  in  this  manner. 

The  grain  and  milling  business  of  this  country  is  of  vast  im- 
portance. The  credit  resources  of  this  country  are  under  such  a 
state  of  strain  at  the  present  as  to  indicate  that  it  would  be  very 
unwise  and  probably  extremely  disastrous  to  enact  legislation  which 
would  produce  demoralization  in  a  business  of  such  magnitude  as  the 
grain  and  milling  business.  The  destruction  of  future  trading  would 
amount  to  a  revolution  in  the  grain  and  milliuj^  business,  ana  would 
require  a  complete  readjustment  of  methods  of  all  those  engaged  in 
che  distribution  of  the  crop  or  its  manufacture.  The  proposed  de- 
struction of  future  trading  therefore  is  a  matter  which  should  receive 
the  most  careful  consideration  by  Congress. 

The  grain  exchanges  of  this  country,  however,  are  sincerely  desir- 
ous of  improving  th^  methods  by  which  grain  is  handled  and  welcome 
constructive  suggestions  from  any  source.  We  believe  that  a  commit- 
tee should  be  appointed  by  Congress  either  from  the  Agricultural 
Committee  or  economists,  as  may  be  deemed  desirable,  which  com- 
mittee could  and  should  be  instructed  to  cooperate  with  a  committee 
representing  the  grain  and  milling  interests  for  the  purpose  of  care- 
fully studying  the  whole  situation  with  a  view  to  suggesting  any 
changes  or  modifications  in  the  present  methods  which  might  seem 
to  be  in  the  public  interest. 

We  believe  that  no  legislation  should  be  enacted  which  would  se- 
riously change  or  affect  the  present  system  to  doing  business  until, 
such  joint  committee  has  had  an  opportunity  of  thoroughly  investi- 
^tin^  the  entire  subject  and  reporting  their  recommendations. 

Mr.  McLaughlin  of  Michigan.  You  say  there  was  a  law  passed 
in  Germany  at  one  time  forbidding  this  future  trading? 
Mr.  Van  Dusen.  Yes,  sir ;  that  is  my  understanding. 
Mr.  McLaughlin  of  Michigan.  And  the  result  was  that  there  was 
found  to  be  more  fluctuation  m  prices  than  when  future  trading  was 
permitted  ? 
Mr.  Van  Dusen.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  How  long  was  that  law  in  force  f 
Mr.  Van  Dusen.  Five  years,  I  understand,  or  about  that  time. 
That  is  my  understanding. 

Mr.  McLaughlin  of  Michigan.  And  the  law  was  repealed  and 
future  trading  was  permitted  ? 
Mr.  Van  Dusen.  xes,  sir. 
Mr.  McLaughlin  of  Michigan.  What  was  the  result  and  effect? 
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Mr.  Van  Dusen.  Well,  I  think  they  were  better  satisfied  with  it 
before  and  after  that  time. 

Mr.  McLattghlin  of  Michigan.  You  say  you  welcome  changes, 
corrections,  and  so  on,  anything  that  will  improve  the  condition  of 
things.  Have  you  any  suggestions  to  make  to  us  as  to  changes  that 
we  could  make  by  law  ? 

Mr.  Van  Dusen.  Well,  I  don't  pretend  nor  wish  to  say  that  the 
grain  business  as  it  is  handled  to-day,  is  100  per  cent  perfect  but  I 
think  it  comes  about  a6  near  being  that  as  any  line  of  business  that 
I  know  anything  about. 

But  I  make  the  suggestion,  that  if  a  committee  is  appointed  to 
cooperate  with  the  committee  representing  the  grain  and  milling  in- 
terests, possibly  some  things  can  be  worked  out  that  would  be  im- 
provements. 

Mr.  McLaughlin  of  Michigan.  Well,  what  about  this  percentage 
of  imperfections?  Can  we  hear  anything  from  you  about  that? 
What  it  is? 

Mr.  Van  Dusen.  I  don't  know  that  I  can  state  that  there  u  an^ 
percentage  of  imperfections. 

Mr.  McLaughlin  of  Michigan.  You  used  that  word  yourself,  and 
I  thought  possibly  you  meant  that  it  was  95  per  cent  perfect,  and 
that  there  were  5  per  cent  of  defects.  1  would  like  to  know  at  least 
about  the  6  per  cent  of  defects. 

Mr.  Van  Dusen.  There  have  been  some  violent  fluctuations  during 
the  past  6  months.  Whether  those  were  attributable  to  any  one 
particular  reason,  or  whether  such  fluctuations  can  be  entirely  pre- 
vented, I  don't  know.  , 

Mr.  McLaughlin  of  Michigan.  What  caused  the  fluctuation  you 
speak  of? 

Mr.  Van  Dusen.  That  I  don't  know.  I  don't  think  it  was  future 
trading. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  of  anything  that  in 
your  opinion  contributed  to  the  fluctuation  ? 

Mr.  Van  Dusen.  I  think  we  have  been  going  through  a  readjust- 
ment period,  and  it  was  only  natural  that  wheat  and  other  grains 
should  have  suffered  some  decline  from  the  prices  that  were  paid 
during  the  war.  Whether  those  prices  declined  more  rapidly  than 
they,  ought,  I  don't  know.  They  did  not  decline  as  much,^  or  as 
rapidly,  as  some  other  commodities. 

Mr.  McLaughlin  of  Michigan.  And  you  don't  know  the  cause  of 
the  fluctuation  ?  You  don't  know  whether  it  was  a  fault  or  not  ? 
And  under  those  circumstances  I  suppose  you  have  no  remedy  to 
suggest?    What  other  fault  was  in  evidence ? 

Mr.  Van  Dusen.  I  don't  know  of  any. 

Mr.  McLaughlin  of  Michigan.  What  other  trouble? 

Mr.  Van  Dusen.  I  don't  know  of  any  other. 

Mr.  McLaughlin  of  Michigan.  Well,  now,  if  a  committee  or  a  com- 
mission should  be  appointed  to  make  an  investigation,  what  would 
that  committee  do  more  than  this  committee  is  doing  now,  calling  on 
those  who  know  or  are  supposed  to  know  more  about  these  lines  of! 
business  than  anybody  else  in  the  country? 

Mr.  Van  Dusen.  Well,  I  think  a  small  committee  could  ^  into 
this  subject  much  better  than  this  committee  can,  with  the  witnesses 
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that  will  appear  before  you.    You  can  go  to  the  different  exchanges 
and  perhaps  learn  more  about  the  volume  of  trading. 

Mr.  McLaughlin  of  Michigan.  Is  there  anything  that  you  can 
tell  a  small  committee  that  you  can  not  tell  this  committee  ? 

Mr.  Van  Dusen.  No  ;  I  don't  know  that  there  is.  But  you  can  get 
some  facts  in  the  way  that  I  state.  You  can  also  find  out  what  me 
rules  and  regulations  are  of  the  different  exchanges. 

Mr.  McLaughlin  of  Michigan.  Well,  you  Imow  what  the  rules 
and  regulations  of  your  exchange  are? 

Mr.  V  AN  Dusen.  I  know  something  of  them ;  yes,  sir. 

Mr.  McLaughlin  of  Michigan.  In  your  opinion,  are  any  of  them 
wrong? 

Mr.  Van  Dusen.  No  ;  I  don't  know  of  any  of  them  that  are. 

Mr.  McLaughlin  of  Michigan.  Are  there  any  of  them  that  could 
be  safely  changed,'  or  a  change  required  of  them  by  law  ? 

Mr.  Van  Dusen.  The  trading  on  our  exchange  is  very  carefully 
watched  and  policed,  and  we  have  had  no  corners;  we  have  had  no 
failures  growing  out  of  trading  in  futures  there  for  a  great  many 
years  back. 

Mr.  McLaughlin  of  Michigan.  With  some  exceptions,  this  com- 
mittee is  composed  of  just  as  good  men  as  could  be  put  on  a  commis- 
sion to  investigate  this  subject. 

Mr.  Van  Dusen.  My  only  thought  was  that  possibly  they  could  go 
into  it  more  thoroughly. 

Mr.  McLaughlin  oi  Michigan.  It  seems  to  me  that  a  commission 
would  call  men  like  Mr.  Van  Dusen,  and  he  would  cheerfully  tell 
that  commission  all  he  knows. 

Mr.  Van  Dusen.  I  certainly  would. 

Mr.  McLaughlin  of  Michigan.  He  has  told  us  all  he  knows,  and 
he  hasn't  told  us  anything  that  will  help  us  to  find  troubles  or  correct 
them.  We  have  been  loading  ourselves  up  with  commissions.  This 
has  been  almost  a  government  of  commissions,  boards,  and  so  on.  My 
impression  is  that  many  of  them  have  not  worked  very  well. 

Mr.  Van  Dusen.  Well,  in  making  that  suggestion,  Mr.  McLaughlin, 
it  was  not  with  any  idea  of  casting  any  reflections  on  anybody.  I 
thought  possibly  it  might  lead  to  a  way  of  getting  at  the  subject  in 
a  little  more  thorough  way;  that  was  all. 

Mr.  McLaughlin  of  Michigan.    That  is  all.    Thank  you. 

Mr.  VoiGT.  Are  you  an  officer  of  the  exchange,  Mr.  Van  Dusen  ? 

Mr.  Van  Dusen.  I  am  a  director;  that  is  all. 

Mr.  VoiGT.  What  percentage  of  contracts  that  are  made  for  grain 
on  the  exchange  actually  result  in  the  delivery  of  grain  ? 

Mr.  Van  Dusen.  I  don't  know  that.    I  can  not  answer  that. 

Mr.  VoiGT.  Well,  have  you  any  judgment  on  that? 

Mr.  Van  Dusen.  That  varies  at  different  times. 

Mr.  VoioT.  Well,  give  an  average  figure. 

Mr.  Van  Dusrn*  I  couldn't  give  an  average  figure.  I  know  in  the 
case  of  our  own  company  that  we  deliver  probably  75  per  cent  of  all 
the  wheat  that  we  bought  in  Minneapolis  and  sold  for  December 
delivery. 

Mr.  VoioT.  Well,  your  business  is  to  deal  in  spot  grain? 

Mr.  Van  Dusen.  Yes,  sir. 


424  FUTUBB  TRADING. 

Mr.  VoioT.  Well,  now,  you  do  not  want  to  leave  this  committee 
under  the  impression  that  75  per  cent  of  all  deals  made  on  the  ex- 
change actually  result  in  a  delivery  of  grain? 

Mr.  Van  Dusen.  No  ;  I  tried  to  state  that  I  couldn't  answer  that 
question.    I  don't  know. 

Mr.  VoiGT.  Well,  now,  as  a  director  of  that  exchan^  that  same 
thought  has  undoubtedly  occurred  to  you  a  great  many  times? 

Mr.  Van  Dusen.  But  I  never  have  seen  any  figures. 

Mr.  VoioT.  No;  but  have  you  ever  tried  to  form  any  judgment  or 
any  guess  on  that  subject  ? 

Mr.  Van  Dusen.  I  have  no  way  of  knowing  at  all.  We  have  a 
clearing  house  in  Minneapolis  through  which  all  trades  are  cleared 
and  brought  to  the  market  every  day.  The  figures  representing  the 
volume  of  business  handled  on  the  exchange  each  day  are  not  available 
to  the  directors  or  members.    I  don't  know. 

Mr.  McLaughlin  of  Michigan.  I  might  say  right  there  that  that 
question  that  Mr.  Voigt  has  asked  has  been  asked  a  great  many  times, 
and  witnesses  have  been  criticized  for  failure  to  answer.  It  seems  to 
me  that  it  ought  to  be  pretty  well  known  to  gentlemen  like  you  who 
come  before  the  committee  that  that  question  is  asked  and  that  there 
is  suspicion  of  the  operations  of  the  exchange  because  its  ofiicers 
refuse  to  answer  that  question,  and  that  you  ought  to  come  here 
prepared  to  answer  that  question  or  to  tell  why  the  information  is 
withheld. 

Mr.  Van  Dusen.  Well,  I  certainly  will  not  refuse  to  answer  any 
question  that  I  can  answer,  Mr.  McLaughlin,  but  I  can  not  answer 
you  that  and  give  you  the  facts,  because  those  figures  are  not  available 
to  me.    I  don't  know  them. 

Mr.  McLaughlin  of  Michigan.  Why  are  they  not  available! 
Hasn't  your  exchange  the  power  to  require  a  record  to  be  made  of 
all  of  them? 

Mr.  Van  Dusen.  There  is  no  publicity  ever  given  to  the  volume 
of  business  by  individuals. 

Mr.  McLaughlin  of  Michigan.  M«n  go  on  there  and  trade  with 
one  another,  and  no  report  whatever  is  made  to  any  authority  con- 
nected with  the  exchange? 

Mr.  Van  Dusen.  Yes,  sir. 

Mr.  Voigt.  Well  now,  is  this  clearing  house  operated  by  officers 
of  the  exchange? 

Mr.  Van  Dusen.  No,  sir;  it  is  an  entirely  separate  organization. 

Mr.  Voigt.  Well,  it  is  operated  in  conjunction  with  your  exchan^? 

Mr.  Van  Dusen.  The  members  of  the  Clearing  House  Association 
must  be  members  of  the  chamber  of  commerce,  that  is  all. 

Mr.  Voigt.  Well,  it  is  an  adjunct  to  your  exchange? 

Mr.  Van  Dusen.  Well,  it  is  operated  in  connection  with  the  ex- 
change, yes. 

Mr.  Voigt.  Well  now,  that  clearing  house  is  supervised  by  one  or 
more  people  who  make  it  their  business,  is  it  not? 

Mr.  Van  Dusen.  Yes,  sir ;  they  have  a  manager. 

Mr.  Voigt.  Well  now,  if  you  had  a  clearing  house  which  does  the 
same  thing  for  these  contracts  as  a  clearing  house  would  for  banks, 
the  manager  of  that  clearing  house  would  know  the  total  of  con- 
tracts cleared  there  each  day,  would  he  not  ? 

Mr.  Van  Dusen.  Yes,  sir. 
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Mr.  VoiGT.  Is  that  gentleman  here' 

Mr.  Van  Dusen.  No,  sir. 

Mr.  McLaughlin  of  Nebraska.  He  is  the  man  we  want. 

Mr.  VoiGT.  Well,  what  is  his  name  ? 

Mr.  Van  Dusen.  His  name  is  Williams. 

Mr.  VoiGT.  First  name? 

Mr.  Van  Dusen.  W.  S.,  I  think  are  his  initials;  Williams. 

Mr.  VoiQT.  Well  now,  he  would  be  able  to  give  that  information 
that  I  asked  you  about? 

Mr.  Van  Dusen.  Well,  that  I  don't  know.  If  he  has  that  informa- 
tion I  prestune  he  would  be  able  to  give  it  to  you. 

Mr.  V  oiGT.  Does  he  keep  a  record  of  the  clearings  from  day  to 
day? 

Mr.  Van  Dusen.  That  I  don't  know.  He  keeps  a  record  of  the 
differences  each  day.  Whether  he  keeps  a  record  of  the  total  volume 
of  a  day  I  don't  know. 

Mr.  VoiOT.  Well,  if  every  member  of  that  clearing  house  comes  to 
the  clearing  house  every  day  and  reports  its  total  volume  of  pur- 
chases and  sales,  and  there  is  any  record  at  all  kept,  that  man  Wil- 
liams would  know  the  total,  would  he  not? 

Mr.  Van  Dusen.  He  would  know  what  the  records  are. 

Mr.  VoiGT.  How? 

Mr.  Van  Dusen.  He  would  know  what  the  records  are,  but  as  I 
say.  whether  he  keeps  a  record  of  the  totals,  I  don't  know. 

Mr.  VoiGT.  Is  your  firm  a  member  of  that  clearing  house? 

Mr.  Van  Dusen.  Yes,  sir. 

Mr.  VoiGT.  Have  you  ever  tried  to  ascertain  the  totals  dealt  in  ? 

Mr.  Van  Dusen.  No,  sir ;  never  have, 

Mr.  VoiGT.  Well,  has  your  curiosity  ever  been  aroused  to  ascertain 
what  the  total  amount  of  grain  dealt  in  on  your  exchange  was  on  a 
given  day  or  over  a  period  of  a  month,  for  instance? 

Mr.  Van  Dusen.  Well,  I  have  never  asked  the  question,  because  I 
thought  I  would  not  be  told  if  I  were  to  ask  it. 

Mr.  VoiGT.  Well,  have  you  ever  tried  to  figure  it  out  for  yourself  ? 

Mr.  Van  DrrsEN.  No,  sir ;  I  never  have. 

ilr.  VoiGT.  That  question  evidently  has  not  aroused  your  interest? 

Mr.  Van  Dusen.  Well,  I  never  tried  to  figure  it  out. 

Mr.  VoiGT.  Well,  if  you  were  asked  to  state  your  best  judgment  on 
the  amount  or  the  percentage  of  grain  delivered  on  the  whole  number 
of  contracts  made,  what  would  you  say? 

Mr.  Van  Dusen.  Just  what  I  said  a  few  minutes  ago.  I  would 
not  undertake  to  answer.    I  don't  know. 

Mr.  VoiGT.  You  have  no  judgment  or  opinion  or  guess  on  that 
point  ? 

Mr.  Van  Dusen.  No,  sir. 

Mr.  VoiGT.  Would  it  be  your  judgment  that  on  most  contracts 
made  on  a  grain  exchange  the  actual  grain  is  never  delivered? 

Mr.  Van  Dusen.  By  "most,"  do  you  mean  more  than  50  per  cent? 

Mr.  VoiOT.  Yes,  sir. 

Mr.  Van  Dusen.  No;  I  would  think  there  would  be  less  than  50 
per  cent  delivered.  All  trades  that  are  made  must  contemplate 
delivery,  however. 

Mr.  VOIGT.  Yes ;  we  understand  that.    That  is,  they  so  provide  on 

paper. 
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Mr.  V^AN  DusEN.  They  must  be,  too. 

Mr.  McLaughlin  of  Michigan.  How? 

Mr.  Van  Dusen.  They  must  be,  too. 

Mr.  McLaughlin  of  Michigan.  They  must  contemplate  delivery  i 

Mr.  Van  Dusen.  They  must  contemplate  delivery.    • 

Mr.  VoiGT.  That  is,  they  contemplate  delivery  in  the  contract,  on 
paper.  '  You  will  admit,  will  you  not,  that  a  great  many  people  buy 
and  sell^rain  through  brokers  who  do  not  contemplate  delivery? 

Mr.  Van  Dusen.  That  may  be  possible,  and  yet  unless  tliev  do 
close  up  their  trade  before  delivery  date  they  must  stand  ready  to 
take  delivery  of  the  grain. 

Mr.  VoiOT.  I  understand  that,  but  when  they  make  the  contract  or 
speculation  they  have  no  idea  of  carrying  that  contract  to  a  termina- 
tion.   You  will  admit  that  there  are  thousands  of  such  people? 

Mr.  Van  Dusen.  I  presume  that  is  true. 

Mr.  McLaughlin  of  Michigan.  But  you  just  said  they  contem- 
plated delivery. 

Mr.  Van  Dusen.  Yes. 

Mr.  McLaughlin  of  Michigan.  They  do  not  intend  to  do  it,  but 
they  contemplate  delivery? 

Mr.  Van  Dusen.  All  trades  are  based  on  delivery. 

Mr.  McLaughlin  of  Michigan.  On  the  possibility  of  its  being  re- 
ouired.  But  not  contemplation  or  intention.  Well,  I  am  not  testi- 
rjdng  for  you,  but  that  has  been  the  impression  from  what  I  have 
learned  about  it,  but  your  answer  would  lead  me,  if  I  accepted  it,  to 
a  different  conclusion. 

Mr.  VoiGT.  But  all  trades  made  can  be  closed  up  by  paying  the  dif- 
ference between  the  price  named  in  the  trade  and  the  market  price 
when  the  contract  is  closed  uj)  ? 

Mr.  Van  Dusen.  If  a  sale  is  made,  there  must  be  an  equal  amount 
purchasd  to  close  the  trade. 

Mr.  Voigt.  What  I  mean  is  that  instead  of  making  the  deliveiy 
called  for  by  the  contract,  the  contract  may  be  closed  up  by  adding 
or  receiving  some  difference,  without  contemplating  a  delivery  of 
grain. 

Mr.  Van  Dusen.  By  either  buying  or  selling,  as  the  case  may  be, 
a  corresponding  amount  of  ^ain  for  the  same  future  month. 

Mr.  Voigt.  Yes;  and  which  second  contract  may  again  be  dis- 
posed of  in  the  same  maimer? 

Mr.  Van  Dusen.  Well,  that  would  close  the  original  trade. 

Mr.  Voigt.  Yes.  Then,  when  the  second  trade  is  made,  that  can 
be  closed  up  by  a  third  trade  without  a  delivery  of  grain? 

Mr.  Van  Dusen.  Well,  I  thought  we  were  only  dosing  one  trade. 
.  Mr.  Voigt.  I  have  got  one  trade  closed.  You  say  that  the  first 
trade  may  be  closed  bv  another  trade. 

Mr.  Van  Dusen.  A  sale,  when  made,  can  be  closed  by  a  corre- 
sponding amount  being  purchased,  and  tne  difference  either  received 
or  pai(L  as  the  case  may  be. 

Mr.  Voigt.  Well,  then,  that  second  trade  is  identical  with  the  first 
trade. 

Mr.  Van  Dusen.  Excepting  that  it  is  on  the  opposite  side. 

Mr.  Voigt.  Yes.    Now,  that  second  trade  may  again  be  closed  up  ? 

Mr.  Van  Dusen.  No  ;  you  have  closed  your  first  trade  by  making 
a  second  one. 
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Mr.  VoiOT.  I  understand  that  as  to  the  fii*st  party,  but  the  second 
party  that  assumes  that  trade  may  dispose  of  it  in  Uke  manner,  that 
is,  it  may  be  an  endless  chain  of  trades  f 

Mr.  V  AN  DtrsEN.  Yes. 

Mr.  VoiGT.  Do  you  know  of  anyone  that  can  state  approximately 
the  percentage  of  cases  where  there  is  no  actual  delivery  of  the  grain? 

Mr.  Van  Dusen.  No  ;  I  do  not. 

Mr.  VoiGT.  Has  your  exchange  ever  endeavored  to  get  figures  on 
that  subject? 

Mr.  Van  Dusen.  Not  to  my  knowledge. 

Mr.  VoiGT.  Has  it  ever  been  proposed  by  anybody  ? 

Mr.  Van  Dctsen.  Not  to  my  knowledge. 

Mr.  YoiGT.  That  is  all. 

Mr.  McLaughlin  of  Nebraska.  Mr.  Vaii  Dusen,  I  understood  you 
to  say  awhile  ago  that  the  grain  operators  on  your  exchange  were 
carefully  policed  and  regulated.  Now,  it  seems  from  this  line  of 
questioning  that  no  record  of  transactions — as  to  their  nature  and 
volume — are  kept  by  the  exchange  itself,  so  that  you  can  give  us  no 
information  on  that  subject,  and  no  information  seems  to  be  avail- 
able by  or  through  your  clearing-house  agency  as  to  the  nature  or 
volume  of  these  transactions  Doesn't  it  seem  to  you  that  there  may 
be  need  for  a  little  revision  in  your  regulations  so  that  such  infor- 
mation can  be  supplied  when  there  is  call  for  it  ? 

Mr.  Van  Dusen.  Well,  possibly  the  fact  that  that  clearing-house 
association  has  been  in  existence  ior  30  years,  and  that  we  have  had 
no  difficulty  at  all  growing  out  of  the  system  that  has  been  used, 
would  be  pretty  good  evidence  that  it  was  being  properly  conducted. 

The  Chairman.  Thank  you,  Mr.  Van  Dusen.    That  is  all. 

The  Chairman.  Mr.  MacMillan. 

^TATEICENT  OF  UB.  T.  H.  HacMIIXAN,   MINNEAFOUS,   MINN., 
BEPEESEHTINa  THE  MINNEAPOLIS  CHAMBEB  OF  COMMEBCE. 

Mr.  MacMillan.  I  want  to  say  to  commence  with  that  I  heartily 
concur  in  all  that  Mr.  Van  Dusen  has  testified  to.  I  would  like  to 
call  to  your  attention  the  results  of  some  previous  investigations  on 
this  subject,  which  are  very  voluminous,  but  I  will  call  to  your  atten- 
tion a  few  of  the  conclusions. 

Congress,  on  June  18,  1898,  created  a  nonpartisan  commission, 
consisting  of  five  Senators,  fifve  Representatives,  and  nine  especially 
qualified  persons  appointed  by  the  President  with  the  consent  of 
the  Senate,  called  the  Industrial  Commission,  and  gave  this  commis- 
sion power  to  summon  and  hear  witnesses,  compel  the  production  of 
papers  and  documents,  and  make  a  thorough  investigation  of  various 
phases  of  industrial,  agricultural,  and  commercial  life. 

This  commission  took  nearly  three  years  to  complete  its  work.  It 
visited  practically  ejvery  portion  of  the  United  States,  took  the  testi- 
mony oi  nearly  700  witnesses,  compiled  reports  requiring  19  volumes 
of  printed  matter,  and  went  into  this  question  of  marketing  of  grain 
and  the  matter  of  a  "  futures  market "  very  thoroughly. 

Its  chairman  was  the  well-known  Populist  Senator  from  South 
Dakota,  Hon.  James  H,  Kyle. 
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Here  is  one  of  the  statements  from  this  report : 

One  specnlator  might  place  the  future  market  price  too  high,  another  too> 
low,  but  as  a  class  they  correct  and  check  one  another.  It  is  to  their  interest 
as  distributors  to  call  forth  all  that  the  consumer  will  take  and  no  more. 
Speculators  as  a  class  are  therefore  interested  primarily  in  a  correct  judgment — 
as  much  so  as  is  either -the  producer  or  the  consumer  of  the  product  in  which 
the  trader  speculates.  If,  for  instance,  the  Liverpool  wheat  speculators  should,, 
through  an  error  of  Judgment  or  calculation,  set  the  price  of  May  wheat  10' 
cents  below  the  correct  world  price,  the  surplus  stock  would  meanwhile  be  dis- 
turbed elsewhere  until  the  shortage  in  the  Liverpool  supply  became  evident  from 
a  rise  in  the  price  paid  by  consumers.  This  would  bring  some  of  the  misdi- 
rected shipments  to  Liverpool,  but  not  so  much  as  if  the  blunder  had  not  been, 
made  in  the  beginning;  other  places,  whose  speculators  more  correctly  antici- 
pated future  prices,  would  supply  themselves  more  fully  than  usual.  Thus  the 
volume  of  trade  at  Liverpool  would  be  reduced  by  a  valuation  too  low  to  bring 
an  adequate  supply,  the  consumer's  customary  demand  would  be  inadequately 
supplied  at  the  undervalued  price,  and  the  total  expenses  of  distribution  in- 
creased by  the  defective  judgment  of  the  speculator. 

These  two  kinds  of  services  are  peculiar  to  speculative  distribution — the- 
services  of  assuming  the  risks  that  arise  from  changes  In  the  relation  of  demand 
and  supply,  and  the  services  of  giving  the  right  direction  to  the  commodities- 
available  for  consumption.  Even  in  famine-stricken  India  the  Government 
regards  speculative  distribution  of  supplies  as  on  the  whole  far  more  efficient 
than  any  bureaucratic  distribution  could  be.  Without  this  modern  markets 
would  be  deprived  of  a  very  great  share  of  their  efficiency  in  serving  producers 
and  consumers.  In  fact,  those  who  have  thought  out  the  subject  most  thoroughly 
have  found  in  this  directive  work  of  speculation  the  chief  justification  for  its 
existence.  Where  government  has  assumed  even  part  of  the  risks  of  crop 
distribution,  as  in  Russia,  piles  of  wheat  rot  in  one  section  while  people  .stance 
in  the  next. 

"  The  central  feature,"  says  Prof.  Emery,  "  in  the  economic  organization  of 
modem  society  is  the  market.  From  the  point  of  view  of  the  Individual  the 
production  and  distribution  of  commodities  are  carried  on  with  a  view  to  their 
exchange.  The  regulator  of  exchange,  and  therefore  of  production,  is  value. 
Consequently  the  producer  will  expend  his  energies  on  such  commodities  as 
will  have  the  greatest  market  value  as  compared  with  the  expenses  of  produc- 
tion, just  as  the  merchant  will  take  them  to  the  market  where  they  w^ill  ct>m- 
mand  the  highest  price.  But  this  adjustment  of  production  and  distribution 
according  to  values  will  be  accurate  only  when  he  thinks  he  can  get  a  return 
greater  than  his  outlay.  The  merchant  buys  only  when  he  thinks  he  can  sell 
at  a  higher  price. 

"  In  both  cases  there  is  always  the  risk  that  before  the  production  is  com- 
pleted or  the  sale  made  the  value  of  the  commodity  may  fall.  Similarly  there  is 
a  chance  that  it  may  rise.  In  the  one  case  there  is  a  loss.  In  the  other  a  gain, 
to  the  producer  or  merchant.  Hence  it  may  fairly  be  said  that  the  tost  of  the 
I>erfection  of  the  organization  of  trade  is  the  promptness  \\ith  which  sin-h 
changes  are  learned  and  the  accuracy  with  which  they  are  predicted.  It  is 
by  a  due  appreciation  of  this  fact  tJiat  one  comes  to  a  realization  of  the  im- 
portance of  organized  speculation.  If  it  is  found  to  be  the  means  of  making 
the  needed  prediction.  It  will  also  prove  itself  the  chief  directive  influence  in 
the  economic  field  In  which  it  prevails." 

Speculative  dealings  in  farm  products  have,  then,  these  three  facts  to 
consider:  The  distance  between  producer  and  consumer,  concentration  and 
distribution  of  surplus  crops  at  the  right  times  and  places,  and  the  formation 
of  a  business  judgment  based  on  the  ratio  of  the  visible  supply  of  the  world's 
grain  and  cotton,  for  example,  to  the  customary  demand  of  its  consuming  com- 
munities. The  scope  of  this  task  of  forming  a  judgment  upon  worldwide 
conditions,  and  forming  it  accurately  enough  to  stake  millions  of  capital  up<m  it. 
is  perhaps  the  heaviest  hazard  in  our  whole  modern  economic  organization  of 
society.  But  some  class  of  investors  must  do  it,  or  consumers  must  pay  a  higher 
price  for  their  product  and  producers  must  be  content  to  enter  the  market  with 
fewer  competitors  ready  to  buy  and  carry  their  surplus. 

Producers  and  consumers  together,  without  the  speculative  mechanism  at 
work,  would  have  to  divide  the  risks  of  distribution  between  them.  Neither  of 
these  interests  is  prepared  to  do  thia    Sound  commercial  policy  Is  the  best 
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served  by  a  rational  diviHlon  of  distributive  labor,  in  which  economic  freedom 
and  economic  responsibility  are  equally  respected. 

The  economic  services  of  speculative  agencies  engaged  In  distributing  farm 
products  are  threefold: 

1.  They  localize  industrial  risks  among  a  commercial  class  whose  special 
function  It  is  to  distribute  surplus  supplies  over  deficit  times  and  places  In 
such  a  way  as  to  lessen  the  uncertainty  of  producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrying  a  whole  year's  stock, 
enabling  the  former  to  convert  his  crop  promptly  Into  cash  capital  and  the 
latter  to  supply  himself  as  his  periodical  needs  may  require  without  enhancing 
prices  beyond  the  ordinary  rate  of  risks  and  returns  of  such  capital  Investments. 

3.  Competition  of  speculative  dealers  tends  more  than  any  other  force  to 
reduce  profits  of  these  agencies  to  a  minimum  per  unit  of  commodity  handled. 
Released  from  other  economic  functions,  it  Is  to  their  Interest  to  seek  to  reduce 
the  risks  of  distribution  to  a  minimum.  By  expert  acquaintance  with  the  con- 
ditions that  Involve  risks  the  hazardous  elements  are  gradually  limited  If  not 
entirely  eliminated. 

Then  it  quotes  from  Dr.  Emery  a  little  later  on  where  he  said : 

It  is  not  so  many  years  ago  since  a  large  and  representative  meeting  of 
western  American  farmers  passed  a  resolution  against  options  on  the  score 
that  they  tended  to  unfairly  reduce  the  price  of  wheat,  and  it  was  Just  three 
we<*k8  after  that  meeting  that  a  convention  of  the  National  Association  of 
American  Millers,  attended  by  some  500  members  was  held  in  Minneapolis, 
and  passed  a  resolution  condemning  options  on  the  ground  that  they  unfairly 
raised  the  price  of  wheat. 

Then  the  report  states : 

As  we  have  attempted  to  show,  it  is  a  mistake  to  represent  speculation  In 
futures  as  an  organized  attempt  to  suppress  prices  to  producers. 

First.  Because  every  short  seller  must  become  a  buyer  before  he  carries 
out  his  contract. 

Second.  Because,  as  far  as  spot  piice.s  are  concerned,  the  short  seller  appears 
as  a  buyer  and  not  ns  a  seller,  and  therefore,  against  his  own  will.  Is  instrumen- 
tal in  raising  prices. 

Third.  Because,  as  far  as  "  future  "  prices  are  concerned  the  *'  bull  "  in  specu- 
lative buying  counteracts  the  effects  of  speculative  selling  of  the  "  bear." 

Fourth.  Because  the  "bull"  in  his  realizing  operations  when  depressing 
prices  is  counteracted  by  the:  opposite  effect  of  the  "covering  movements" 
of  the  "bear,"  the  two  sides  thus  keeping  in  market  price  about  where 
tt  would  be  kept  in  the  long  run  If  instead  of  the  "  bulls  "  and  "  bears  "  there 
would  be  ordinary  legitimate  buyers  and  sellers. 

Fifth.  Because,  ns  has  been  shown,  future  sales  are  not  made  at  a  uniformly 
lower  price  than  the  corresponding  spot  price,  but  on  the  contrary  are  on  the  aver- 
age a  little  above  spot  prices  to  meet  the  cost  of  storage,  interest,  and  other 
■charges. 

Sixth  Because,  as  has  been  shown,  neither  the  "  bears  "  nor  the  "  bulls  **  are 
uniformly  on  the  winning  side,  but  are  about  equally  losers  and  winners,  thus 
proving  that  one  Is  about  as  Important  and  influential  a  factor  in  the  market 
ss  the  other. 

Seventh.  Because  evidence  believed  to  be  conclusive  has  been  presented 
showing  that,  under  speculation,  prices  prevailing  at  the  time  when  producers 
dispose  of  the  greater  part  of  their  products  are  greater  In  comparison  to  the 
rest  of  the  year  than  they  were  before  the  advent  of  modem  speculation. 

Xow,  Hon.  Herbert  Knox  Smith,  commissioner  of  corporations, 
made  a  report  on  the  cotton  exchanges.    In  it  he  says : 

The  future  system,  by  thus  attracting  the  intelligence,  skill,  and  facilities 
of  such  operaors,  should  confer  upon  those  directly  interested  in  the  cotton  busi- 
ness the  benefit  of  very  necessary  information  which  they  would  not  otherwise 
t^ecure.  That  is  to  say,  intelligent  speculation  generally  tends  to  afford  the  non- 
^?peculative  merchant,  producer,  or  consumer  a  basis  upon  which  to  make  his 
future  arrangements  In  actual  cotton. 

For  Instance,  without  organiaed  speculation,  a  merchant  who,  say.  in  July, 
received  an  inquiry  from  a  spinner  for  cotton  to  be  delivered  in  the  following 
January  might  have  great  difficulty  in  deciding  what  price  he  would  name. 
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, Naturally  he  would  be  guided  to  some  extent  by  the  prices  of  his  competitors^ 
but  they  in  turn  would  originally  be  nt  the  same  disadvantage. 

With  a  properly  organized  futui-e  market,  on  the  other  hand,  where  quotatimis 
for  future  deliveries  are  published  constantly,  such  a  merchant  instantly  luus  a 
basis  for  entering  into  such  forward  commitments. 

Protection  which  should  be  afforded  nonspeculative  interests,  against  luis- 
takes  of  speculatoi*s :  Of  course,  speculators  of  intelligence  and  experience 
usually  hold  divergent  opinions  as  to  the  probable  course  of  prices,  and  one 
faction  must  be  wrong.  This  very  divergence  of  opinion  tends  to  prevent  ex- 
tremely violent  fluctuations.  It  does  not,  however,  prevent  many  and  marked 
erroneous  forecasts  of  prices.  That  is  to  say,  the  price  of  cotton,  as  established 
by  speculation  in  September  for  delivery  in  March  may  be  10  cents,  whereas,  owing 
to  a  short  crop  and  to  an  unusually  heavy  demand,  the  actual  price  of  spot  cotton 
in  Marcli  may  prove  to  be  15  cents.  In  such  cases  those  engaged  in  the  pur- 
chase and  sale  of  actual  cotton  might,  by  relying  on  the  prices  established  in 
September  by  organized  speculation,  be  misled  into  serious  error  and  heavy 
loss.  Indeed,  it  might  seem  on  the  surface  that  speculation,  instead  of  affording 
advantages  to  those  dealing  in  the  actual  product,  would,  because  of  such 
erroneous  forecasts,  prove  exceedingly  detrimental  and  even  disastrous  to  such 
interests ;  this  view  is,  indeed,  widely  held. 

It  is  one  of  the  peculiar  functions  of  the  future  system,  if  properly  con- 
ducted, however,  to  afford  a  very  effective  remedy  for  its  own  errors  in  this  re- 
spect, in  so  far  as  the  nonspeculative  class  of  middlemen  or  merchants  is  con- 
cerned. This  is  provided  through  the  so-called  hedging  function,  already 
exhaustively  discussed  in  preceding  portions  of  this  report.  It  was  tliere  shown 
that  under  a  proper  system  of  future  trading  a  cotton  merchant  is  able  safely 
to  enter  into  agreements  to  deliver  cotton  to  spinners,  at  some  future  date,  k«ng 
before  he  himself  purchases  it.  This  is  because  of  his  ability  to  buy  future 
contracts  on  an  exchange  as  a  hedge.  The  theory  is  that  if,  before  he  buy.** 
the  actual  cotton  for  delivery  to  the  spinner,  the  price  advances,  his  future 
contract  which  he  thas  purchased  as  a  hedge  will  advance  by  a  corresponding 
amount,  so  that  the  loss  or  reduction  in  his  profit  which  he  suffers  on  account 
of  such  rise  in  the  price  of  spot  cotton  will  be  offset  by  a  corresponding  i>roat 
due  to  the  advance  in  the  price  of  his  future  contract.  In  other  words,  while 
the  speculative  class  attempts  to  forecast,  for  the  benefit  of  the  trade  in  general 
as  well  as  for  its  own  personal  profit,  the  probable  course  of  prices,  it  sh»)uld 
also  undertake  to  relieve  the  nonspeculative  class  from  any  disaster  which  may 
result  from  erroneous  forecasts.  Unless  the  speculative  class  fairly  performs 
these  fundamental  functions  and  accepts  such  speculators'  risks,  there  is  no 
justification  for  its  existence. 

This  benefit  to  the  nonspeculative  class  will  not  be  realized,  however,  unlt^ss 
the  rules  of  the  exchange  provide  for  a  "  natural "  market  with  price  move- 
ments based  on  the  actual  article.  That  the  future  system  has  frequently 
failed  to  afford  proper  protection  in  such  hedging  operations  of  the  nonspecula- 
tive class  is  not  an  inherent  fault  of  the  system,  but  is  largely  due  to  the 
Improper  rules  under  which  the  ssrstem  has  been  conducted,  particularly  In  the 
New  York  market. 

It  will  be  seen,  therefore,  that  speculation,  if  properly  conducted  and  safe- 
guarded, affords  advantages  of  almost  incalculable  service.  Under  an  ideal 
system  of  speculation  the  risks  which  inevitably  result  from  unavoidable  chansre^s 
in  value  would  be  thrown  on  the  speculative  class,  to  the  relief  of  the  nonspecu- 
lative class.  The  system  in  actual  practice,  as  shOAvn,  is  far  from  ideal ;  nevt»r- 
theless  its  possible  benefits  are  enormous  and  its  actual  advantages  probably 
great. 

Service  of  speculation  in  providing  a  ready  market  at  all  times :  A  peculiar 
function  of  a  broad  speculation,  and  one  of  great  value,  is  that  it  provides  at 
all  times  a  market  in  which  those  who  have  a  commodity  to  sell  may  dlsp<^«> 
of  It,  or  in  which  those  who  desire  to  buy  may  purchase  it.  The  advantaj!e< 
of  such  a  ready  market  at  all  times  scarcely  require  illustration.  Anyone  who 
has  watched  the  market  for  commodities  or  property  where  there  are  no  ex- 
changes with  organized  facilities  for  speculation,  as*  for  Instance,  real  esta:»\ 
knows  very  well  that  It  sometimes  Is  practically  impossible  to  find  a  purchaser 
at  any  price.  Property  may  be  offered  for  weeks  and  mouths  without  flndln:: 
a  buyer. 

In  a  broad  future  market,  on  the  other  hand,  there  is  always  an  opportunity 
to  f?ell  at  some  price  on  very  short  notice.    This  advantage  is,  of  course,  largely 
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due  to  the  fact  that  a  future  market  brings  many  buyers  and  sellers  together 
at  one  place  and  at  one  time,  and  thus  converges  at  a  single  point  buying  and 
spliinj^  offers  from  a  great  number  of  dift'ertnt  soiuccs.  Futures  hjive  been 
calle<l  the  *'  consols  of  produ  e/*  This  very  breadth  of  the  future  market  is» 
however,  as  shown  later,  largely  dependent  ui)on  the  volume  of  purely  specu- 
lative transactions. 

The  advantages  of  such  a  broad  and  ready  n^arket  are  not  ctmfined  to  those 
who  directly  use  it.  While  they  are,  of  course,  of  great  value  to  the  cotton 
iiiorchant,  the  benefit  which  he  derives  should  be  extended  indirectly  to  the 
cotton  producer  on  the  one  hand  and  to  the  consumer  on  the  other.  The  value 
of  the  future  market  to  a  producer  in  this  respect  i  illustrated  in  the  following 
statement,  in  substance,  of  a  cotton  buyer  in  Mississippi : 

While  a  cotton  planter  may  not  sell  his  cotton  directly  through  the  future 
markets,  he  is  enabled,  through  the  facilities  afforded  in  future  contracts,  al- 
ways readily  to  find  a  buyer  for  his  product.  In  almost  every  season  there  is 
a  i)eriod  of  from  six  weeks  to  two  months  when  spiimers  are  not  in  the  market 
for  cotton.  But  thl^  fact  does  not  change  the  desire  of  the  farmer  or  other 
holders  of  cotton  to  sell.  The  buyer  knows  that  he  can  sell  future  contracts 
against  any  cotton  he  may  produce  and  protect  h  mself,  and  he  is  thereby 
enabled  to  offer  the  farmer  cash  for  his  cotton  on  any  day  of  the  year,  whether 
the  spinner  desire  ?  a  bale  or  not.  *  *  *  It  Is  probable  that  no  single  ad- 
vantage accruing  to  any  branch  of  the  cotton  Interest  is  of  so  much  value  as 
this  advantage,  which  gives  to  the  farmer  a  purchaser  for  his  cotton  at  any 
time. 

This  broadening  of  the  future  market  is  of  especial  service  In  hedging  opera- 
tions. In  order  that  hedging  may  be  conducted  satisfactorily,  the  future  market 
should  be  broad  and  active.  Thus,  if  a  merchant  selling  cotton  to  a  spinner 
were  compelled  to  hedge  in  a  future  market  so  narrow  that  a  pur  haso,  say, 
of  .500  bales  would  send  the  contract  price  up  one-half  cent  or  more,  or  if  sales 
to  such  an  extent  would  correspondingly  depres  the  contract  price,  the  hedge 
obviously  would  be  a  very  poor  protection.  While  hedging  transactions  are  un- 
doubtedly large  in  the  aggregate,  they  would  not  alone  provide  a  future  market 
sufficiently  broad  to  prevent  violent  price  fluctuatic  ns  within  very  brief  periods 
»>f  time.  ^Moreover,  it  may  frequently  happen  that  there  Is  a  preponderance  of 
Jie<lgiug  transactions  proper  on  either  the  buying  or  selling  side.  Thl  Is  alto- 
gether probable.  Thus,  In  the  spring  and  summer,  before  a  new  crop  is  ma- 
lured,  cotton  merchants  who  are  entering  Into  forward  commitments  with  spin- 
ners ordinarily  desire  a  buying  hedge  as  a  protection.  In  the  fall,  on  the  other 
hand,  when  cotton  Is  freely  coming  to  market,  and  merchants  are  buying  it 
faster  than  they  can  sell  it  to  spinners,  they  frequently  desire  a  selling  hedge. 
It  should  be  understood  that  there  is  no  rigid  distribution  by  the  calendar  of 
st'lling  and  buying  hedge  transactions.  Instead,  there  i  •  nt  all  times  in  an 
Active  market  a  considerable  volume  of  each  class  of  such  hedging  operations. 

The  i)oint  to  be  emphasized  is  that  buying  hedges  and  selling  hedges  fre- 
quently may  not  balance  one  another.  Under  these  circumstances  a  large  excess 
i*f  Iiedge  selling  probably  would  in  a  narrow  market  result  in  a  depression  of  the 
price,  while  an  excess  of  hedge  buying  might  cause  a  sharp  advance.  With 
>r>eculatlon  fully  organized,  however,  the  force  of  such  hedge  buying  or  hedge 
sidling  should  be  absorbed  without  any  undue  shock  to  the  market.  In  other 
xvonl;^,  a  broad  speculation  should  Impart  greater  steadiness  to  price  move- 

illtrntS. 

Tlien  he  calls  attention  to  the  fact  that  "  the  same  -cotton  may  be 
hedc^ed  OA^er  and  over  a^ain  by  different  parties,  thus  counting  several 
times  in  the  total  of  hedging  transactions." 

Then  again :  "  But  for  the  presence  of  the  speculator,  the  merchant 
Tvould  oftentimes  have  great  difficulty  in  finding  anyone  who  would 
jsell  a  contract.  The  speculator  is  willing  to  take  his  chances  upon  a 
transaction  of  this  kind,  and  thus  enables  the  spinner  to  secure  the 
rotton  for  future  delivery  at  a  guaranteed  price.  Through  this 
process  millions  of  bales  of  cotton  are  sold  to  spinners  before  the  seed 
is  planted.  The  speculator  helps  to  take  care  of  this  cotton,  and  alto- 
gether the  contract  may  change  hands  a  hundred  times  between  the 
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date  " — of  the  original  transaction.  He  goes  on  to  say  that  abolition 
of  future  trading  would  make  possible  and  probable  the  trust  control 
of  the  cotton  crop. 

Mr.  VoiGT.  Did  you  finish  that  sentence  there  where  he  speaks 
about  it  changing  hands  hundreds  of  times? 

Mr.  MacMillan.  Well,  the  following  page  is  missing;  I  haven't  it. 

Mr.  VoiGT.  Did  you  read  all  that  is  there? 

Mr.  MacMillan.  I  read  all  that  is  on  this  page ;  yes,  sir.  The  next 
page  is  missing. 

The  abolition  of  future  trading  would  make  possible  and  probable  the  trust 
control  of  the  cotton  crop.  An  open  market  into  which  the  public  may  come 
and  buy  in  competition  with  the  special  interests  renders  trust  control  im- 
possible. There  is  no  future  market  for  steel  and  there  is  a  steel  trust.  There! 
is  no  future  market  for  sugar,  and  there  is  a  sugar  trust.  There  is  no  futurd 
market  for  meat,  and  there  is  a  meat  trust.  There  is  a  future  market  for  cori^ 
and  wheat,  but  there  is  no  corn  or  wheat  trust.  There  is  a  future  market  for 
cotton,  but  there  is  no  cotton  trust.  There  is  no  trust  control  of  any  commodltjj 
that  in  open  market  may  be  bought  and  sold  on  contract  for  future  delivery^ 
The  reason  is  plain.  The  great  public  is  not  equipped  to  buy  and  store  the  comi 
modity  itself,  but  it  can  buy  the  contract  for  the  commodity  which  contract  may^ 
if  necessary,  be  enforced.  When  it  appears  to  the  public  that  the  price  of  a 
commodity  has  been  pressed  too  low,  it  comes  into  the  market  and  buys  th^ 
contract  for  delivery.  This  competition  forces  the  special  interests  which  mus< 
have  the  actual  commodity  also  to  buy  either  the  commodity  or  the  contract 
therefor.  The  market  is  thus  sustained  and  advanced,  and  the  producer  is  supj 
plied  with  a  market  in  which  he  may  sell  his  present  holdings  or  contract  to  sel] 
his  future  crop.  If  it  was  not  for  the  facility  of  the  future  market,  this  competii 
tion  would  not  be  possible,  and  if  it  was  not  for  this  competition  the  special 
interests  could  fix  prices  to  suit  themselves. 

That  was  a  quotation  from  an  address  by  W.  E.  Thompson,  presij 
dent  of  the  New  Orleans  Cotton  Exchange,  before  the  joint  agricul] 
tural  committee  of  the  house  in  the  Legislature  of  Louisiana  in  Mavi 
1908. 

Then  he  goes  on : 

This  argument  that  organized  future  trading  tends  to  prevent  monopoly 
while  interesting,  is  not  presented  here  as  proved.  Before  expressing  an  opini 
ion  on  so  important  a  matter  exhaustive  investigation  would  be  neces.sary.  1| 
is  worth  repeating,  however,  that  the  future  system  undoubtedly  tends  to  inj 
crease  the  number  of  merchants  engaged  in  the  cotton  business  in  the  purcha« 
either  of  actual  cotton  or  of  future  contracts.  To  this  extent,  at  least,  thj 
argument  that  the  system  should  tend  to  prevent  the  establishment  of  monop«»lj 
has  considerable  force.  The  opportunity  for  action  by  merchants  in  conc*»rj 
either  by  agreements  to  keep  prices  down  or  by  agreements  not  to  buy  in  oni 
another's  territory,  or,  on  the  other  hand,  to  demand  excessive  prices  in  salej 
to  spinners,  is,  of  course,  very  much  greater  where  there  are  only  a  few  <s^ri 
cerns  than  where  there  are  a  great  number.  In  so  far,  therefore,  as  the  futurl 
system  has  tended  to  increase  the  number  of  merchant  buyers,  it  has,  because  ^ 
the  consequent  competition,  tended  to  prevent  combinations  and  possihil 
monopoly. 

And  further  on  this  statement  is  made  by  a  merchant  of  Gal 
veston :  i 

An  abandonment  of  future  trading  in  American  markets  would  make  L,iv*»^ 
pool,  which  is  thousands  of  miles  away  from  the  cotton  fields,  practically  th| 
only  cotton  market  of  the  world  and  the  absolute  dictator  of  prices. 

Mr.  McLAroHLTx  of  Michigan.  Let  me  ask  you  a  question  rigli 
there.    That  is  a  report  by  Hon.  Herbert  Knox  Smith? 
Mr.  MacMillan.  Yes,  sir. 
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Mr.  McLaughlin  of  Michigan.  At  the  time  he  made  the  investi- 
gation was  he  employed  by  the. Government? 

Mr.  MacMillan.  Yes.  sir;  he  was  Commissioner  of  Corporations. 

Mr.  McLaitghltn  of  Michigan.  That  is  an  official  communication, 
then,  of  an  official  investigation  ? 

Mr.  MacMillan.  That  is  an  official  communication  of  an  official 
investigation ;  yes ;  and  these  are  extracts. 

Xow,  I  have  here  some  extracts  from  Prof.  Weld's  report.  He 
was  at  the  time  professor  of  economics  at  the  farm  school  of  the 
University  of  Minnesota,  and  made  an  investigation,  at  the  request 
of  the  Department  of  Agriculture,  and  he  wrote  a  book  on  the  sub- 
ject.   His  book  is  called  "  The  Marketing  of  Farm  Products." 

He  states: 

There  can  be  no  doubt  of  the  beneficial  effect  of  hedging  in  reducing  the  cost 
of  marketing  those  commodities  which  may  be  traded  in  for  future  delivery.  It 
has  been  shown  how  the  flour  miUer  can  afford  to  charge  less  for  his  flour, 
how  the  terminal  elevator  can  pay  more  for  wheat  to  store,  and  how  the  coun- 
try elevator  can  allow  a  smaller  margin  and  hence  pay  a  higher  price  to  the 
farmer,  than  if  it  were  impossible  to  hedge.  It  is  significant  that  there  is  no 
speculative  market  for  barley  and  rye,  and  that  they  are  handled  at  wider 
margins  all  along  tlie  line. 

And  later  he  goes  on  to  say : 

Let  US  assume  that  we  prohibit  pure  speculation,  and  then  both  buyer  and 
seller  in  every  transaction  would  have  to  be  hedging. 

To  say  nothing  of  the  practical  dlfliculty  of  determining  in  each  case  whether 
both  parties  are  hed^ng — and  this  dlfliculty  would  be  especially  great  when 
orders  from  outside  markets  are  considered — it  is  safe  to  say  that  the  market 
for  futures  would  be  so  crippled  and  narrowed  as  to  destroy  it  for  hedging  pur- 
poses, and  that  the  principal  risk-assuming  specialists  would  be  eliminated. 

And  here  is  a  quotation  from  the  letter  of  the  Secretary  of  Agri- 
culture, transmitting  report  concerning  the  prices  paid  for  wheat 
to  producers  in  the  State  of  Kansas,  and  the  prices  at  which  wheat 
is  sold  for  export  at  Kansas  City,  Mo.,  and  how  such  prices  are 
determined. 

Mr.  McLaughlin  of  Michigan.  You  say  that  was  from  the  Secre- 
tary of  Agriculture?    What  Secretary  was  that? 

Sir.  MacMillan.  Houston.  His  letter  was  dated  October  24, 1914. 
Quoting  from  the  report: 

Hedging:  Of  the  16  country  elevators  visited  by  the  writers,  not  one  takes 
advantage  of  the  hedging  of  purchases  and  consignments.  If  grain  is  purchased 
one  day  at  88.  and  before  the  same  is  sold  the  market  drops,  the  country  eleva- 
tor sustains  a  loss  equivalent  to  the  decline  of  the  market.  On  September  4  the 
market  for  spots  ordinary  at  Kansas  City  was  1.12  to  1.13i.  The  market  bad 
reached  this  point  after  a  gradual  rise.  A  great  many  country  elevator  man- 
agers expected  wheat  would  reach  a  price  better  than  the  September  4  quota- 
tion and  flUed  their  elevators  with  grain  costing  around  $1  a  bushel.  This  grain 
^-as  not  protected  by  hedging  in  the  future  market,  and  consequently  unless  the 
price  returns  to  $1  a  bushel  this  grain  will  have  to  be  sold  at  a  loss.  If  this 
wheat  had  been  hedged,  there  would  have  been  no  loss  from  falling  prices  unless 
the  spread  between  cash  and  future  prices  should  vary.  In  fact,  this  condition 
appears  to  be  prevalent,  and  not  one  of  the  16  elevators  visited  hedges  its 
holdings.  The  country  elevator  managers  consider  that  any  transaction  In 
futures  constitute  gambling,  they  having  no  conception  of  the  insurance  value 
of  future  trading.  This  condition  is  entirely  different  from  that  found  in  the 
spring  wheat  section,  Minnesota  and  the  Dakotas,  where  even  the  smallest  ele- 
vator protects  its  purchases  by  hedging. 

This  is  the  weakest  point  in  the  present  method  of  marketing  Kansas  wheat. 
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I  would  also  like  to  present  a  copy  of  a  letter  signed  by  Charles  J. 
Brant,  who  is  Chief  of  the  Bureau  of  Markets  and  Rural  Organiza- 
tion, under  date  of  November  28, 1916.    He  says : 

By  the  term  "future  delivery"  It  is  assumed  that  you  refer  only  to  those 
transactions  which  are  made  on  or  through  regular  exchanges  and  which  are 
commonly  known  as  "  dealings  in  futures."  Owing  to  the  fact  that  many  such 
transactions  are  in  reality  neither  for  purposes  of  actual  delivery  nor  as  hedges 
against  spot  purchases  or  sales,  it  may  be  that  you  desire  the  views  of  this 
office  regarding  purely  speculative  trades.  Without  going  into  a  discussion  of 
the  ethical  principles  involved,  my  opinion  is  that  future  trading,  if  conducted 
under  proper  safeguards  and  limitations,  is  a  legitimate  economic  function 
in  both  cotton  and  grain  marketing,  whether  the  purpose  of  the  trade  be  for 
hedging  or  otherwise. 

In  this  connection  it  may  be  stated  that  in  the  Crovemment  supervision  of 
contracts  for  the  future  delivery  of  cotton  Congress  has  not  seen  fit  to  make 
any  statutory  distinction  between  really  nonspeculative  trades  and  those  which 
are  only  nominally  so. 

You  ask  if  this  office  sanctions  or  indorses  transactions  for  the  future  delivery 
of  cotton.  Permit  me  to  call  your  attention  to  the  United  States  cotton  futures 
act,  approved  August  18,  1914,  and  reenacted  with  certain  changes  on  Aug:ust 
11,  1916.  A  copy  thereof,  under  the  same  cover  with  the  regulations  pre- 
scribed by  this  department,  is  inclosed.  The  effect  of  this  legislation  has  been 
not  to  restrict  future  trading  but  to  remove  certain  evils  which  had  been  long 
existent  on  the  two  great  cotton  exchanges  of  this  country.  Therefore,  in 
answer  to  this  question,  you  are  advised  that  this  office  can  not  disapprove  of 
any  purchase  or  sale  of  cotton  for  future  delivery  made  at,  in,  or  on  an 
exchange,  board  of  trade,  or  similar  Institution  or  place  of  business  if  the 
contract  of  sale  covering  said  transaction  conforms  in  all  respects  to  the  require- 
ments of  the  United  States  cotton  futures  act. 

I  would  prefer  not  to  express  an  opinion  on  the  advisability  of  State  legis- 
lation without  a  copy  of  the  proposed  bill  before  me.  Statutes  designed  to 
prohibit  business  transactions  previously  permitted  are  serious  matters. 
Destructive  or  restrictive  legislation  may  easily  be  more  far-reaching  in  its 
effects  than  was  intended  by  its  framers. 

Mr.  MacMillan.  I  also  should  like  to  present  some  copies  of  let- 
ters from  various  cooperative  grain  elevators  in  Canada.  They  have 
some  very  lar^e  cooperative  organizations  up  there.  One  of  these 
letters  was  written  on  December  9,  1916,  and  the  other  two  on  April 
26,  1916.  The  first  one  is  from  the  Saskatchewan  Cooperative  fele- 
vator  Co.,  and  is  as  follows : 

We  are  generally  only  too  glad  to  give  information  regarding  the  marketing 
of  grain  in  the  Northwest  to  anyone  who  is  working  with  a  view  to  improving 
conditions  generally,  but  principally  as  they  affect  a  western  farmer.  The 
sole  object  of  our  company  is  that  of  Improving  marketing  conditions  for  the 
farmers  of  Saskatchewan.  From  the  clear  manner  in  which  you  put  your 
questions,  it  is  evident  that  you  are  well  acquainted  with  the  marketing  of 
grain ;  consequently  it  will  not  be  necessary  for  us  to  reply  but  briefly : 

1.  "  Do  you  hedge  the  wheat  purchased  by  you  at  country  i>oints  by  selling 
same  for  future  delivery  in  the  pit  at  Winnipeg?  " 

Yes ;  we  hedge  all  purchases  of  grain. 

2.  "  Does  this  futures  market  enable  you  to  pay  the  grain  grower  more 
money  for  his  grain  by  reason  of  the  fact  that  you  are  protected  or  insured 
against  loss  by  reason  of  price  changes?  " 

Yes. 

3.  "  Do  you  buy  rye  and  barley  on  a  larger  margin  because  it  is  not  possible 
to  hedge  those  grains  in  a  future  market?  *' 

Yes.  We  find  in  handling  grain  which  can  not  be  hedged  that  it  is  abso- 
lutely necessary  for  us  to  work  on  a  wider  margin  than  would  otherwise  be 
the  case  to  protect  us  against  big  fluctuations. 

4.  "What  would  you  say,  generally,  as  to  the  adviBabilii:y  of  abolishing  tbe 
futures  market?" 
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From  our  standpoint,  at  the  present  time  we  should  very  much  regret  to  see 
the  futures  market  abolished.  We  believe  it  provides  a  steadying  influence 
throughout  the  grain  trade,  and  we  should  undoubtedly  have  to  purchase  ail 
our  grain  on  a  wider  margin  if  we  could  not  hedge. 

Mr.  McLaughlin  of  Michigan.  To  whom  was  that  letter  written  ? 

Mr.  MacMuxan.  This  was  written  to  Mr.  Asher  Howard,  a  mem- 
ber of  our  legislature  in  the  State  of  Minnesota.  He  got  this  infor- 
mation for  the  purpose  of  an  investigation  which  was  made  in  our 
own  legislature  at  the  last  session. 

Then  I  have  a  letter  from  the  Alberta  Farmers'  Cooperative  Ele- 
vator Co.,  dated  Calgary,  Alberta,  April  25,  1916,  addressed  to  Mr. 
Asher  Howard,  Minneapolis,  Minn. : 

Your  letter  to  Mr.  P.  P.  Woodbrldge,  the  secretary  of  the  United  Farmers  of 
Alberta,  has  been  turned  over  to  the  writer  for  his  attention. 

In  reply  I  may  say  that  every  bushel  of  wheat  handled  by  this  company  is 
hedged  at  Winnipeg.    As  nearly  as  we  can  estimate  our  purchases  for  any  day, 
the  grain  Is  sold  before  it  is  bought. 
Trusting  that  this  is  the  information  that  you  require,  I  remain, 
Yours,  very  truly, 

C.  Rice  Jones,  General  Manager, 

And  then  a  letter  from  the  Saskatchewan  Grain  Growers'  Associa- 
tion, Regina,  Saskatchewan,  April  26,  1916 : 

AsHEB  Howard,  Esq., 

Minneapolis t  Minn. 

Dkar  Sib  :  Replying  to  your  favor  of  the  17th,  I  have  to  state  that  the  grain- 
marketing  branch  of  the  Saskatchewan  Gra  n  Growers'  Association  is  conducted 
by  the  Saskatchew.nn  Cooperative  Elevator  Co.,  the  association  itself  not  being 
engaged  directly  In  the  grain  business. 

The  company  is  now  the  largest  grain  elevator  company  in  the  world — hedges 
all  its  business,  sellng  for  future  delivery  as  nearly  as  possible  on  the  day  of 
purchase  all  grain  purchased  by  the  company.  No  grain  business  could  be  car- 
ried on  safely  without  hedging.  This  is  the  legitimate  use  of  the  option  market, 
in  my  opinion.  To  do  otherwise  would  mean  to  take  a  gambler's  chance  of  pur- 
chasing grain  at  a  fixed  price  without  any  definite  knowledge  of  the  price  at 
which  it  can  be  disposed  of.  This  would  be  doubly  hazardous,  because  of  the 
fact  that  sometimes  months  elapse  between  time  of  delivery  at  an  .nterior  ele- 
vator and  the  time  at  which  delivery  can  be  nnide  at  an  export  point. 
Yours,  fraternally, 

M.   B.   MUSSELMAN, 

General  Secretary, 

Mr.  MacMillan.  I  am  going  to  file  a  copy  of  a  comparative  price 
list,  comparing  Winnipeg  and  Minneapolis  prices,  from  the  Grain 
Growers'  Guide,  under  date  of  February  9,  1916. 

The  Chairman.  Just  these  comparative  prices  ? 

Mr.  MacMillan.  Yes;  that  is  all. 

The  Chairman.  Without  objection,  it  will  be  inserted  in  the  record. 

(The  list  of  Winnipeg  and  Minneapolis  prices  presented  by  Mr. 
MacMillan  is  here  printed  in  full,  as  follows:) 

[From  Grain  Growers'  Guide,  Feb.  9,  1916.] 
WINNIPEG  AND  MINNEAPOLIS  PRICES. 

In  Spite  of  the  facts  to  the  contrary,  an  opponent  of  free  wheat  occasionaUy 
api)ears  with  the  statement  that,  on  the  average,  prices  of  grain  are  higher  on  the 
Winnipeg  market  than  at  Minneapolis.  In  order  to  remove  any  doubt  in  this 
matter,  the  following  figures  have  been  compiled,  showing  the  cash  prices  of 
No.  1  Northern  wheat  at  Winnipeg  and  Minneapolis  on  the  last  day  of  each 
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week  in  November  and  December,  1911,  and  for  tlie  years  1912,  1913,  1914,  ami 
1915,  as  given  on  the  market  page  of  the  Guide  from  week  to  week. 


Winni- 
peg. 


1911. 


Nov.  4.. 
Nov.  11. 
Nov.  18. 
Nov.  25. 
Dec.  2.. 
Dec.  8.. 
Dec.  16. 
Dec.  22. 
Dec.  30. 


Jan. 

Jan. 

Jan. 

Jan. 

Feb. 

Feb. 

Feb. 

Feb. 

Mar. 

Mar. 

Mar. 

Mar. 

Mar. 

Apr. 

Anr. 

Apr. 

Apr. 

May 

Mav 

May 

May 

June 

June 

June 

June 

June 

July 

July 

July 

July 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Sept. 

Sept. 

Sept. 

Sept 

Oct. 

Oct. 

Oct. 

Oct. 


6... 

13., 

20.. 

27. 

5.. 

10. 

17. 

24. 

2.. 

9.. 

18. 

23. 

30. 

6.. 

13. 


20. 
27. 
4.. 
11. 
18. 
25. 
1.. 
8.. 
15. 
22. 
29. 
6.. 
13. 
20. 
V, 
3.. 
8.. 
17. 
24. 
29. 
.7.. 
.14. 
.21. 
.28. 
4... 
12.. 
18.. 
24.. 


Nov.  1. 
Nov.9.. 
Nov.  16. 
Nov.  23. 
Nov.  80. 
Dec.?.. 
Dec.  14. 
Dec.  21. 
Dec.  28. 


Jan.  4... 
Jan.  11.. 
Jan.  17. 
Jan.  25.. 
Feb.l., 
Feb.  8.. 
Feb.  14. 
Feb.  21. 
Feb.  28. 
Mar.  8.. 
Mar.  14. 
Mar.  20. 
Mar.  29. 


1912. 


1913. 


f0.99i 
.98 
.9'H 
.984 
.  .  90+ 
.94* 
.94i 
.94 
.98i 


.941 
.9.5? 
.9f\ 
.9fvi 
.97* 
.9SV 
.9(H 

.m 

.99 
.984 

.on 

.99J 
1.00^ 
1.01* 
1.04i 
1.05 
1.044 
1.04* 
1.03f 
l.(H4 
1  034 
1.05f 
1.06 
1.08 


08f 

06 

09 

07 
07 
07 


1.064 


1.05 


.96 
.954 
.90 
.904 

.90? 
.90* 

•s 

.83 

.804 

.79 

.79* 

.791. 

.81 

.814 


Minneap- 
olis. 


1.05- 


1.05- 


054 

04} 

05} 

05\ 

03| 

00 

04 

05f 

06i 


09;^ 

06i 

06 

07* 

07* 

07| 

as  J 

0.5 

o^h 

07| 

07 
08* 

07* 

09} 

139 

16} 

16* 

18* 

14* 

154 

12} 

154 

11 

124 

12* 

101: 

IH 
044 
O.'i}' 
071 
05t 
0«} 
994 
981 
874 
904 

914 
884 
91 

91} 

R-'l 
904 

8B{ 


84i 

834 

82 

83 

821 

83 

834 


86 
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Apr.  5. 
Apr.  12 
Apr.  19 
Apr.  25 
May  3. 
May  10 
May  17 
May  23 
May  31 
.Tune  7. 
June  14 
June  21 
June  27 
July  3. 
July  12. 
July  19. 
July  28. 
Aug.  2. 
Aug. 
Aug. 
Aug. 

AUR. 

Sept. 
Sept.  13 
Sept.  19 
Sept.  27 
Oct.  4.. 
Oct.  11 . 
Oct.  17. 
Oct.  25. 
Nov.  1.. 
Nov.  8.. 
Nov.  15. 
Nov.  22. 
Nov.  29. 
Dec.  5.. 
Dec.  13. 
Dec.  20. 
Dec.  27. 


7.. 
16. 
23. 
28. 
6.. 


Jan.  3... 
Jan.  10.. 
Jan.  17.. 
Jan.  23.. 
Jan.  31.. 
Feb.  6.. 
Feb.  14. 
Feb.  21 . 
Feb.  28. 
Mar.  7.. 
Mar.  14. 
Mar.  21. 
Mar.  28. 
Apr.  4.. 
Apr.  11. 
Apr.  18. 
Apr.  25. 
May  2.. 
May  9.. 
May  16. 
May  22. 
May  29. 
June  6.. 
June  13. 
June  20. 
June  27. 
Julys.. 
July  10. 
July  17. 
July  24. 
July  31. 
Aug.  6. . 
Aug.  14. 
Aug.  21. 
Aug.  29. 
Sept.  4.. 
Sept.  11. 


1014. 


.Winni- 
peg- 


Mlnnfap- 
oUs. 
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1914— Continued. 


&«pt.  16.. 
Sept.  23.. 
OdL.2. .. 

Oct.  8 

Oct.  17. . , 
Oct.  24... 
Oct.  31.. 
Nov.  7... 
Nov.  14.. 
Nov.  21.. 
Nov.  28.. 
Dec.  5... 
Dee.  12.. 
Dec.  19.. 
Dec.  24... 
Dec.  31.. 


Jao. 
Jan. 
Jan. 
Jan. 
Feb. 
Fob. 
Feb. 
Feb. 
Mar. 
Mar. 
Mar. 
Mar. 
Apr. 
Apr. 
Apr. 
Apr. 


9... 
IC. 
23. 
30. 
6.. 
13. 
20. 
27. 
6.. 
13. 
20. 
27. 


10. 
17. 
24. 
30. 


1915. 


Winni- 
peg. 


1.22 


Minneap- 
olis. 


•i.m 

l.Oisi 

1.06.' 

1.09 

1. 13 

LI* 

1. 14i 

1. 17i 

1.16 

l.l^ 

1.15! 


19S 
1.19 
1.22A 
1.2I5J 
1.26| 


1916— Gontlnaed. 


Mays.. 
May  15. 

May  20. 
May  29. 
June  4.. 
June  12. 
June  19. 
June  26. 
July  3. . 
July  10. 
July  17. 
July  24. , 
•July  31. . 
Aug,  5. . 
Aug.  14. 
Aug.  21. 
Aug.  28. 
Sept.  2.. 
Sept.  11. 
Sept.  18. 
Sept.  26. 
Oct.  2. . 
Oct.  7.. 
Opt.  16. 
Oct,  23. 
Oct.  30. 
Nov.  5.. 
Nov.  13. 
Nov.  20. 
Nov.  27. 
Dec.  6.. 
Deo.  11 . 
Dec.  18. 
Dec.  24. 
Dec.  31. 


Winni- 
peg. 


Minneap- 
olis. 


Mr.  MacMillan.  That  is  all  I  have  to  say,  Mr.  Chairman. 

Mr.  VoiGT.  You  are  an  officer  of  the  exchange? 

Mr.  MacMillan.  Yes,  sir;  I  am  vice  president. 

Mr.  VoiGT.  Can  you  give  any  information  on  the  questions  that  I 
asked  Mr.  Van  Dusen  as  to  the  percentage  of  contracts  made  that 
actually  result  in  the  delivery  of  grain? 

Mr.  MacMillan.  No  ;  I  can  not  give  you  that,  but  I  think  you  can 
get  it  from  the  Federal  Trade  Commission.  I  think  they  covered 
that  in  their  investigation. 

Mr.  VoiGT.  Do  you  know  what  they  say  about  it? 

Mr.  MacMillan.  No  ;  I  have  not  seen  their  report. 

Mr*  VoiGT.  Have  vou  any  personal  opinion  on  tKat  subject? 

Mr.  MacMillan.  It  is  very  small.  But  I  think  I  understand  that 
it  is  a  good  deal  like  the  question  of  how  many  debts  can  you  pay 
with  a  dollar  bill.  The  same  contract  circulates  repeatedly.  For  ex- 
ample, if  I  would  sell  5,000  bushels  of  wheat  to  A,  and  the  next  day 
I  would  buy  5,000  bushels  from  B,  as  far  as  the  clearing  house  is 
concerned,  my  transactions  balance,  and  the  contract,  for  their  rec- 
ords, is  then  between  A  and  B.  And  that  process  goes  on  repeatedly, 
so  that  the  same  contract  would  be  traded  in  over  and  over  and  over 
a^ain. 

Mr.  VoiGT.  That  is  the  point  I  am  referring  to.  I  would  like  to 
know  approximately  how  many  there  are.  Suppose  there  were 
10,000  contracts  made  in  one  day  on  the  exchange,  how  many  of  those 
would  result  in  the  delivery  of  the  actual  commodity  dealt  in? 

Mr.  MacMillan.  I  could  not  answer  that  question. 
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Mr.  VoiGT.  Have  you  any  judgment  or  opinion  to  express  on  that? 

Mr.  MacMillan.  It  would  be  very  small. 

Mr.  VoiGT.  What  would  be  your  best  guess  in  percentage  ? 

Mr.  MacMillan.  I  have  no  idea. 

Mr.  VoiGT.  Would  you  say  10  per  cent  ? 

Mr.  MacMillan.  I  would  not  undertake  to  say.  I  should  doubt 
if  it  would  be  10  per  cent. 

Mr.  Wilson.  Isn't  it  true  that  pome  days  it  would  be  greater  than 
others? 

Mr.  MacMillan.  Well,  the  delivery  is  made  in  the  particular  de- 
livery month.  It  would  have  nothing  to  do  with  the  trade  to-daj. 
If  we  were  trading  to-day  it  would  be,  for  example,  for  delivery  in 
the  month  of  March,  and  that  delivery  could  then  be  made  at  any 
time  during  that  month  . 

Mr.  VoiGT.  When  a  man  makes  a  contract  of  sale  for  May  deliv- 
ery, we  will  say,  the  delivery  can  be  made  and  he  has  the  whole 
month  of  May  to  deliver  it  inf 

Mr.  MacMillan.  Yes,  sir. 

Mr.  VoiGT.  Is  he  at  liberty  to  deliver  on  any  day  of  that  month? 

Mr.  MacMillan.  On  any  business  day  in  that  month ;  yes,  sir. 

Mr.  VoiGT.  That  is  all  I  want  to  ask  you. 

Mr.  Dickinson.  Are  you  a  member  of  the  Cargill  Commission  Co.  ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  They  are  members  of  the  exchange  ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  You  are  vice  president  of  the  chamber  of  com- 
merce ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  Membership  in  the  Chamber  of  Commerce  of  Min- 
neapolis is  fixed  at  what  price? 

Mr.  MacMillan.  At  any  price  the  buyer  and  seller  can  agree 
upon.  The  exchange  itself  will  issue  a  membership  to  anyone  upon 
the  payment  of  $15,000,  provided  he  can  comply  with  the  other 
requirements. 

Mr.  Dickinson.  What  are  the  privileges  of  that  man  or  that  firm 
as  a  member  of  the  chamber  of  commerce  ? 

Mr.  MacMillan.  To  trade  on  the  exchange  with  other  members. 

Mr.  Dickinson.  Did  you  originally  have  what  has  been  called  an 
initiation  fee  besides  the  membership  f ee  ? 

Mr.  MacMillan.  That  is  the  oniv  fee  I  know  anything  about. 
There  is  a  small  fee  for  the  transfer  of  memberships  and  so  on, 
but  I  do  not  remember  what  it  is. 

Mr.  Dickinson.  Are  you  familiar  with  the  provisions  of  chap- 
ter 9? 

Mr.  MacMillan.  I  have  not  a  copy  of  the  rules  before  me. 

Mr,  Dickinson.  In  which  it  says  the  initiation  fee  is  fixed  at 

$7,500? 

Mr.  MacMillan.  Oh,  that  has  been  raised  to  $15,000. 

Mr.  Dickinson.  That  has  been  raised  to  $16,000? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  What  is  considered  the  present  value  of  a  mem- 
bership on  the  board ;  is  it  this  initiation  fee  you  have  suggested  ? 
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Mr.  MacMillan.  No;  that  is  the  price  at  which  the  exchange  will 
issue  new  memberships.  At  the  present  time  I  should  imagine  they 
are  worth  about  $6^000. 

Mr.  Dickinson.  Then  the  total  expense  of  a  firm  or  an  individual 
getting  a  membership  in  the  Minneapolis  Chamber  of  Commerce 
would  be,  approximately,  $6,000  and  tne  $15,000  initiation  fee? 

Mr.  MacMillan.  Oh,  no ;  there  would  be  no  $15,000.  That  $15,000 
would  be  in  case  a  new  membership  was  issued  by  the  exchange 
itself.    It  would  reaUv  be  $6,000. 

Mr.  Dickinson.  There  has  been  mentioned  here  what  is  called  a 
clearing  house  association.  Are  all  members  of  your  chamber  of 
commerce  members  of  the  clearing  association? 

Mr.  MacMillan.  No,  sir. 

Mr.  Dickinson.  Does  the  clearing  association  provide  for  clear- 
ing all  transactions  on  the  exchange  through  the  clearing  house? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  I  will  read  section  1 : 

AU  transactions  made  in  grain  during  the  day  shall  be  cleared  through  the 
clearing  association,  unless  otherwise  agreed  upon  by  the  parties  to  the  trans- 
action. 

The  statement  of  the  former  witness  that  the  records  of  the  clear- 
ing house  would  give  you  data  covering  future  transactions  on  your 
exchange,  would  not  be  correct,  would  it? 

Mr.  MacMillan.  I  do  not  believe  I  understand  your  question.  I 
believe  it  would  be  correct. 

Mr.  Dickinson.  Do  not  you  see  that  your  rules  provide  that  if  the 
parties  to  the  transaction  agree  upon  another  method  of  settlement 
they  do  not  need  to  go  to  the  clearing  house  at  all?  That  is  not  a 
fact,  then  ? 

Mr.  MacMillan.  It  would  be  very  seldom  that  any  such  transac- 
tion as  that  would  be  availed  of . 

Mr.  Dickinson.  Do  you  think  all  members  of  your  exchange  do 
make  their  settlements  directly  through  the  clearing  house? 

Mr.  MacMillan.  Yes,  sir;  as  far  as  I  know. 

Mr.  Dickinson.  You  began  trading  in  futures  on  your  exchange 
how  many  years  ago  ? 

Mr.  MacMillan.  I  could  not  answer  that  question. 

Mr.  Dickinson.  I  would  like  to  know  whether  or  not  since  barley 
and  rye  have  gone  into  the  future  market  on  your  exchange  they 
have  i^own  a  more  stable  price  or  a  more  fluctuated  price  than  they 
did  prior  to  that  time,  if  you  have  the  data  in  mind  ? 

Mr.  MacMillan.  I  do  not  think  I  could  answer  that  question 
exactly.  I  could  simply  give  you  the  impression  that  they  have  had  a 
stabilizing  effect. 

Mr.  Dickinson.  The  quantity  of  barley  and  rye  is  small? 

Mr.  MacMillan.  Yes,  sir;  comparatively. 

Mr.  Dickinson.  It  would  be  easy  for  a  man  to  manipulate  the 
market  there,  wouldn't  it? 

Mr.  MacMillan.  It  would  be  very  much  easier  than  in  oats  and 
wheat,  for  example.    But  I  have  never  known  of  anyone  attempt- 

•  *A. 

ins  it. 
Mr.  Dickinson.  How  long  have  you  been  in  the  grain  business? 
Mr.  MacMillan.  For  about  30  years. 


. ; 
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..  Mr,  Dickinson.  During  that  experience  have  you  ever  known  a 
comer  in  rye? 

Mr.  MacMillan.  Not  in  the  Minneapolis  market. 

Mr.  Dickinson.  Have  you  ever  known  of  it  in  any  other  market ; 
and  if  so,  give  the  date  ? 

Mr.  MacMillan.  I  can  not  remember.  There  used  to  be  trading 
in  rye  in  Chicago  years  ago,  and  then  it  was  discontinued  for  a  long 
period. 

Mr.  Dickinson.  You  know  of  no  transactions  there  that  were 
brought  to  the  attention  of  the  public,  like  the  Armour  manipulation 
of  wheat,  or  the  Leiter  manipulation,  or  the  Hutchinson  manipula- 
tion, do  you? 

Mr.  MacMillan.  I  do  not  remember.  There  was  some  complaint 
in  September  this  year  of  rye  about  the  Chicago  market. 

Mr.  Dickinson.  But  so  far  as  you  know  there  has  never  been  what 
you  might  call  a  comer  or  an  extreme  manipulation  in  either  of  those 
commodities? 

Mr.  MacMillan.  Not  in  Minneapolis.  I  do  not  pay  very  much  at- 
tention to  Chicago,  so  I  am  unable  to  answer  your  inquiries  as  to 
that  market. 

Mr.  Dickinson.  Under  the  present  rules  as  adopted  by  your  cham- 
ber of  commerce,  is  it  not  possible  for  a  manipulator  or  a  speculator, 
as  you  might  call  him,  to  bring  influence  to  bear  by  which  purchases 
or  large  sales  on  one  or  the  other  side  of  the  market  might  be  made 
and  thereby  either  advance  or  depress  the  price? 

Mr.  MacMillan.  I  do  not  think  so,  or  not  for  more  than  a  com-  \ 
paratively  short  time. 

Mr.  Dickinson.  And  how  short  a  time  would  that  be?  j 

Mr.  MacMillan.  Oh,  a  few  days. 

Mr.  Dickinson.  Do  you  have  up  there  any  such  thing  as  double- 
dealing?  I 

Mr.  MacMillan.  I  do  not  know  what  you  mean  by  that? 

Mr.  Dickinson.  Well,  isn't  it  possible  for  a  man  with  funds  to! 
send  word  to  your  commission  house  to  buy  one  day,  and  to  another! 
commission  house  to  sell  the  next  day,  and  in  that  way  the  same  man  i 
may  be  working  on  both  sides  of  the  market?  I 

Mr.  MacMillan.  I  suppose  it  would  be  quite  possible.  j 

Mr.  Dickinson.  You  have  no  rules  to  prevent  that?  I 

Mr.  MacMillan.  I  do  not  know  of  any  way  by  which  we  could  gret 
the  information. 

Mr.  Dickinson.  You  have  no  check  on  who  your  various  concerns  | 
are  trading  for  on  the  market?  i 

Mr.  MacMillan.  None  whatever.  i 

Mr.  Dickinson.  Would  that  be  available  through  your  clearing' 
association?  i 

Mr.  MacMillan.  No,  sir.  i 

Mr.  Dickinson.  In  your  clearing  association  you  simply  gave  the| 
data,  the  amount  of  the  sale,  but  not  the  person  to  whom  it  is  trans- 1 
f erred  to? 

Mr.  MacMillan.  We  give  the  name  of  the  other  member  of  thej 
chamber  of  commerce  with  whom  a  member  dealt,  but  neither  sidel 
gives  up  its  customer's  name.  I 

Mr.  Dickinson.  You  would  not  know  who  the  other  member  wa^ 
dealing  for,  either  in  buying  or  selling?  j 
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Mr.  MagMillak.  No. 

Mr.  Dickinson.  Does  your  firm  have  any  line  of  elevators  ? 

Mr.  MacMillak.  Yes. 

Mr.  Dickinson.  About  how  many  line  elevators  have  you  ? 

Mr.  MacMiuan.  One  hundred  and  thirty-five  or  140. 

Mr.  Dickinson.  And  where  are  the  majority  of  them  located — 
ID  Minnesota  or  in  North  Dakota? 

Mr.  MacMillan.  In  Minnesota,  in  North  and  South  Dakota,  and 
in  Montana. 

Mr.  Dickinson.  You  use  hedging  in  all  your  elevators  ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson,  Is  that  a  requirement  of  your  concern  ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  And  isn't  it  the  general  practice  of  all  the  large 
operators,  that  they  require  hedging  by  their  elevator  men? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  And  that  is  the  reason  why,  probably,  hedging  is 
much  more  used  in  the  States  of  North  Dakota  and  South  Dakota 
than  it  is  in  other  States  ? 

Mr.  MacMillan.  I  think  perhaps  it  is  more  prevalent  because  our 
members  have  been  educated  to  that  method  of  doing  business. 
Nearly  all  our  farmer  elevators  or  independents  at  some  time  or  an- 
other in  the  past  have  been  either  connected  with  or  worked  in  the 
same  way,  and  they  have  people  who  have  had  previous  experience 
in  hedging.  Our  commission  firms  in  financing  country  elevators 
require  that  they  hedge. 

Mr.  Dickinson.  In  other  words,  the  whole  system  that  has  grown 
up  around  the  chamber  of  commerce  places  the  control  of  financing, 
of  buying  and  selling,  in  the  centralized  market  of  Minneapolis;  is 
that  not  true  ? 

Mr.  MacMillan.  Yes,  sir;  that  is  approximatelv  correct.  There 
is  some  grain  sold  outside  of  Minneapolis,  in  Duluth. 

Mr.  Dickinson.  Would  you  say  it  was  only  a  limited  amount  ? 

Mr.  MacMillan.  No,  sir;  a  very  considerable  amount.  Hedging 
operations  are  conducted  either  in  the  Minneapolis  or  the  Duluth 
market. 

Mr.  Dickinson.  Grain  sold  outside  of  Minneapolis  is  hedged 
through  Minneapolis  or  reconsigned  or  diverted  to  other  points  by 
Minneapolis  concerns? 

Mr.  MacMillan.  No;  a  great  deal  is  sold  direct  to  country  mills, 
and  some  goes  to  the  Pacific  coast,  and  some  to  Kansas  City,  and  some 
to  Chicago,  and  some  to  the  Milwaukee  markets. 

Mr.  Dickinson.  But  that  is  a  very  limited  amount,  isn't  it? 

Mr.  MacMillan.  It  depends  upon  the  section  of  the  Northwest. 

Mr.  Dickinson.  What  would  you  say  as  to  the  time  of  the  average 
hedge  of  your  company,  its  duration  ? 

Mr.  MacMillan.  Well,  the  same  hedge  is  transferred  a  great  many 
times,  and  I  do  not  know.  We,  for  instance,  will  start  trading  in 
December,  and  later,  when  the  March  future  is  traded  in  actively, 
we  change  to  March,  and  then  again  to  May. 

Mr.  Dickinson.  What  is  the  tenefit  of  the  long-time  hedge  ? 

Mr.  MacMillan.  There  are  times  of  car  shortage  when  it  is  im- 
possible to  move  grain  with  any  due  dispatch.    We  find,  for  example, 


442  FUTtJBE   TRADING. 

or  did  last  year,  that  we  would  have  grain  in  some  elevators  for 
periods  of  six  or  ei^t  months  that  we  could  not  move. 

Mr.  Dickinson.  Xiet  us  take  the  average  normal  conditions  when 
grain  can  be  moved  within  a  reasonable  time,  say  of  10  days  or  two 
weeks,  and  what  would  you  say  as  to  whether  or  not  the  average 
hedge  could  be  consumated  in  60  days? 

Mr.  MacMillan.  It  can  if  the  car  situation  will  permit. 

Mr.  Dickinson.  The  car  situation  is  favorable  this  year,  isn't  it  ? 

Mr.  MacMillan.  Yes,  sir;  it  has  been  since  about  the  1st  of 
October. 

Mr.  Dickinson.  Does  your  firm  hedge  in  futures  for  purely  specu- 
lative purposes? 

Mr.  MacMillan.  No,  sir ;  we  do  not  speculate  at  all. 

Mr.  Dickinson.  You  do  not  speculate  at  all,  but  simply  sell  your 
hedge  on  grain  actually  bought? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  DICKINSON.  If  the  short-time  hedge  covered  the  average  trans- 
action of  your  tirm,  it  would  answer  the  purpose  of  your  concern, 
would  it  not  ? 

Mr.  MacMillan.  It  would  if  we  could  be  assured  that  the  car 
situation  would  always  be  normal. 

Mr.  Dickinson.  What  benefit  is  the  speculator  to  you  ? 

Mr.  MacMillan.  The  speculator  makes  it  possible  for  us  to 
hedge.  We  can  pass  on  to  him  that  risk  that  we  are  not  willing  to 
assume. 

Mr.  Dickinson.  He  never  takes  anything,  does  he,  as  far  as  receiv- 
ing the  actual  commodity  ? 

Mr.  MacMillan.  Not  very  many  of  them.    Occasionally  he  does. 

Mr.  Dickinson.  He  does  not  deliver  anything,  as  far  as  the  de- 
livery of  the  actual  commodity  is  concerned,  does  he? 

Mr.  MacMillan.  Once  in  a  while  there  is  a  case  of  that  sort,  but 
they  are  exceptional.  The  speculator  is  interested  simply  in  the  risk 
of  change  of  values. 

Mr.  Dickinson.  What  do  you  call  the  man  who  comes  on  the  floor 
of  your  chamber  up  there  and  buys  in  the  morning  and  sells  in  the 
afternoon  and  closes  his  transactions  and  quits  for  the  day  ? 

Mr.  MacMillan.  We  call  him  a  scalper. 

Mr.  Dickinson.  What  is  his  benefit  to  the  trade? 

Mr.  MacMillan.  He  makes  it  possible  to  trade  at  any  moment. 

Mr.  Dickinson.  That  is  the  only  purpose  that  he  has? 

Mr.  MacMillan.  Without  the  scalper  at  times  it  would  be  im- 
possible to  trade. 

Mr.  Dickinson.  He  never  delivers  anything? 

Mr.  MacMillan.  No,  sir. 

Mr.  DrcKrNsoN.  And  never  receives  anything? 

Mr.  MacMillan.  No,  sir. 

Mr.  Dickinson.  His  whole  purpose  is  to  simply  spread  the  trans- 
action over  the  emergency  moment  ? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  Would  a  Federal  statute  limiting  a  purely  specu- 
lative trade  to  a  period  of,  say,  30  days,  which  would  permit  the  pit 
scalper  to  operate,  answer  the  purpose  that  you  say  the  speculator 
fills  in  in  your  present  marketing  system  ? 
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Mr.  MAcMiiiLAN.  I  do  not  think  it  would.  He  would  not  dare  to 
take  the  chance  for  30  days.  He  assumes  the  contract.  Now,  if  he 
4issumes  a  contract  that  might  be  impossible  of  fulfillment  he  would 
not  take  the  risk.  But  if  you  give  him  sufficient  time  when  the  con- 
tract can  be  fulfilled 

Mr.  Dickinson  (interposing).  Can  you  cite  one  instance  where  a 
contract  was  carried  over  30  days,  to  your  knowledge? 

Mr.  MacMillan.  No,  sir.  1  can  cite  you  an  instance  where  a 
speculator  got  in  and  found  it  difficult  to  get  out.  We  had  that  ex- 
perience in  the  spring  of  1917,  when  foreign  Governments  had  the 
markets  of  this  country  cornered.  Tiien  the  moment  that  his  trade 
was  offered  they  woula  scoop  it  up.  No  one  dared  to  sell  at  that 
time.  And  when  they  found  that  situation  it  made  a  very  critical 
condition  for  a  time. 

Mr.  Dickinson.  What  is  your  explanation  for  the  condition  that 
resulted  from  May  30  to  July  15,  when  there  was  no  future  trading 
in  wheat?  On  May  30  the  Government  regulation  expired,  and  from 
then  to  July  15  there  was.no  future  trading  permitted  on  the  boards 
of  trade,  and  the  fluctuations  in  wheat  were  less  than  7  or  8  cents  a 
bushel,  and  I  have  forgotten  the  exact  figure ;  and  yet  after  July  15, 
and  between  then  and  September  15,  we  had  a  fluctuation  of  over  30 
cents  and  future  trading  had  been  resumed. 

Mr.  MacMillan.  I  can  only  give  you  my  own  judgment. 

Mr.  Dickinson.  That  is  all  i  want. 

Mr.  MacMillan.  During  the  month  of  June  there  was  practically 
no  wheat  offering.  The  winter- wheat  crop  be^an  to  move  in  July, 
and  from  that  time  on  was  offered  in  constantly  increasing  quanti- 
ties as  the  harvest  proceeded.  There  was  no  selling  pressure  to  bring 
prices  down.* 

Mr.  Dickinson.  And  vou  do  not  think  the  matter  of  future  sales 
had  anything  to  do  with  it?  ' 

Mr.  MacMilla'S.  No,  sir ;  I  do  not.  I  think  they  had  lessened  the 
decline. 

Mr.  Dickinson.  That  would  have  happened  if  futures  had  not 
been  permitted,  do  you  mean? 

Mr.  MacMillan.  Yes,  sir.  I  think  there  would  have  been  a  period 
when  we  would  have  had  no  market  whatever  if  we  had  not  nad  a 
future  market. 

Mr.  Dickinson.  The  speculator  likes  a  fluctuating  market? 

Mr.  MAcMiiiLAN.  Yes,  sir. 

Mr.  Dickinson.  He  deals  in  the  market  he  can  get,  either  in  the 
rise  or  the  fall? 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  And  yet  it  is  your  position  before  this  committee 
that  the  speculator,  who  wishes  a  fluctuating  market,  produces  a 
steady  market? 

Mr.  MacMiulan.  Yes,  sir ;  that  is  exactly  the  case. 

Mr.  Dickinson.  What  is  then  the  power  of  the  speculator  to  pro- 
duce fluctuations? 

Mr.  MacMillan.  The  fluctuations  are  produced  by  the  excess  of  • 
bujdng  or  selling  power,  as  the  case  may  be.    You  will  find  specu- 
lators on  both  sides  of  the  market.    Their  influence  tends  to  counter- 
act each  other. 
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Mr.  Dickinson.  Suppose  they  happened  to  get  their  heads  to- 
gether and  say :  "  Let  us  all  buy  to-day."  Couldn't  they  raise  the- 
market  ? 

Mr.  MacMillan.  How  could  they  do  that?  They  are  scattered 
all  over  the  United  States. 

Mr.  Dickinson.  Well,  they  seem  to  do  a  lot  of  things  with  a  con- 
siderable sort  of  effort? 

Mr.  MacMillan.  I  can  not  see  how  that  would  be  possible. 

Mr.  Dickinson.  Well^  as  a  usual  thing  don't  you  find  the  speculator 
catering  to  a  rising  market  rather  than  to  a  falling  market? 

Mr.  MacMillan.  What  do  you  mean  by  catering?  More  of  thero 
around  on  a  rising  market  ? 

Mr.  Dickinson.  Yes. 

Mr.  MacMillan.  Yes;  I  think  speculators  are  generally  bullish. 

Mr.  Dickinson.  When  grain  is  going  up  speculators  are  in  in 
greater  numbers? 

Mr.  MacMillan.  Than  when  grain  is  declining ;  yes,  sir. 

Mr.  Dickinson.  So  the  speculator  is  in  evidence  until  the  peak  is 
reached,  and  then  he  gets  out  from  under  and  lets  it  go  as  far  as  it 
will  go. 

Mr.  MacMillan.  You  must  remember  that  there  are  speculators 
on  both  sides  of  the  market  all  the  time. 

Mr.  Dickinson.  You  have  just  admitted  that  the  greater  number 
are  on  the  rising  side  ? 

Mr.  MacMillan.  But  I  have  not  admitted  that  the  greater  quantity 
is  on  the  rising  side. 

Mr.  Dickinson.  I  see  we  will  have  to  tie  you  down  to  both  num- 
ber and  bushels  ? 

Mr.  MacMillan.  Wherever  there  is  a  buyer  there  mugt  be  a  seller. 
There  must  be  a  balance. 

Mr.  Dickinson.  Yes ;  but  after  the  buyers  have  bought,  while  th& 
margins *are  going  up,  they  can  get  out  from  under  and  let  it  go.  It 
only  reaches  a  bottom  when  the  consumer  comes  in  and  wants  a 
commodity  for  actual  consumption? 

Mr.  MacMillan.  If  you  mean  there  are  a  greater  number  of  buy- 
ers on  rising  prices  than  on  declining  prices,  then  I  think  your  state- 
ment is  correct. 

Mr.  Dickinson.  No;  what  I  mean  is  that  the  speculator  has  tnore 
to  do  with  rising  prices,  and  that  the  actual  consumer  is  the  fellow 
who  prevents  a  drop  below  a  certain  actual  valuation. 

Mr.  MacMillan.  I  do  not  think  that  is  correct. 

Mr.  Dickinson.  You  do  not  think  that  is  correct? 

Mr.  MacMillan.  No,  sir. 

Mr.  Dickinson.  Aren't  future  prices  reflected  in  the  casli,  as  a 
general  rule? 

Mr.  MacMillan.  Approximately,  but  not  entirely. 

Mr.  Dickinson.  Have  you  had  any  troubles  with  cadi  f^Hoiiwing' 
futures  at  the  present  time ?  ■«■:•' 

Mr.  MacMillan.  Cash  has  declined  more  than  futtQEnl^  . '  * 

Mr.  Dickinson.  As  a  matter  of  feet,  the  hedge4  in' ' 
•  to  be  an  absolute  insurance,  or  is  it  l|\vays  an  abso>* 

Mr.  MacMillan.  Not  absolutel      jL  sir. 

Mr.  Dickinson.  Have  not  ♦^^      ^feen  nuir 
hedged  their  purchases  with'       ^pit  year 
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and  cash  did  not  run  together,  and  they  have  lost  as  much  on  their 
hedge  as  though  they  had  carried  the  original  grain  ? 

Mr.  MacMillan.  I  do  not  know  of  any  such  case.  The  hedge 
only  began,  you  will  remember,  the  15th  of  July. 

Mr.  Dickinson.  But  I  have  reference  to  previous  hedges,  long 
before  the  war. 

Mr.  MacMillan.  I  have  no  recollection  of  any  such  conditions. 

Mr.  Dickinson.  Would  pure  insurance  against  fluctuations,  car- 
ried by  a  legitimately  organized  association  for  that  purpose,  suit 
the  needs  of  your  company  just  as  well  and  answer  the  same  purpose 
that  the  hedging  privilege  now  answers  ? 

ilr.  MacMillan.  In  what  way?  Do  you  mean  a  straight  out  in- 
surance policy? 

Mr.  Dickinson.  Yes. 

Mr.  MacMillan.  I  think  it  would  if  there  is  txnj  way  of  providing 
it  at  a  reasonable  price. 

Mr.  Dickinson,  Well,  you  do  not  think  that  that  would  be  anj 
greater  risk  than  insuring  a  man's  automobile  against  theft  or  colli- 
-sion,  do  vou  ? 

Mr.  ]V'(acMillan.  I  should  think  it  would  be  vastly  greater. 

Mr.  Dickinson.  You  think  the  risk  would  be  greater! 

Mr.  MacMillan.  Yes,  sir. 

Mr.  Dickinson.  You  have  not  looked  up  data  on  the  matter  of 
automobiles  that  are  bumped  into  in  Washmgton,  have  you? 

Mr.  MacMillan.  No;  but  I  have  to  pay  an  insurance  premium 
mvself ,  and  I  have  knowledge  of  what  they  charge. 

Mr.  Dickinson.  You  do  not  think  that  that  would  be  a  legitimate 
field  for  an  insurance  organization  ? 

Mr.  MacMillan.  I  do  not. 

Mr.  Dickinson.  That  is  all. 

The  Chairman.  Without  a  fluctuating  market,  there  could  not  be 
any  speculation,  could  there  ? 

Mr.  IVIacMillan.  There  would  be  no  inducement  to  speculation? 

The  Chairman.  There  could  not  be  any  speculation  if  the  price 
were  fixed? 

Mr.  MacMillan.  No,  sir. 

The  Chairman.  Are  complete  records  kept  of  all  transactions  on 
the  Chamber  of  Commerce  of  Minneapolis? 

Mr.  MacMillan.  There  are  no  records  kept  at  all. 

The  Chairman.  Have  you  no  record  of  the  amount  of  the  aggre- 
gate or  the  volume  of  business  transactions? 

Mr.  MacMillan.  Not  kept  bv  the  exchange ;  no,  sir.  The  clearing 
house  has  a  record  each  day  of  the  total  trades  and  of  the  members 
making  them. 

The  Chairman.  What  record  does  the  clearing  house  make  ? 

Mr.  MacMillan.  I  do  not  know  whether  I  can  answer  that.  I 
am  not  an  officer  of  the  clearing  house,  and  never  paid  any  attention 
to  their  records. 

The  Chairman.  Is  that  a  part  of  the  exchange,  the  clearing  house  ? 

Mr.  MacMillan.  No,  sir;  it  is  a  separate  organization,  but  the 
conditions  for  m^nbersnip  are.  first,  that  the  individual,  as  a  mem- 
ber of  the  Minneapolis  Ohamoer  of  Commerce,  will  abide  by  the 
roles  and  regulations  thereof,  and  it  is  organized  solely  to  clear  the 
trades  of  the  members. 
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The  Chairman.  The  exchange  simply  furnishes  the  building  in 
which  the  operations  take  place  ? 

Mr.  MacMii-lan.  That  is  all.  We  simply  furnish  a  market  place 
and  quotation  service  to  the  traders. 

The  Chairman.  How  is  the  record  kept? 

Mr.  MacMhxan.  The  manager  of  the  clearing  association  is  Mr. 
Williams. 

The  Chairman.  And  that  is  independent  of  the  exchange? 

Mr.  MacMillan.  Of  the  chamber  of  commerce ;  yes,  sir. 

.The  Chairman,  Is  any  complete  record  kept  of  the  set-off  or  the 
ring  settlements? 

Mr.  MacMillan.  No,  sir;  that  is  all  handled  through  the  clearing 
house.  Eveiything  is  brought  to  the  close  of  the  market  each  day 
and  trades  are  balanced  out.  So,  we  have  no  ring  settlements  such 
as  they  haye  in  Chicago. 

The  Chairman.  You  have  no  record  of  either  one  ? 

Mr.  MacMillan.  I  do  not  know  just  in  what  form  the  records  of 
the  clearing  association  are. 

The  Chairman.  Who  could  giye  that  information? 

Mr.  MacMillan.  I  am  quite  sure  that  you  could  get  that  from  the 
Federal  Trade  Commisison.  They  made  a  yery  exhaustive  exami- 
nation. 

The  Chairman.  Any  other  questions? 

Mr.  McLauohlin  of  Michigan.  You  have  heard  the  questions  and 
answers  here  in  regard  to  speculators  and  manipulators.  There  has 
been  an  effort  made  to  define  each  and  to  distinguish  between  them. 
Are  you  able  to  give  a  definition  of  a  speculator  and  of  a  manipu- 
lator? 

Mr.  MacMillan.  I  do  not  know  whether  I  can  giye  it  any  better 
than  the  other  gentlemen  did.  We  have  been  peculiarly  free  from 
manipulators  in  our  market.  We  have  had  no  attempts  of  that  kind. 
But  m  a  general  way  I  think  a  manipulator  is  one  who  attempts 
to  buy  or  sell  more  than  the  market  would  be  able  to  take  care  of, 
and  lOT  the  purpose  of  making  it  impossible  to  complete  contracts, 
and  therefore  force  a  settlement. 

Mr.  McLaxtohlin  of  Michigan.  What  would  you  think  of  this 
definition  of  a  speculator :  One  who  deals  under  existing  conditions 
as  he  interprets  them  but  does  not  attempt  to  alter  them.  While  a 
manipulator  is  a  speculator  who,  by  reason  of  the  large  quantities 
in  which  he  deals,  attempts  to  force  artificial  conditions  or  to  exag- 
gerate conditions  for  his  own  adyantage? 

Mr.  MacMillan.  I  should  think  that  was  a  fair  definition.  I  am 
sure  that  it  is  better  tlnan  I  could  haye  giyen  you. 

Mr.  McLaughlin  of  Michigan.  The  speculator  may  be  indulprincr 
in  yery  small  deals  as  they  offer.  The  manipulator,  under  this  defi- 
nition, must  necessarily  be  a  man  with  a  large  amount  of  money,  or 
making  a  show  of  having  a  large  amount  of  money.    Isn't  that  trne  ? 

Mr.  MacMillan.  Yes,  sir ;  I  think  that  is  correct. 

Mr.  McLaughlin  of  Michigan.  I  was  interested  in  what  you  said 
to  the  effect  that  a  yery  small  percentage  of  the  hedges  and  deals  by 
speculators  led  to  the  actual  delivery  of  grain. 

Mr.  MacMillan.  I  am  glad  to  answer  that  question.  For  ex- 
ample, in  our  own  case  a  hedge  contract  would  require  that  we  would 
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put  into  store  in  a  regular  elevator  the  specified  number  of  bushels 
and  deliver  the  warehouse  receipt.  It  would  cost  a  cent  and  a  half 
a  bushel  to  get  that  out  of  the  store,  plus  any  charges  that  would 
accrue,  before  it  was  possible  to  get  it  loaded.  We  bring  that  wheat 
from  our  country  elevators  into  tne  market  and  sell  usually  direct  to 
the  mill,  instead  of  making  the  delivery  through  putting  it  into  the 
storehouse;  that  would  make  an  additional  buraen,  the  minimum 
being  a  cent  and  a  half  a  bushel,  but  it  would  really  amount  to  about 
an  eighth  of  a  cent  more,  that  including  switching  and  inspection 
charges  and  so  on.  On  the  other  hand,  there  is  the  advantage  to  us 
and  to  the  mill  to  trade  these  cars  on  the  track  in  Minneapolis  for  the 
hedge. 

Suppose,  for  example,  we  speak  of  10,000  bushels,  and  we  have 
10,000  bushels  of  wheat  hedged.  Well,  we  have  10,000  bushels  oi 
wheat  on  the  track.  The  mill  has  that  10,000  bushels  bought.  It  is 
no  advantage  to  either  party  to  put  that  in  store  and  allow  about  2 
cents  a  bushel  in  charges  to  accumulate.  By  making  the  trade  di- 
recth' — that  is,  by  their  giving  us  a  future — we  can  exchange  with 
them  the  cash  grain  and  make  a  considerable  saving. 

Mr.  McLaughlin  of  Michigan.  I  was  interested  in  your  answer,, 
as  1  referred  to  it  before,  because  my  impression  had  been  and  is  that 
there  was  really  a  very  small  percentage  of  actual  deliveries,  and  I 
have  been  surprised — very  mucn  surprised — at  the  testimony  of  gen- 
tlemen who  have  insisted  to  us  that  the  percentage  of  actual  deliveries 
was  really  very  large.  I  did  not  thint  so.  I  do  not  think  it  is  an 
advantage  that  it  should  be  large.  Those  gentlemen  have  stated 
actual  conditions,  and  I  would  not  say  an3i:hing  that  would  reflect 
at  all  on  any  of  the  gentlemen  who  have  told  about  large  deliveries^ 
although  it  seems  to  me  that  some  of  them  wanted  us  to  believe  the 
percentage  of  deliveries  was  pretty  large. 

Mr.  M^cMiLLAN.  Well,  there  are  so  many  different  angles  to  the 
grain  business  that  it  is  very  easy  for  you  to  get  different  kinds  of 
experience.  A  terminal  elevator  buys  grain  and  hedges  it  with  the 
purpose  of  making  delivery,  and  they  do  deliver  very  large  propor- 
tions of  the  wheat  that  they  purchase.  But  as  far  as  the  grain  that 
comes  directly  from  the  country  is  concerned,  it  is  frequently  a 
decided  disadvantage  to  have  that  go  into  the  storehouse.  It  is  to 
the  advantage  of  both  sides  to  exchange  the  futures  and  take  the 
cash  grain  on  track  rather  than  in  the  store. 

Mr.  McLaughlix  of  Michigan.  It  seems  to  me,  as  far  as  a  deter- 
mination of  this  question  by  the  committee  is  concerned,  as  to  whether 
or  not  it  would  seem  advisable  to  recommend  the  enactment  of  any 
of  this  proposed  legislation,  that  it  is  absolutely  immaterial  as  to 
whether  those  deliveries  are  made  or  were  contemplated;  that  there 
is  some  measure  of  speculation,  some  measure  of  gambling  in  it,  and 
really  it  does  not  make  any  difference  how  much  there  is.    I  can  not 
see  why  any  gentleman  snould  try  to  make  this  committee  believe- 
there  is  a  great  lot  of  deliveries  on  this  proposition. 
The  Chairman.  We  are  grateful  to  you,  Mr.  MacMillan. 
Mr.  MAcMiLiiAN.  And  I  thank  you. 
The  Chairman.  We  will  now  hear  the  next  witness. 
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STATEMENT  OF  MB.  A.  I.  SEAELE,  EEPBESENTINO  THE  TEBHI- 
NAL  ELEVATOR  OBAIN  MERCHANTS'  ASSOCIATION,  MINHE- 
APOUS,  MINN. 

The  Chairman.  What  is  your  association? 

Mr.  Searle.  It  is  an  association  that  covers  all  the  primary 
markets. 

The  Chairman.  You  may  make  your  statement. 

Mr.  Searle.  The  Terminal  Elevator  Grain  Merchants'  Association 
is  an  association  representing  the  terminal  elevator  operators 
throughout  the  United  States.  This  brief  is  filed  on  behalf  of  said 
association  in  opposition  to  proposed  legislation,  the  purpose  of  which 
would  be  to  destroy  or  seriously  interfere  with  the  buying  and  selling 
of  grain  for  future  delivery,  as  practiced  on  leading  grain  exchanges 
throughout  this  country. 

Amon^  the  important  factors  in  the  distribution  of  the  crop  are 
the  terminal  elevators  located  at  the  leading  terminal  grain  markets. 
It  is  the  practice  of  the  grain  producers  throughout  the  entire  West 
to  market  the  bulk  of  their  product  within  a  few  months  after  the 
harvest  and  several  times  as  fast  as  the  actual  consumptive  demand 
during  that  period.  The  function  of  the  terminal  operator  at  the 
terminal  markets  is,  in  addition  to  storing  grain  for  others,  to  pur- 
chase and  store  the  surplus  grain  receipts  during  the  heavy  crop- 
moving  period  from  September  1  to  December  31  of  each  year,  and 
to  hold  the  same  until  needed  by  flour  millers,  linseed-oil  crushers, 
and  others.  The  terminal  elevator  operators  are  therefore  very  large 
buyers  of  grain,  and  their  importance  as  buying  agencies  is  not  fully 
appreciated. 

I^ractically  all  of  the  grain  purchased  by  terminal  elevator  opera- 
tors during  the  heavy-crop  moving  period  "and  carried  by  them  until 
the  following  spring  or  summer,  is  purchased  with  money  borrowed 
from  banks  or  others,  and  the  security  furnished  for  these  loans  is 
represented  by  terminal  warehouse  receipts. 

These  receipts  are  negotiable  and  are  extremely  serviceable  as 
collateral  in  obtaining  Joans.  The  regulations  governing  terminal 
elevators  vary  somewhat  in  the  different  markets.  In  Minneapolis, 
for  example,  operators  of  public  terminal  elevators  must  be  licensed 
by  the  railroad  and  warehouse  commission  of  the  State  of  Minne- 
sota and  must  furnish  a  bond  in  the  sum  of  15  cents  per  bushel  on 
the  capacity  of  the  elevator  for  the  protection  of  holders  of  ware- 
house receipts.  In  addition  the  elevator  operator  must  fur- 
nish daily  reports  to  the  State  registration  department,  showing  all 
cars  unloaded  into  and  loaded  out  of  the  terminal  elevator  and  the 
amount  of  each  grade  of  grain  on  hand  at  all  times  and  the  amount 
of  warehouse  receipts  outstanding  against  same.  All  warehouse 
receipts  must  be  precisely  in  the  form  prescribed  by  the  statute  and 
must  be  numbered  consecutively  and  must  be  registered  with  and 
later  canceled  by  by  the  State  reffistration  department.  In  addition 
the  Chamber  of  Commerce  of  Minneapolis  employs  an  inspector 
who  continuously  estimates  the  quantity  of  each  kind  and  grade  of 
grain  in  these  elevators  as  an  additional  safeguard  to  the  holders  of 
warehouse  receipts.  All  of  these  safeguards  have  resulted  in  termi- 
nal warehouse  receipts  representing  the  highest  form  of  collateral 
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security,  and  loans  carrying  tixis  collateral  bear  the  lowest  rate  of 
interest. 

But  the  most  important  feature  which  enters  into  the  collateral 
value  of  terminal  warehouse  receipt  is  the  fact  that  the  grain  repre- 
sented ther^y  is  invariably  hedged  bv  a  sale  for  future  delivery,  and 
the  terminal  elevator  operator  thereiore  has  shifted  the  speciilative 
hazard  which  he  would  otherwise  have  to  assume.  The  banks  loan 
many  millions  of  dollars  to  the  terminal  elevator  operators  on  the 
security  of  the  terminal  warehouse  grain  receipts,  on  the  definite 
understanding  that  the  terminal  elevator  operator  will  not  assume  the 
speculative  hazard  incident  to  the  ownerships  of  this  grain  but  will 
shift  this  hazard  to  the  professional  speculator  by  a  sale  for  future 
delivery.  The  terminal  elevator  operator  is  able  to  secure,  in  general, 
90  per  cent  of  the  value  of  the  grain,  first,  because  the  grain  is  fully 
hedged  by  sales  for  future  delivery ;  and,  second,  because  the  leading 
grain  exchanges  furnish  a  continuous  market  always  available  to  the 
holder  of  gram,  either  as  the  actual  owner  or  as  collateral. 

Terminal  elevator  operators  insure  themselves  against  loss  through 
decline  in  price  of  the  grain  which  they  have  stored  by  selling  a 
future  against  the  same  as  a  hedge  in  precisely  the  same  manner  as 
they  purchase  insurance  from  fire  insurance  companies  to  protect 
the  grain  which  they  hold  from  the  fire  hazard. 

The  terminal-elevator  operator  is  only  one  of  the  links  in  the 
chain  of  distribution  from  the  producer  to  the  ultimate  consumer. 
As  one  of  these  links,  and  one  of  the  most  important,  attention  should 
be  directed  to  the  fact  that  the  grain  is  commonly  carried  bv  termi- 
nal-elevator operator  from  the  heavy  crop-moving  period  in  the 
fall  until  the  following  spring  or  late  summer  for  an  exceedingly 
narrow  margin  of  profit,  ooth  gross  and  net.  It  is  well  known  to 
all  those  engaged  in  grain  or  milling  business  that  the  narrow 
margin  on  which  the  terminal-elevator  owners  is  able  to  operate  is 
entity  due  to  the  existence  of  future  markets  and  to  the  security 
which  this  affords  to  the  teripinal-elevator  operator  in  the  conduct- 
ing of  his  business.  Were  the  future  markets  no  longer  available 
and  the  terminal-elevator  operator  compelled  to  purchase  the  sur- 
plus receipts  in  the  heavy  crop-moving  period  in  the  fall  and  as- 
sume the  risk  of  loss  through  a  decline  m  the  price,  the  result  would 
be  that  terminal-elevator  operators  of  limited  resources  would  be 
compelled  to  entirely  discontinue  business.  Operators  of  very  large 
resources  and  credit  might  be  able  to  o^rate  to  a  much  more 
limited  extent,  but  would  necessarily  require  a  much  wider  gross 
margin  of  pront.  Monev  would  be  available  to  the  terminal-elevator 
operators  in  much  smaller  quantities^  and  a  very  much  smaller  per- 
centage of  the  actual  value  of  the  gram  would  be  loaned  by  the  banks 
as  compared  with  the  percentage  now  loaned.  The  rate  of  interest 
would  Deoeesarily  be  very  mum  higher  and  the  increased  hazards 
and  increased  interst  charges,  etc.,  would  necessarily  widen  out  ma- 
terially the  cost  of  distribution  by  the  terminal-elevator  operators. 

The  practice  of  future  trading  is  intimately  interwoven  with 
eyeiy  branch  of  the  grain  and  milling  business.  Ite  destruction 
would  produce  a  revolution  in  the  methods  which  have  prevailed  for 
years  in  the  distribution  of  the  grain  crop  of  this  country.  The 
destruction  of  future  trading  would  require  a  complete  readjustment 
of  methods  on  the  part  of  au  branches  of  the  grain  and  milhng  busi- 
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ness.  It  is  the  belief  of  competent  observers  that  the  destruction  of 
future  trading  would  necessarily  eliminate  from  the  grain  and  mill- 
ing business  those  of  limited  resources  and  that  in  all  probability  the 
CTain  and  milling  business  would  immediately  begin  to  drift  into 
the  hands  of  a  limited  number  of  concerns  of  lar&e  financial  re- 
sources and  that  in  general  the  ^rain  and  milling  business  would 
take  on  the  aspect  now  presented  by  the  packing  industry. 

In  many  terminal  markets  the  terminal  elevator  operators  con- 
stitute bv  far  the  largest  buying  power.  Even  in  the  flour  milling 
center  of  the  magnitude  of  Minneapolis,  the  terminal  operators  fur- 
nish a  market  for  more  than  half  the  grain  which  comes  to  Minne- 
apolis. If  the  operations  of  the  terminal  elevator  operators  in  the 
terminal  markets  of  this  country  were  seriously  impaired,  the  effect 
upon  the  price  of  grain  must  necessarily  be  disastrous  unless  the 
producer  changes  completely  his  method  of  marketing  the  crop.  In 
large  sections  of  the  grain-producing  territory  the  producer  must 
necessarily  market  a  large  portion  of  his  crop  in  a  few  months  follow- 
ing the  harvest.  This  necessity  arises  both  from  lack  of  funds  neces- 
sary to  finance  over  a  longer  period  and  also  from  lack  of  storage 
facilities  upon  the  farm.  No  factor  in  the  grain  trade  would  be 
affected  more  adversely  by  the  destruction  of  future  trading  than  the 
terminal  elevator  operator  and  the  elimination  or  material  reduction 
in  the  activities  or  terminal-elevator  operators  during  the  heavy 
crop-moving  period  would,  under  existing  conditions,  result  in  a 
supply  of  grain  arriving  at  the  terminals  two  or  three  times  greater  in 
volume  than  the  consumptive  demand  therefor.  Under  these  con- 
ditions it  is  manifest  that  grain  would  be  sacrificed  in  an  enormous 
degree  through  the  absence  of  the  price-making  factors  represented 
by  the  terminal-elevator  buying  interests. 

The  Terminal  Elevator  Grain  Merchants'  Association  is  unani- 
mously of  the  opinion  that  the  general  effect  of  future  trading,  as 
conducted  on  the  leading  grain  exchanges  of  the  country,  is  to  mod- 
erate the  violence  in  fluctuations  of  price  and  to  materially  narrow 
the  cost  of  distribution  or  the  spread  between  the  price  paid  to  the 
producer  and  the  price  paid  by  the  ultimate  consumer  on  account  of 
the  safety  and  security  which  the  existence  of  these  future  markets 
introduces  into  every  branch  of  the  grain,  milling,  and  linseed  oil 
business. 

The  Chairman.  Any  questions,  gentlemen  of  the  committee? 

Mr.  McLaughlin  of  Michigan.  It  has  been  stated  here  that  in 
Kansas,  and  I  believe  perhaps  in  Nebraska  and  other  States  in  that 
part  of  the  country,  very,  very  few  elevator  men^  whether  operating^ 
farmers'  elevators/  line  companies,  or  commercial  elevators,  resort 
to  hedging,  whereas  in  North  and  South  Dakota  and  in  Minnesota 
a  different  condition  exists,  and  nearly  every  elevator  owner  and 
elevator  company  resort  to  or  indulges  in  hedging.  Some  one  has 
suggested  that  the  reason  the  elevator  companies  in  the  northern  part 
of  the  country  indulge  in  hedging  is  due  to  the  fact  that  there  are 
very  strong  exchanges  up  in  Minneapolis  and  Duluth,  and  that  the 
method  of  business  is  controlled  by  those  exchanges,  and  that  it  is 
necessary  for  the  country  and  line  elevators  to  resort  to  hedging,  and 
that  perhaps  otherwise  tney  would  not  do  it ;  that  they  might  prefer 
to  do  as  their  southern  brothers  do,  and  might  be  better  off  if  thev 
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were  permitted  to  do  as  the  southern  man  does.    What  do  you  say 
about  that? 

Mr.  Seable.  Well,  I  am  rather  of  the  impression  that  that  state- 
ment, that  the  southern  elevator  operators  do  not  he<^8,  is  due  to  a 
misconception  of  the  term.  The  custom  is  somewhat  different  in  the* 
Southwest  from  that  in  the  North,  to  this  extent,  that  in  the  South- 
west the  terminal  elevator  operators  bid  the  country  for  grain.  If 
a  country  elevator  operator  accept  a  bid  for  cash  grain  he  is  hedging, 
just  the  same  as  the  northern  operator  is  when  he  sells  a  future;  he 
nas'  a  protection  on  that  bid  just  the  same.  But  the  terminal  elevator 
operator  makes  a  coimtry  bid  and  buys  the  grain  and  sells  a  future 
to  protect  himself  on  that  bid. 

Mr.  McLaughlin  of  Michigan.  It  was  said  that  there  were  no 
marked  differences  between  hedging  and  dealing  in  futures,  I  think, 
and  that  the  people  in  Kansas  use  neither,  at  least  to  any  large 
extent  ? 

Mr.  Seable.  .  I  do  not  so  understand  from  what  someone  read  from 
a  record  here. 
Mr.  McLaughlin  of  Michigan.  I  may  have  misunderstood  it. 
Mr.  Seals.  I  may,  too ;  but  I  so  understood  it. 
Mr.  McLaughlin  of  Michigan.  My  understanding  of  the  methods 
of  doing  business  in  the  two  sections  of  the  country  are  that  they  are 
entirely  different  ? 

Mr.  OEABLB.  That  may  apply  to  the  country  elevator  buyer  and  not 
be  disastrous — I  mean  that  if  we  applied  it  to  the  country  buyer 
and  he  didn't  hedge  that  it  would  not  affect  the  general  situation 
as  it  would  to  stop  trading  in  futures,  because  the  country  elevator 
operator  can  now  send  his  grain  to  the  terminals  and  disi>ose  of  it 
as  fast  as  it  comes  in,  because  when  there  is  a  surplus  the  terminals  will 
buy  and  they  can  store  it  and  sell  a  hedge  against  it  and  carry  it  until 
the  mills  come  into  the  market. 

I  would  like  to  say  that  the  general  impression  is  that  if  you  stop 

future  trading  in  this  country  you  may  do  something  that  will  affect 

the  price  one  way  or  the  otheV.    You  must  take  into  consideration 

that  we  are  a  surplus-producing  country,  and  our  price  is  not  settled 

by  what  we  consume  here.    In  Winnipeg  there  is  a  market  that 

handles  more  wheat  than  any  other  market  on  this  continent,  and! 

they  trade  in  futures,  and  to  stop  trading  in  futures  here  will  not 

stop  it  there.    We  have  surplus  grain  to  dispose  of,  and  trade  and 

commerce  flows  in  the  direction  of  least  resistance.    England,  for 

instance,  which  is  the  largest  importer  of  wheat  in  tne  world,. 

when  they  come  into  the  market  and  make  an  offer  an  exporter 

in  this  country  can  step  into  the  market,  as  it  is  now,  and  cover  the 

offer  he  may  have  for  100,000  bushels  or  200,000  bushels,  or  500,000 

bushels  of  wheat,  and  cover  it  quickly,  so  that  he  may  handle  it  on  m 

narrow  margin  of  profit.    But  if  he  has  to  look  around  some  place 

where  he  can  buy  this  cash  wheat,  in  small  lots  say,  of  25,000  or 

50,000  bushels  ^rhaps,  it  would  take  a  day  of  two  and  maybe  longer 

for  him  to  buy  it.    Tne  result  would  be,  I  think,  that  the  trade  woSd 

flow  in  the  direction  of  Winnipeg,  where  the  order  could  be  put  in  and 

covered  immediately.    Canada  is  our  greatest  competitor  in  wheat 

importation.    They  have  practically  200,000,000  bushels  to  export, 

what  we  have  in  a  normal  crop.    The  price  is  not  made  on  the  crop 

but  on  the  surplus-    So  that  if  we  have  not  an  opportunity  to  handle 
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our  trade  so  that  we  can  keep  up  a  constant  flow  of  business  we  are 
going  to  have  a  great  deal  of  diflSculty  in  disposing  of  our  surplus 
crops. 

Mr.  MgLaughi.ix  of  Michigan.  Is  the  idea  universally  accepted 
that  the  surplus  crop  controls  the  market? 

Mr.  Searle.  I  do  not  know  how  universal  it  is,  but  that  is  my 
opinion. 

Mr.  MgLauqulin  of  Michigan.  You  know  there  is  a  difference  of 
opinion  held  by  some  on  that  point. 

Mr.  SsABiiE.  Undoubtedly.  We  can  not  continue  accumulating  our 
surplus.    We  have  to  dispose  of  it  from  year  to  year. 

Mr.  McLaughlin  of  Michigan.  Have  you  heard  any  complaint  on 
the  part  of  those  northern  small  dealers,  elevator  men,  to  the  effect 
that  they  find  it  necessary,  a^inst  their  wishes,  to  conform  to  the 
methods  of  business  adopted  oy  the  exchanges  at  Minneapolis  and 
Duluth? 

Mr.  Searle.  I  have  not  heard  anygeneral  complaint. 

Mr.  McLaughlin  of  Michigan.  Greneral  complaint  is  a  relative 
term.  Is  there  any  considerable  complaint  that  they  would  like  to 
do  it  otherwise,  but  that  to  do  it,  on  account  of  the  methods  of  busi- 
ness in  Minneapolis  and  Duluth,  would  cause  difficulty? 

Mr.  Searle.  I  do  not  hear  of  it. 

Mr.  McLaughlin  of  Michigan.  I  think  I  am  ri^t  in  what  I  am 
saying,  that  the  business  is  done  differently  in  the  South  from  what 
it  is  in  the  North — I  mean  in  Kansas  on  the  one  hand  and  in  Minne- 
sota and  the  Dakotas  on  the  other.    That  is  all. 

The  Chairman.  Mr.  Voigt,  any  questions? 

Mr.  VoiGT.  Do  these  terminal  elevators  buy  all  the  grain  that  goes 
into  them? 

Mr.  Sfearle.  Well,  they  buy  quite  a  large  portion  of  it  in  the 
West.  In  the  East,  of  course,  they  do  not.  Grain  that  comes 
down  to  the  elevators  in  Buffalo  and  to  seaport  towns  is  bought  by 
exporters,  and  they  do  almost  entirely  a  warehousing  bosineas. 

Mr.  Voigt.  You  are  connected  with  tne  Minneapolis  Exchange  ? 

Mr.  SxASLE.  Yes,  sir. 

Mr.  VoiOT.  You  buy  the  most  of  the  grain  that  goes  into  your 
storage  ? 

Mr.  Searle.  Yes,  sir ;  95  per  cent  of  it,  I  would  say. 

Mr.  Voigt.  You  issue  a  warehouse  certificate  practically  to  your- 
selves ? 

Mr.  Searle.  Yes,  sir;  that  is  what,  in  effect,  it  amounts  to.  We 
are  allowed  under  the  State  law  of  Minnesota  to  store  grain  for 
ourselves  in  a -public  warehouse.    We  store  that  in  special  bins. 

Mr.  Voigt.  Have  you  any  idea  how  many  times  a  bushel  of  wheat 
changes  hands  between  the  producer  and  the  ultimate  consumer  ? 

Mr.  Searle.  The  actual  wheat,  do  you  mean? 

Mr.  Voigt.  I  mean  in  the  shape  of  contracts? 

Mr.  Searle.  Contracts  in  futures  and  so  on? 

Mr.  Voigt.  Yes. 

Mr.  Searle.  I  have  no  idea ;  but  many  times. 

Mr.  Voigt.  Have  you  any  guess  on  that  subject? 

Mr.  Searle.  No  ;  1  could  not  make  a  guess  on  it.  It  is  many  times, 
but  I  would  not  think  it  would  make  much  difference. 
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Mr.  VoiQT.  Would  you  say  a  hundred  times,  to  take  a  period  of 
years? 

Mr.  Seabub.  I  could  not  make  a  guess  on  that.    It  would  be  no 
use  of  my  trying.    I  have  thought  of  it  many  times,  but  I  have  no 
idea  how  many  times  it  is. 
Mr.  VbiGT.  X ou  think  it  is  a  ^reat  many  times? 
Mr.  Seablb^  Yes,  sir ;  I  should  say  so. 

Mr.  VoiGT.  Assuming  that  a  bushel  of  grain ;  wheat,  for  instance, 
changes  hands  a  hundred  times.  E verv  time  there  is  a  buy  or  a  selL 
of  course,  every  person  that  it  passes  through,  you  might  say,  would 
put  on  a  charge  of  one- fourth  of  a  cent  a  bushel  ? 

Mr.  Seable.  Well,  that  is  to  a  nonmember.  But  one-eights  of  a 
cent  a  bushed  is  the  charge  to  a  member  of  the  exchange. 

Mr.  VoiGT.  The  man  who  speculates  is  generally  not  a  member 
of  the  exchange,  is  he  ? 
Mr.  Seable.  Well,  I  would  not  want  to  say  that. 
Mr.  Voicrr.  The  most  of  these  gentlemen  who  have  appeared  here 
claim  they  are  not  speculators,  but  simply  go-betweens,  you  might 
sav. 

Mr.  Sbarle.  They  are  not,  but  there  are  other  men  who  are  oper- 
ating on  exchanges  who  do  not  claim  that. 

Ji/b.  YoiGT.  Assuming  that  they  are  all  acting  in  the  capacity  of 
commission  merehamts. 
Mr.  Seable.  All  right. 

Mr.  YoiOT.  And  assuming  that  a  bushel  of  grain  changes  hands 
100  times,  that  would  mean  a  charge  of  25  cents  for  the  turnover 
of  1  bushel  of  wheat,  wouldn't  it? 
Mr.  Seabijb.  Well,  if  they  were  all  nonmembers ;  yes. 
Mr.  VoioT.  Assuming  that  they  are  all  nonmembers? 
Mr.  Seable.  All  right. 

Mr.  VoiGT.  That  25  cents  is  an  actual  loss  to  the  Nation,  is  it  not! 
It  represents  no  production  of  any  kind  ? 

Mr.  Seable.  That  is  not  the  big  volume  of  business  that  is  done 
on  the  exchanges,  you  know.  There  is  a  spreading  on  the  ex- 
changes that  is  in  very  large  volume,  that  is  done  by  spreaders  in  the 
market,  and  they  get  a  return  business,  so  that  it  is  not  a  charge, 
it  is  only  a  charge  on  their  judgment,  and  a  small  one. 
Mr.  VoiOT.  The  man  who  spreads,  does  he  pay  this  commission  ? 
Mr.  Seable.  He  may  be  in  business  himself.  He  may  be  in 
the  Minneapolis  market,  and  he  mav  think  that  market  is  low  as 
compared  with  Chicago,  and  he  might  buy  100,000  bushels  in  Min- 
neapolis and  sell  it  to  Chicago.  He  may  be  a  member  of  the  Chicago 
exchange,  and  he  pays  the  nonmember  rate,  and  probably  he  gets 
reciprocal  business  back  in  the  Minneapolis  market.  So,  really,  it 
is  not  costing  him  anything,  you  see. 

Mr.  Voior.  The  most  of  the  speculating  done  on  your  boards  is 
done  by  outsiders,  isn't  it? 

Mr.  Seable.  We  are  not  in  the  commission  business,  so  really  I 
could  not  say  as  to  that. 

Mr.  VoiOT.  Assuming  that  a  bushel  of  wheat  would  change  hands 
a  hundred  times  among  outsiders,  men  who  are  not  members  of  any 
exchange;  that  would  mean  that  some  m^nber  or  members  of  that 
exchange  would  plead  a  tax,  you  might  say,  of  25  cents  per  biubel 
for  the  hundred  changes  made? 
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Mr.  Searle.  Well,  that  is  what  it  figures  out  at,  a  quarter  of  a 
cent. 

Mr.  VoiGT.  That  represents  an  economic  loss  to  the  nation  at  large, 
does  it  not  ? 

Mr.  Seable.  It  would  if  it  were  a  fact. 

Mr.  VoiGT.  I  am  assuming  that  to  be  a  fact  in  the  absence  of  any 
different  information.  Whether  you  say  it  is  50  times  or  80  times 
or  100  times,  whatever  that  commission  amounts  to  in  all  those  sales 
and  buys,  it  is  an  economic  loss.  It  represents  no  c<mimodity  and 
Tepresents  no  product? 

Mr.  Searle.  Well,  it  would  result  in  that  loss  to  the  people 
who  made  the  trades.  I  do  not  see  how  it  would  have  any  effect  on 
the  producer. 

Mr.  VoiGT.  I  am  not  talking  now  for  the  producer.  You  might 
say  that  that  is  so  much  wasted  energy  to  the  nations.  For  instance, 
the  man  who  insures  a  house  for  $1,000  that  is  worth  $1,000,  if  the 
house  bums  and  he  gets  his  insurance  mon^  he  is  nothing  out.  But 
the  destruction  of  that  house  is  a  loss  of  $1,000  to  the  Nation  as  a 
whole,  is  it  not?    There  is  that  much  property  in  the  Nation? 

Mr.  Searle.  He  has  had  protection  for  the  j^remium  he  has  paid, 
if  he  does  not  suffer  a  loss.  You  niight  figure  it  the  same  way  as  to 
the  speculator  when  he  takes  on  this  grain.  You  might  say  it  is  an 
economic  loss  to  him  who  is  providing  insurance  to  the  terminal  ele- 
vator company,  mill,  or  someoody  else. 

Mr.  VoiGT.  The  point  I  am  trying  to  make  is  that  this  insurance 
jou  gentlemen  speak  of,  by  way  of  hedging  on  all  tliese  future  con- 
tracts, is,  after  all,  a  very  heavy  tax  on  the  people  of  this  country, 
as  represented  by  the  commissions  paid,  and  that  go  up  in  smoke  and 
represents  nothing? 

Mr.  Seakld.  Well,  insurance  premiums  are  a  heavy  tax,  but  if 
you  do  not  have  a  fire  loss,  it  is  a  protection. 

Mr.  VoiGT.  A  premium  of  insurance  is  an  altogether  different 
proposition  as  against  these  vast  commissions.  If  you  assume  that 
a  bushel  of  ^rain  changes  hands  100  times,  by  outsiders,  that  means 
a  loss  to  this  Nation  somewhere  of  25  cents  per  bushel,  I  figure  it. 
It  represents  nothing. 

Mr.  Searle.  Well,  on  that  assumption  you  could  make  some  large 
figures.  Of  course,  you  are  assuming  100  times  at  a  quarter  of  a 
cent  each. 

Mr.  VoiGT.  I  saw  the  statement  here  to-day,  made  by  some  gentle- 
man in  Chicago,  who  claimed  that  he  was  told  that  in  the  year  1915 
every  bushel  of  wheat  in  this  country  had  changed  hands  157  times. 
I  do  not  know  how  reliable  that  is,  but  assuming  that  that  is  so 

Mr.  Searle  (interposing).  That  would  be  an  average  of  over 
600,000,000  a  day  for  the  year. 

Mt.  VoioT.  Tftat  is  what  this  gentleman  said  in  this  statement  that 
has  been  circulated  here. 

Mr.  SEARiiE.  All  right. 

Mr.  YoiOT.  Assuming  that  that  is  so,  that  means  an  economic  loss 
to  the  people  of  this  country  of  something  like  38  cents  or  39  cents 
for  every  bushel  of  wheat  grown,  and  it  seems  to  me  that  it  is  a  very 
high  premium  for  the  people  of  tnis  country  to  pay  for  this  so-calle<i 
insurance. 
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Mr.  Searls.  Well,  I  do  not  think  that  it  is  any  loss.  If  one  man 
pays  it  out  another  man  gets  it,  doesn't  he,  and  there  is  no  loss. 
There  is  no  less  property  in  the  country,  is  there  ? 

Mr.  VoiGT.  It  is  a  so-called  nonproductive  service  which  results  in 
nothing;  in  the  way  of  wealth  to  the  country  at  large- 
Mr.  oBABiiB.  We  do  not  admit  that.  We  contend  that  that  pro- 
vides an  insurance  for  carrying  this  crop. 

Mr.  VoiGT.  I  say,  assuming  that  it  does  provide  insurance,  and 
assiuning  that  this  bushel  of  wheat  has  changed  hands  157  times,  it 
is  a  very  heavy  insurance  premium  on  the  price  of  the  wheat. 

Mr.  McLaughlin  of  Michigan.  Taking  100  men  trading  on  the 
exchange  every  day  in  the  year  and  swapping  dollars,  at  the  end  of 
the  year  they  woula  be  in  the  same  position  they  were  before,  or  they 
might  be.  But  you  have  lost  the  services  of  those  men  in  some  pro- 
ductive industry.    They  might  have  been  building  roads. 

Mr.  YoiGT.  The  point  I  am  trying  to  make  is  this,  that  when  those 
men  swap  dollars,  every  time  they  swap  somebody  shaves  off  a  quarter 
of  a  cent,  and  if  they  swap  long  enough  the  dollar  will  all  be  gone. 
You  see,  this  commission  amount  comes  in  every  time  they  swap  a 
dollar,  and  there  is  shaved  off  this  quarter  of  a  cent ;  that  is,  assuming 
that  the  grain  is  a  dollar  a  bushels 

The  Chairman.  That  is  true  of  insurance  companies,  too. 

Mr.  VoiGT.  Yes;  but  the  average  insurance  premium  is  nothing 
like  that. 

Mr.  Seablb.  I  think  if  you  could  figure  out  the  net  profits  made 
by  the  insurance  companies  it  would  be  so  large  as  compared  with  the 
net  commissions  received  by  the  commission  houses  that  it  would 
take  a  microscope  to  see  these  net  commissions. 

Mr.  YoiGT.  It  may  be  that  the  average  man  in  the  grain  business 
and  who  is  a  member  of  the  exchange  is  not  making  any  undue  profit. 
I  am  not  charing  that.  I  am  only  trying  to  make  the  point  that  all 
these  commissions  that  are  paid  result  in  a  huge  economic  loss  to 
the  Nation.  They  use  up  a  lot  of  energy  that  results  in  no  produc- 
tion.   That  is  all. 

The  Chairman.  How  many  hands  does  cash  wheat  pass  through ; 
have  you  any  ideaf 

Mr.  Searle.  No  ;  I  have  not. 

The  Chairman.  First  the  farmer,  then  the  farmers'  elevator,  and 
then  where? 

Mr.  Searle.  Well,  the  farmer  sells  it  to  the  country  elevator  sta- 
tion, and  the  country  elevator  ships  it  in  to  the  terminal  elevator,  and 
then  perhaps  the  commission  man  handles  it.  If  it  goes  to  Duluth 
it  may  go  into  the  hands  of  an  exporter.  I  should  say  there  is  an 
average  of  four  hands  it  goes  through  from  the  producer  to  the  miller. 

The  Chairman.  Possibly  half  a  dozen  times  to  reach  the  consumer  ? 

Mr.  Searub.  Yes,  sir;  possibly  so,  from  the  producer  to  the  con- 
sumer. 

The  Chairman.  I  understood  you  to  say  that  the  State  laws  of 
Minnesota  required  an  inspection  of  all  wheat  that  enters  into  ter* 
minal  elevators? 

Mr.  Seariib.  Yes,  sir. 

The  Chairman.  What  inspection  is  it,  the  Federal  inspection  ? 
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Mr.  Searle.  We  have  a  State  inspection  in  Minnesota,  but  it  con- 
forms to  the  Federal  grades. 

The  Chairman.  Dc«s  that  rule  apply  every wheite? 

Mr.  Searlb.  No:  it  does  not  appljr  everywhere.  At  some  places 
they  are  using  the  Federal  grades  ^itirely. 

The  Chairman.  In  a  number  of  States  it  is  not  required  ? 

Mr.  Searle.  No,  sir. 

The  Chairman.  How  many  States  require  Federal  inspection  ? 

Mr.  Searle.  I  could  not  say  just  how  many. 

The  Chairman.  Does  that  state  the  quantity  fOid  the  quality  as 
well? 

Mr.  Searle.  Yes,  sir ;  the  quantity  and  quality  are  inspected.  That 
is,  the  grades  are  inspected. 

The  Chairman.  Does  it  state  by  what  inspection? 

Mr.  Searle.  Yes,  sir;  it  does. 

The  C3ECAIRMAN.  Under  the  Federal  standard! 

Mr.  Searle.  Yes,  sir. 

The  Chairman.  That  is  all.    We  are  very  grateful  to  you,  sir. 

Mr.  Searle.  And  I  wish  to  thank  you. 

STATEMENT  OF  MB.  A.  A.  HAAOENSOIT,  BABNESVILLE,  MDni. 

Mr.  Haagenson.  Mr.  Chairman  and  monbers  of  the  committee, 
my  object  in  appearing  before  this  committee  to-day  is  to  represent 
myselr  as  a  country  elevator  operator,  and  also  as  a  producer  of  grain 
in  the  Red  River  Valley  of  Minnesota,  and  to  enter  my  protest 
against  the  enactment  of  a  law  that  would  prohibit  or  restrict  trad- 
ing in  futures  in  the  principal  markets  of  this  country, 

I  feel  that  in  order  to  De  successful  in  buying  grain  from  the 
farmers  at  a  country  elevator  it  is  absolutely  necessary  to  have  the 
opportunity  of  selling  it  at  the  same  moment  or  the  next  day  in 
the  terminal  markets  for  future  delivery. 

The  elevators  that  we  operate  there  at  Baker,  Minn.,  and  at  Kent, 
Minn.,  are  right  in  the  heart  of  the  wheat  district — one  of  them  prin- 
cipally ;  the  other  is  in  the  oats  district  rather  exclusively.  The  one 
at  Baker  is  the  one  that  handles  mostly  oats  and  barlev.  We  bay 
oats  from  the  farmer  during  the  fall  months  whenever  he  wants  to 
sell  them  during  the  fall  months,  and  we  store  them,  and  have  for 
the  last  four  or  five  years  carried  the  oats  in  the  elevator  at  Baker 
until  the  winter  and  spring  months,  and  then  merchandise  it  out 
to  the  different  stations  in  ^orth  Dakota  and  Minnesota. 

If  it  had  not  been  for  the  fact  that  we  have  been  able  to  hedge  that 
oats  in  the  Minneapolis  market,  we  would  not  have  been  able  to  han- 
dle the  oats  that  way,  because  our  means  do  not  permit  us  to  buy  a 
great  quantity  of  oats  and  store  th^i  in  our  own  elevator  under  our 
own  direction  and  supervision  unless  we  were  willing  and  able  to 
show  the  banker  or  the  man  we  borrowed  the  money  from  to  buy 
the  oats  that  we  were  absolutely  safe  as  far  as  the  price  was  con- 
cerned at  the  time  we  could  sell  them.  The  reason  we  are  mer- 
chandising them  out  north  and  east  of  us  is  because  we  are  enabled 
then  to  set  the  Minneapolis  price  for  them  at  oar  station* 

The  elevator  at  Kent  handles  wheats  and  we  and  buying  it  and 
selling  it  in  the  market,  buying  futures  from  day  to  day  as  we  buy 
wheat  and  as  we  buy  it  in  1,000-bushel  lots.    And  I  feel  it  is  abso- 
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lately  essential  for  the  country  elevator  operator,  whether  he  is  a 
farmer's  house  or  an  independent,  to  have  the  protection  of  futur^ 
trading. 

As  Mr.  Searle  said  a  moment  ago,  the  Winnipeg  market  is  open 
for  future  trading,  and  probably  wiU  continue  to  be  so.  We  are 
near  the  Canadian  Una.  We  are  on  the  line  that  runs  to  Winnipeg, 
and  it  is  my  best  judgment  that  in  the  case  the  markets  in  Minne- 
apolis and  Chicago  are  eliminated  as  future  trading  stations  for 
us  we  would  go  to  the  Winnipeg  market  and  sell  our  wheat  and  our 
oats  for  future  delivery  until  we  were  able  to  get  them  there  and 
sell  them  on  the  cash  market. 

I  have  not  any  reason  to  feel  but  that  this  committee  is  perfectly 
willing  to  give  everyone  what  is  riffht;  that  that  is  all  they  look  for, 
to  see  that  both  the  farmer  and  the  producer  and  the  elevator  op- 
erator, whether  they  are  large  or  small,  and  the  consumer,  are  getting 
what  is  right.  And  I  feel  that  under  the  present  system  as  it  existe 
to-day  and  has  existed  for  a  long  time  in  this  country  it  is  perhaps 
as  good  as  coidd  be  had.  The  pending  bills,  as  I  understand  them — 
and  I  have  read  some  of  them — do  not  particularly  propose  anvthing 
that  is  radically  different,  or  do  not  propose  any  new  system  for  the 
handling  of  this  grain  business,  and  until  they  do  that  I  feel  that 
there  should  not  be  any  change  in  it. 

As  I  said  in  the  beginning,  I  own  some  land  up  there  and  raise 
some  wheat  and  oats,  and  I  feel  just  the  same  way  as  the  producer. 

I  think  that  is  all  I  care  to  say. 

The  Chaibmak.  Mr.  HcLaughlin,  have  you  any  questions! 

Mr.  McLaughlin  of  Michigan.  None. 

The  Chatoman.  Mr.  Voigt  f 

Mr.  VoiOT.  I  have  none. 

The  Chaibman.  Mr.  Haagenson,  you  hedge  ? 

Mr.  Haaoekson.  I  do ;  yes. 

The  Chairman.  It  is  the  usual  requirement  in  that  business  to  sell 
on  arrival,  is  it  not? 

Mr.  Haaoenson.  In  the  case  of  the  oats  it  would  be  pretcticallv 
impossible,  because  I  do  not  sell  oats  on  the  Minneapolis  or  Duluth 
markets.  As  far  as  wheat  is  concerned,  the  to-arrive  market  is 
practically  always  on  a  20-day  basis. 

The  Chairman.  You  consider  it  absolutely  safe,  do  you,  to  buy 
and  sell,  or  to  sell  and  buy,  when  you  have  the  opportunity  of 

hedgiiuTt 

Mr.  Haagenson.  Whv,  it  is  as  near  safe  as  it  is  pos9ible  to  make  it. 
There  is  always  some  element  of  chance  to  a  certain  extent,  but  you 
eliminate  it  as  far  as  possible. 

The  Chairman.  You  receive  the  farmers'  wheat  in  December? 

Mr.  Haagenson.  I  buy  it. 

The  Chairman.  You  receive  it  for  storage  ? 

Mr.  Haagenson.  Yes. 

The  Chairman.  We  wiU  say  the  price  is  $1  a  bushel,  and  you 
hedge  for  May.  May  future  is  $1.  Now,  suppose  January  cash 
wheat  jumps  up  12  or  15  cents,  then  what?  The  farmer  is  entitled 
to  $1.15,  is  he  not  ?    And  your  hedge  is  on  the  basis  of  $1. 

Mr.  Haagenson.  I  do  not  quite  understand  your  question. 

The  Chairman.  The  farmer  delivers  a  thousand  bushels  of  wheat 
in  December.    The  cash  price  is  $1  a  bushel,  and  the  future  price  is 
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$1  for  May.  You  buy  a  thousand  bushels,  and  you  fiSiip  a  thousand 
budiels  and  sell  it. 

Mr.  Haaoekson.  That  is  the  part  of  the  question  I  did  not  get. 

The  Chaibmak.  You  buy  a  thousand  bushels  for  May.  In  the 
meantime  the  May  wheat  remains  the  same,  but  the  cash  goes  to  a 

Eremium  of  15  cents  in  January,  and  the  farmer  calls  for  ^1.15  for 
is  wheat. 

Mr.  Haagenson.  I  would  lose,  as  an  elevator  operator,  the  spread 
of  the  market. 

The  Chairman.  You  would  lose  15  cents  a  bushel  t 

Mr.  Haageksok.  Yes. 

The  Chairman.  Then  it  is  not  an  entirely  safe  proposition? 

Mr.  Haaoenson.  It  is  not  entirely ;  there  is  always  some  risk.  That 
16  an  unusual  margin,  though,  15  ce^  piemium;  it  is  something  we 
have  never  had  until  since  the  war. 

The  Chairman.  We  ha^e  it  to-day? 

Mr.  Haagenson.  We  have  it  to-day^  because  the  market  is  unusual. 
The  markets  are  in  an  unusual  situation. 

The  Chairman.  On  what  exchange  do  you  hedge  ? 

Mr.  Haagenson.  Minneapolis  and  Duluth. 

The  Chairman.  How  many  grades  are  deliverable  on  the  contract 
there? 

Mr.  Haagenson.  Well,  No.  1  and  No.  2,  and,  I  think,  No.  3  is;  I 
could  not  say  for  certain,  because  I  have  never  delivered  much. 

The  Chairman.  There  are  nine  grades  altogether? 

Mr.  Haagenson.  Well,  I  handle  but  one  dark  northern  and  one 
northern. 

The  Chairman.  Are  you  familiar  with  the  terms  of  the  contract? 

Mr.  Haagenson.  Not  any  more  than  that  I  know  that  my  wheat  is 
No.  1,  2,  and  3  northern  and  is  acceptable  on  the  contract. 

The  Chairman.  But  you  are  not  advised  as  to  the  price? 

Mr.  Haagenson.  Well,  yes — as  to  the  price  per  bushel? 

The  Chairman.  I  mean  the  difference  between  the  grades? 

Mr.  Haagenson.  No. 

The  Chairman.  That  is  all ;  we  are  very  grateful  to  you. 

STATEMENT  OF  MS.  C.  A.  NELSON,  SEOBETAKT  FABMEBS'  ELE- 

VATOB  CO.,  BBOOTEN,  MINN. 

Mr.  Nelson.  Mr.  Chairman,  I  am  the  secretary  of  the  Farmers' 
Elevator  Co.  at  Brooten,  Minn.  I  am  interested  m  this  way,  being 
the  secretary,  that  whenever  the  farmer  brings  his  stuff  in  there  to 
sell  it  we  pay  for  it,  and  we,  of  course^  use  the  future  as  a  hedge  to 
sell  the  cash  grain  against  the  cash  gram  that  we  bought.  The  same 
way,  of  course,  we  use  the  storage.  When  we  ship  out  of  storage  we 
buy  the  hedge  against  the  storage  already  shipped.  That  is  what 
we  do. 

We  use  the  hedge  for  the  simple  reason  that  it  is  an  insurance,  and 
we  thereby  can,  of  course,  borrow  money  at  the  banks. .  The  banks 
strictly  refuse  to  let  us  borrow  any  money  unless  we  are  entirely  pro- 
tected  with  a  future  hedge  and  have  a  guaranty  against  loss. 

I  believe  that  is  all. 

Mr.  McLaughlin  of  Michigan.  I  have  no  questions. 

Mr.  Voigt.  No  questions. 
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Mr.  RiDDicK,  No  Questions. 

The  Chaibman.  Tnank  you  very  much,  Mr.  Nelson. 

STATEKEHT  OF  ME.  JOHN  E.  LEWIS,  KUBDOCE,  UINN.,  FSESI- 
DENT  FASHEBS'  ELEVATOR  CO.,  KEBKHOVEN,  MINN. 

Mr.  Lewis.  Mr.  Chairman,  my  business  is  farming,  and  I  am  also 

£  resident  of  the  Farmers'  Cooperative  Elevator  Co.  of  Kerkhoven, 
(inn.  We  handle  from  250,000  to  350,000  bushels  of  grain  in  a  year. 
We  have  an  elevator  capacity  of  approximately  75,0(X)  bushels.  We 
find  at  times  that  it  is  necessary  to  carry  a  houseful  of  grain.  There 
is  very  little  storage  at  our  elevators  in  normal  times.  This  year  we 
have  considerable. 

We  have  a  lot  of  money  tied  up  in  that  grain,  and  we  have  to  pro- 
tect ourselves^  and  the  only  way  we  have  to  protect  ourselves  at  the 
present  time  is  to  hedge  that  ^rain  as  we  buy  it,  and  our  manager 
is  instructed  to  hedge  that  gram  just  as  fast  as  he  buys  it,  and  it  is 
the  only  safe  system. 

Now,  we  bought  barley  before  it  was  put  on  the  hedging  list.  It 
was  necessary  ^r  us  to  take  10  or  12  cents  a  bushel  margin  between 
our  station  and  Minneapolis.  That  was  on  the  old  freight  rates, 
which  were  considerably  lower  than  they  are  now.  At  the  present 
time  we  are  doing  it  on  practically  the  same  margin  that  we  did  when 
we  paid  the  old  rates,  and  less  lor  the  selling  commission,  for  the 
reason  that  we  can  protect  ourselves  on  it. 

We  can  lose  on  hedging  our  wheat  this  year,  and  have  lost  a  little, 
because  we  have  a  poor  grade  that  is  not  deliverable  on  contract  and 
we  have  had  to  buy  considerable  of  that  stuff  on  a  wider  spread  this 
year  on  that  amount. 

Oats  under  the  present  system  we  are  handling  on  apj^roximately 
1  cent  margin  over  expenses  between  our  marketing  point  and  the 
terminal.  Last  year  we  had  $96,000  tied  up  in  good  grain  in  our 
elevator.  Our  local  banks  can  finance  us  to  the  extent  of  $13,000 
under  the  State  laws  of  Minnesota.  Consequently,  we  had  to  find 
another  market  to  get  money  to  finance  our  grain,  and  we  can  not 
do  it  without  making  it  a  safe  proposition. 

Mr.  McLaughlin  of  Michigan.  Where  do  you  get  the  money? 

ilr.  Lewis.  We  get  the  money  through  the  Minneapolis  Chamber 
of  Commerce — a  commission  house  that  handles  our  business. 

Mr.  McLaughlin  of  Michigan.  Have  you  examined  these  bills 
that  are  pending  here  ? 

Mr.  Lewis.  Not  closely. 

Mr.  McLaughlin  of  Michigan,  Are  you  able  to  express  an  opinion 
as  to  the  advisability  of  reporting  them  favorably  and  trying  to  get 
them  through  the  Bfouse? 

Mr.  Lewis.  Well,  I  think  if  we  eliminate  the  speculative  element 
in  our  terminal  markets  it  is  going  to  be  difficult  for  us  to  find  a 
market  every  day  of  the  year.  That  is  the  position  we  take  on  it. 
The  position  that  we  take  is  that  what  makes  the  value  of  an  article 
is  what  somebody  else  wants  to  pay  us  for  it.  Under  the  present 
marketing  system,  as  I  understand  it,  all  of  our  grain — ^the  cash  and 
the  future — is  sold  at  public  auction,  and  we  nave  access  to  that 
market  to  sell  our  grain  to  the  highest  bidder.  i 

Mr.  McLaughlin  of  Michigan.  One  of  these  bills  provides  that  in 
this  hedging  and  future  trading  only  three  times  as  much  grain  shall 


460  FXJTUBB  IRA0ING. 

be  permitted  as  cash  grain,  as  I  understand  it.  Do  you  think  that 
would  be  harmful  to  you } 

Mr.  Lewis.  I  do  not  know  that  I  am  prepared  to  answer  that  ques- 
tion. I  heard  that  matter  discussed  here  before,  and  I  could  not  just 
understfluod  the  explanation  of  it. 

Mr.  McLAnoHXiN  of  Michigan.  Well,  you  are  satisfied  with  the 
existing  conditions! 

Mr.  Lewis.  Yes. 

Mr.  McLauohuk  of  Michigan.  You  have  heard  also,  I  presume, 
that  in  other  parts  of  the  country,  large  wheat-growing  sections,  this 
business  is  carried  on  differently,  and  there  is  very  Ettle  hedging, 
very  little  buying  and  selling  of  futures,  and  so  on.  And  the  people 
in  that  part  of  the  country  seem  to  get  along  pretty  well  without 
this  plan  that  you  take  advantage  of.  Now,  is  there  any  truth  in 
the  statement  made  by  somebody  that  you  carry  on  your  business 
in  the  manner  you  do  because  the  method  that  vou  must  follow  up 
there  is  dictated  by  Minneapolis  and  Duluthi  That  you  would 
prefer  some  other  method,  but  they  have  adopted  this  plan  and  you 
must  conform  to  it  ? 

Mr.  Lewis.  We  have  a  different  method  in  St.  Paul  if  we  want  to 
avail  ourselves  of  it — ^the  farmers'  cooperative  merchandising  of 
grain — ^but  we  can  not  use  it.  There  is  no  hedging  in  that  market. 
Sut  I  presume  they  would  use  the  Minneapolis  market  to  hedge  a 
lot  of  stuff  for  the  elevators  that  they  are  doing  this  for.  We  can 
not  use  their  market ;  we  have  tried  it  several  times  and  we  can  not 
use  it. 

Mr.  McLaughlin  of  Michigan.  Do  you  think  you  are  expressing 
the  opinion  that  generally  prevails  in  your  part  of  the  country  among 
men  situated  about  as  vou  as  to  the  advisability  of  continuing  the 
present  method  and  their  attitude  toward  these  propositions  to 
change  it? 

Mr.  Lewis..  There  is  a  ^eat  deal  of  dissatisfaction  and  talk,  but 
there  is  not  a  man  that  is  talking  that  knows  what  he  is  talking 
about.  He  don't  understand  the  nmctions  of  the  chamber  of  com- 
merce at  all.  He  don't  know  the  first  thin^  about  it,  only  what  some 
of  these  fellows  come  up  there  and  tell  him.  We  have  had  several 
members  on  the  board  that  were  opposed  to  the  svstem,  and  we  have 
advised  them  to  go  down  to  the  market  and  see  how  it  is  done,  and 
every  man  that  has  come  back  is  satisfied. 

'Mr.  VoiGT.  If  you  could  hedge  three  times  every  bushel  of  grain 
that  you  actually  handle,  that  would  not  be  any  nardship  on  you, 
would  it? 

Mr.  Lewis.  We  don't  want  to  hedge  it  but  once. 

Mr.  VoiGT.  Then,  I  say,  this  proposed  legislation  would  not  be 
harmful  to  you? 

Mr.  Lewis.  I  see  where  it  could  be  very  easily. 

Mr.  VoiGT.  Well,  so  far  as  you  are  personally  concerned,  you  hedge 
only  once  ? 

Mr.  Lewis.  Through  this  hedging  i^nstem  we  provide  a  market 
every  day  in  the  year.  Perhaps  it  mignt  work  to  flie  injury  of  the 
man  that  wanted  to  buy  my  stuff  and  rehedge  it. 

Mr.  VoiOT.  Any  man  that  buys  the  cash  grain  from  you  would  be 
allowed  to  hedge  three  times  alsot 
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Mr.  Lewis.  But  it  might  be  necessary  to  hedge  that  grain  more 
times  than  that  to  get  out  on  the  market. 

Mr.  VoiOT.  Well,  that  is  lUst  a  supposition  on  your  part.  You  do 
not  bnow  what  would  result  if  every  cash  transaction  were  capable 
of  being  hedged  three  times — ^that  is,  you  do  not  know  whether  that 
would  create  a  market  or  not} 

Mr.  Lewis.  No;  I  could  not  say  definitely  as  to  that. 

Mr.  VoiGT.  Then  you  have  got  a  fear  that  it  might  in  some  way 
interfere  with  a  free  market? 

Mr.  Lewis.  It  might ;  I  see  where  it  might. 

Mr.  Voiorr.  That  is,  there  would  not  he  as  many  speculators  in 
^ain  as  there  would  be  if  hedging  were  without  limit? 

Mr.  Lewis.  It  would  not  be  as  safe  for  a  man  to  si)eculate  in  it. 

Mr.  McLaughuk  of  Michigan.  When  he  goes  out  and  tries  to  find 
somebody  to  hedge  with,  everyone  he  runs  up  against  may  be  some- 
body that  has  already  played  nis  string  out. 

Mr.  VoioT.  The  chances  are  they  would  not  all  play  out  at  the 
same  time. 

Mr.  McLaughlin  of  Michigan.  He  has  got  to  stay  at  home  part 
of  the  time  and  attend  to  his  business;  he  can  not  be  looking  for 
that  man  that  is  free. 

Mr.  VoiGT.  The  gentleman  that  is  free  and  has  not  hedged  three 
times  would  doubtless  bob  up  on  the  exchange,  either  in  Minneapolis 
or  Chicago. 

Mr.  laswjfi.  Well,  I  don't  know  very  much  about  the  workings  of 
the  exchange,  but  it  looks  reasonable  to  me  to  suppose  that  the  men 
that  are  doing  this  business  are  m  the  game  all  the  time. 

Mr.  RnmiCK.  What  is  the  attitude  toward  the  exchanges  of  the 
farmers  of  Minnesota  who  raise  wheat? 

Mr.  Lewis.  Well,  as  I  said  before,  there  are  a  great  many  of  them 
that  do  not  understand  the  situation  that  are  opposed  to  it. 

Mr.  RiDDiCK.  You  think  all  of  the  opposition  is  based  upon  lack 
of  understanding  or  lack  of  intelligence? 

Mr.  Lewis.  Most  of  it,  I  think. 

Mr.  RiDDioK.  You  think  there  is  no  manipulation,  hammering 
prices  down,  at  any  time? 

Mr.  Lewis.  Oh,  there  undoubtedly  is  at  times,  but  that  works  both 
ways. 

Mr.  RiDDiCK.  It  is  not  serious,  as  far  as  the  producer  is  concerned? 

Mr.  Lewis.  I  don't  think  so. 

Mr.  VoiGT.  Have  you  any  notion  of  your  own  as  to  how  many 
times  a  bushel  of  wheat  is  turned  over  between  the  producer  and  the 
consumer? 

Mr.  Lewis.  I  don't  know  anythingr  about  that. 

The  Chaikmak.  We  are  very  grateful  to  you,  Mr.  Lewis. 

STATEKEST  OF  UB.  P.  E.  EHUTSON,  HANAOEB  FAKUEB8'  ELE- 
VATOR, EGOLESTON,  lONN. 

Mr.  Kkftson.  Mr.  Chairman,  we  are  interested  in  the  grain  busi- 
ness, and  we  handle  it  the  same  as  these  other  men  have  explained  to 
you.  We  buy  it  in  the  fall  of  the  year  when  g^rain  starts  to  move, 
and  we  do  not  pay  any  attention  to  whether  it  is  sold  or  not,  to  start 
with-     Then  we  order  cars  and  ship  it.  so  as  to  have  room,  and  we 
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ship  this  grain  and  buy  futures  against  it,  and  then  as  the  firm  sells 
it  to  us  we  buy  the  futures  back.  If  we  could  not  deal  in  futures  we 
would  only  act  as  warehousemen  and  load  the  grain  for.  them  and 
ship  it  to  the  market.  And  if  we  could  not  deal  in  futur^  or  did 
not  have  something  to  take  the  place  of  it,  we  could  not  furnish  these 
people  with  a  market  whenever  they  wanted  .to  sell.  And  until  there 
is  something  brought  up  that  would  take  the  place  of  it  and  ci*eate 
a  demand  for  this  grain  at  any  time,  I  do  not  think  the  option  shoold 
be  done  away  with. 

Mr.  McLaughlin  of  Michigan.  If  you  could  not  hedge  you  would 
have  to  have  money  enough  to  buy  all  that  was  offered  to  you,  and 
you  would  hajve  to  have  money  enough  to  afford  to  carry  it  until 
you  could  sell  the  actual  grain. 

Mr.  Knutson.  And  then  the  question  would  be  how  much  that 
"  afford  "  would  mean. 

Mr.  McLaughlin  of  Michigan.  And  then  when  you  buy  from  the 
farmer  would  you  buy,  as  I  understand  it,  at  a  smaller  price,  so  as 
to  be  sure  you  were  buying  safe? 

Mr.  Knutson.  Absolutely.  The  fact  is  we  could  not  buy  it  at  all, 
because  we  would  ask  such  a  lar^e  margin  that  the  farmers  would 
not  sell  it.  They  would  pool  their  receipts  and  ship  a  carload  to- 
gether. That  is  the  way  it  would  eventually  work  out.  Because  if 
we  asked  8  or  10  cents  a  bushel,  or  even  5  or  6  cents  a  bushel,  as  a 
margin  of  profit,  they  would  not  sell  it  to  us  at  all ;  they  would  ship 
it.  At  the  present  tune  we  try  to  cooperate  on  a  margin  of  profit 
of  4  oents  a  bushel. 

The  Chairman.  You  turn  the  risk  over  to  the  speculator? 

Mr.  Knutson.  We  do;  yes,  sir.  We  do  not  aim  to  do  any  specu- 
lating. 

The  Chairman.  You  play  safe? 

Mr.  Knutson.  As  safe  as  we  can.  It  is  not  always  very  safe.  Be- 
fore the  war  conditions  were  very  good  for  a  man  hedging  grain. 

Mr.  McLaughlin  of  Michigan.  Do  you  Imow  what  the  sentiment 
of  the  wheat  growers  and  grain  growers  in  your  part  of  the  coun- 
try is  toward  this  legislation? 

Mr.  Knutson.  The  sentiment  is  that  they  hate  to  see  elverybody  else 
make  money  off  their  product  when  they  don't  have  to  raise  it.  They 
don't  care  whether  it  goes  up  or  down,  they  don't  want  the  other 
fellow  to  touch  it  unless  he  eats  it.    [Laughter.] 

Mr.  McLauohmn  of  Michigan.  Have  you  heard  of  some  who  favor 
this  legislation  and  wish  to  throttle  the  exchanges? 

Mr.  ICnutson.  The  extreme  short  selling;  yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  feel,  with  the  gentleman 
who  just  preceded  you,  that  those  who  have  that  opinion  are  talking 
without  information  or  a  large  amount  of  intelligence? 

Mr.  Knutson.  There  are  very  few  people  that  understand  the 
hed^ng  of  grain,  especially  among  the  farmers.  I  would  say  that 
not  2  per  cent  of  them  understand  it. 

Mr.  McLaughlin  of  Michigan.  Do  you  think  that  the  2  per  cent 
that  do  understand  it  f  a}vor  the  present  plan  ? 

Mr.  Knutson.  Those  that  understand  it  favor  it. 

Mr.  McLaughlin  of  Michigan.  And  the  opposition  comes  from 
those  that  do  not  know  what  they  are  talking  aoout? 
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Mr.  Kntttson.  Yes,  sir.  The  only  thing  that  is  opposed  by  those 
who  understand  it  is,  if  they  pool,  like  you  say,  and  make  extreme 
short  selling  to  force  the  market  down.  If  there  could  be  some- 
thing done  to  do  away  with  that,  of  course,  they  would  be  very  well 
pleased. 

The  Chairman.  We  are  very  grateful  to  you,  Mr.  Knutson.  Mn 
I^ewis  desires  to  make  an  additional  statement. 

Mr.  Lewis.  I  just  wanted  to  make  one  statement  in  regard  to  that 
protection.  We  have  a  farmers'  elevator  14  miles  south  of  us  that 
did  not  hedge  their  grain  this  year,  and  I  understand  they  stand  to 
lose  now  $25,000  on  their  business  up  to  this  time. 

STATEKENT  OF  lOt.  H.  MoFABUN,  CENTEAL  IOWA  GRAIN  C0.« 

DES  MOINES,  IOWA. 

Mr.  McFarlin.  Mr.  Chairman,  I  wish  to  start  in  with  the  state- 
ment that  I  have  the  view  that  the  grain  exchanges  perform  a  very 
valuable  function  in  the  handling  of  grain,  and  listening  to  the  testi- 
mony of  these  men  representing  these  exchanges  confirms  that  view. 
I  personally  would  not  like  to  see  anything  done  to  cripple  the  effi- 
ciency of  the  great  grain  exchanges. 

Listening  to  the  testimony  of  these  gentlemen  from  South  Dakota 
and  Minnesota,  where  they  are  handling  wheat  pretty  largely,  there 
seems  to  be  a  different  situation  than  we  have  in  Iowa.  We  are  a 
small  company — six  country  elevators.  We  have  done  no  hedging 
for  the  last  two  years.  From  J^lyl  to  January  1  we  made  a  little 
money  on  corn  without  hedging.  We  were  even  on  the  oats  question 
until  they  got  down  to  about  60  cents  to  the  farmer  when,  like  a  good 
many  of  the  fanners,  we  got  overconfident  and  commenced  to  hold  it. 
So  we  are  behind  on  the  oats ;  we  have  got  them,  hoping  we  will  be 
out  of  them  later  on. 

So  it  is  my  experience  that  in  Iowa  it  is  not  essential  in  handling 
com  and  oatis  to  hedge.  We  get  bids  every  morning  from  St.  Louisy 
Kansas  City,  Chicago,  and  Peoria.  We  sell  a  good  deal  of  com  to 
the  starch  works  at  Keokuk  and  one  at  Clinton,  to  the  Quaker  Oats 
Milk,  and  so  forth — the  industries.  A  good  deal  of  the  com  in  Iowa 
is  sold  to  the  industries.  A  great  deal  of  it  does  not  go  to  the  terminal 
markets.  As  I  say,  our  situation  seems  to  be  different  in  Iowa  on  com 
and  oats  than  it  is  on  wheat  in  the  Northwest.  But  I  would  not  wish 
to  have  anything  done  that  would  interfere  with  the  efficiency  of  the 
great  ffl'ain  exchanges. 

I  a&ed  Mr.  George  A.  Wells,  secretary  of  the  Western  Grain 
Dealers'  Association,  last  Saturday  morning  if  he  would  let  me  have 
his  views  in  regard  to  hedging.  Mr.  Wells  is  a  member  of  a  committee 
of  the  Western  Grain  Dealers'  Association,  which  met  in  Chicago 
week  before  last  in  conference  with  the  officers  of  the  board  relative 
to  whether  some  changes  could  not  be  made  that  would  make  hedging 
inore  safe.  My  own  experience  is  that  there  is  as  much  risk  in  plac- 
ing hedffes  as  there  is  in  carrying  the  insurance  myself.  I  would  like 
to  read  Mr.  Wells's  reply,  because  I  think  some  of  you  gentlemen  have 
heard  Mr.  Wells.  He  has  been  here  in  Washington  quite  frequently 
on  matters  pertaining  to  the  grain  trade.  We  have  a  great  deal  of 
respect  for  him  out  there  in  towa.    He  represents  some  400  country 
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elevators,  mostly  in  Iowa,  some  in  South  Dakota,  some  in  Nebraska 
On  last  Saturday,  Januaiy  8,  he  wrote  mo 

Replying  to  your  Inquiry  as  to  what  action  has  been  taken  by  the  legislative 
committee  in  regard'  to  legislation  now  in  Ck>ngre8s  relating  to  future  trading, 
etc,  and  its  attitude  with  reference  thereto,  would  state  that  the  committee  are, 
broadly  speaking,  absolutely  in  favor  of  the  present  system  of  the  commercial 
distribution  of  grain,  the  economic  functions  of  the  grain  exchange,  the  open 
market,  future  trading,  hedging,  and  speculation  within  reasonable  Umits. 
The  committee,  however,  is  of  the  opinion  that  excessive  and  pernicious  trading 
is  being  done  in  the  pits  of  the  CMcago  Board  of  Trade  by  a  very  few  large 
individuals  and  corporate  Interests,  and  that  such  excessive  trading  is  not  es- 
sential and  does  not  perform  an  economic  service. 

The  committee  is  of  the  opinion  that  there  should  be  a  limit  established  that 
will  prevent  an  individual  speculative  trader  fk'om  going  into  the  pits  and  sell- 
ing mUiions  of  bushelB  of  grain  when  the  roltime  of  grain  in  flow  and  in  termi- 
nal storage  is  exceedingly  low,  as  at  the  present  time,  as  under  such  a  condition 
the  trading  in  the  pits  by  the  individual  trader  Is  exceedingly  detrimental  to  the 
Interests  of  the  country  trade  who  may  attempt  to  make  use  of  the  n^arket  for 
hedging  purposes. 

We  feel  that  speculation  so  far  as  necessary  should  be  done  by  traders  widely 
scattered  over  the  country,  instead  of  confined  to  the  speculative  element  in  the 
pits,  for  the  reason  that  the  trading  done  by  a  large  number  of  speculators 
widely  scattered  does  certainly  reflect  local  as  well  as  general  conditions  as  to 
crops,  etc.,  whereas  the  trading  by  the  large  individual  speculative  trader  in  the 
pits  reflects  his  own  pernicious  ambition  to  manipulate  the  market  for  profit 

I  can  not  state  definitely,  but  it  would  seem  to  be  th6  sense  of  the  conunittee 
at  the  last  meeting  that  it  defer  taking  any  action  until  after  March  ;  and  it  was 
the  hope  of  the  committee  that  the  directors  of  the  Chicago  Board  of  Trade  would 
immediately  establish  a  regulation  within  Itself  limidjci^  the  amount  of  future 
trading  by  any  individual,  firm,  or  corporation  at  a  reasonable  point  and  stiU 
give  sufficient  latitude  for  hedging  purposes. 

Mr.  MGLAUOHi.iif  of  Michigan.  What  is  that  committee  that  he 
speaks  of  ? 

Mr.  MqFaklin.  That  was  a  ccHnmittee  of  the  Weaiiem  Grain  Deal- 
ers' Association.  It  consisted  of  Mr.  Wells  and  the  president  of  the 
association  and  a  couple  of  others.  I  think  there  were  four  of  them 
went  to  Chicago  to  consult  with  them. 

I  w|is  interested  in  your  distinction  between  speculation  and  ma- 
nipulation. I  think  that  covers  the  ground.  I  think  the  bad  effects 
of  these  operations  come  from  the  manipulation,  not  the  speculation* 
I  think  that  has  been  demonstrated  by  the  gentlemen  representing 
these  exchanges — ^that  speculation,  a  Tolume  of  it,  is  good,  because  it 
equalizes  and  enables  us  to  sell  when  we  wish  at  any  time.  But  the 
large  operators,  sometimes  called  plungers,  who  go  in  and  carry 
through  large  operations— my  understanding  is  that  those  operations 
and  the  fluctuations  of  the  markets  up  and  down  have  quite  a  tendency 
to  keep  people  from  hedging  who  would  othervise  hedge  stuff  that 
they  are  carrying.  I  have  blown  instances  when  men  have  loBt  on 
their  hedges  and  on  their  cash  grain,  too, 

I  know  that  some  of  my  good  friends  on  the  Chicago  Board  of 
Trade  would  probably  take  exception  to  what  I  say,  but  all  the  same, 
it  is  my  conviction  that  private  wires  put  into  country  towns  are  not 
a  good  thing.  I  think  I  am  safe  in  saying  that  95  out  of  100  bankers 
in  country  towns  will  tell  you  that  they  do  not  want  a  private  wire 
to  come  into  the  town.  If  I  am  borrowing  money  at  a  bank  and 
they  find  out  I  am  dealing  in  options  on  the  board  of  trade,  it  woulil 
very  seriously  affect  my  credit. 

Mr.  McIiAtjQHUK  of  Michigan.  And  in  Minnesota  a  banker  will 
not  lend  a  man  money  unless  he  does.  ' 
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Mr.  MoFabuk.  That  is  hedging :  I  am  speatdiig  of  spNsciilatioii. 

Mr.  McLaughlik  of  Michigiui.  It  is  just  the  same  thing-^with  a 
limit.    It  is  speculation  with  a  limit,  isn't  it? 

Mr.  McFabuk.  Oh,  no..  If  I  have  SO^OOO  bushels  of  oats  that  I 
have  in  storage,  and  I  am  a  little  afraid  of  the  market,  especially  if 
there  is  a  premium  on  the  future,  and  I  choose  to  sell  it  tor  future 
deUvery,  that  is  hedging. 

Mr.  MgLaughun  of  Michigan.  But  in  that  hedging  transaction 
you  do  not  sell  those  oats  at  all ;  you  simply  bet  on  what  the  market 
will  be  at  a  future  time. 

Mr.  McFabun.  But  it  is  insurance. 

Mr.  MgLaughun  of  Michigan.  Isn't  that  true? 

Mr.  McFarlin.  Oh,  to  a  large  extent;  yes. 

Mr.  McLaughlin  of  Michigan.  Well,  let  us  get  down  to  brass 
tacks. 

Mr.  McFarlin.  Very  little  of  the  grain  is  ever  shipped,  but  it  is  a 
protection,  because  the  supposition  is  that  as  the  option  varies  up  and 
down  tiie  cash  follows  it. 

Mr.  McLaXtghlin  of  Michigan.  I  am  not  using  that  expression 
in  opposition  to  the  idea  that  these  gentlemien  have  advanced  here, 
but  just  to  clarify  the  situation.  It  may  be  an  entirely  proper  and 
necessary  proposition,  but  it  is  not  dealing  in  grain  at  all^  it  is  a 
gamble  and  a  bet  on  wnat  the  price  is  goin^  to  be  at  a  future  time. 

Mr.  McFablin.  Down  there  in  Iowa  aU  durii^  the  fall  the  cash 
oats  and  com  were  at  a  premium  over  the  option,  so  that  it  was 
really  a^inst  a  man  to  sell  a  future  against  his  purchases.  And 
then,  as  I  say,  we  have  no  trouble  in  selhng  our  stun,  except  we  had 
trouble  duriii^  the  terrible  car  shortage,  and  that  probably  won't 
happen  again.  During  those  times  we  were  very  handicapped,  but 
ordinarily,  under  normal  conditions,  we  can  always  sell  our  stuff.  We 
can  sell  oats  for  60  days'  shipment,  and  have  been  able  to,  and  get 
generally  fully  as  good  a  price  as  the  option. 

All  I  am  saying,  gentlemen,  is  this:  I  recognize  that  the  grain 
exchanges  are  great  institutions,  and  also  recognize  that  a  volume  of 
business  is  necessary  to  perform  the  legitimate  operations  on  them. 
I  am  just  giving  some  of  my  own  ideas. 

The  Chairman.  As  I  understand,  you  are  not  against  future  trad- 
ing, but  vou  are  in  favor  of  regulation? 

Mr.  McFarlin.  That  is  my  idea,  Mr.  Chairman.  There  has  been 
considerable  discussion  here  this  afternoon  that  I  have  been  interested 
in  sbont  the  amount  delivered  on  future  sales.  I  have  made  inquiry 
of  different  people  and  come  to  the  conclusion  that  the  trading  in 
the  pits  in  Cnicago,  especially — 95  per  cent  of  it  is  other  than  hedg- 
ing sales. 

Now.  there  is  a  difference  between  hedging  and  selling  a  future 
and  delivering  the  grain  on  that  contract.  I  nave  heard  grain  men 
say,  "Oh,  I  think  mat  is  rather  extreme" — 95  per  cent  that  do  not 
hedge — but  I  think  I  am  very  safe  in  saying  that  90  per  cent  of  it  is 
other  than  hedging.  ...    * 

The  Chairman.  Would  you  be  in  favor  of  a  limitation  such  as 
was  in  effect  during  the  war  limiting  the  exchanges  to  200,000 
buj^els? 

Mr.  McFarlin.  Mn  Chairman^  I  discussed  that  in  Chicago  with 
tvro  or  three  different  men,  and  they  seemed  to  think  that  mat  did 
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not  during  its  operations  prevent  the  fluctuations  up  and  down.  Mr. 
Wells  has  suggeisted  that  if  200)000  was  too  small  an  amount  that  we 
make  it  300,000  or  400,000. 

The  Chairman.  But  you  think  some  limit  should  be  fixed? 

Mr.  MgFarun.  In  view  of  stopping  this  manipulation,  or  what 
might  be  called  plunging. 

Mr.  VoiOT.  The  man  who  wrote  these  letters  that  you  introduced 
is  of  the  opinion  that  the  amount  of  trading  that  an  individual  can 
do  on  one  day  should  be  limited? 

Mr.  McFarlin.  That  is  mjr  understanding,  yes ;  that  is,  to  prevent 
these  big  operations  in  buying  and  selling  and  manipulating  the 
market. 

Mr.  VoiGT.  Have  you  any  hope,  personally,  that  the  Chicago  Board 
of  Trade  would  ever  adopt  such  a  rule? 

Mr.  McFarmn.  If  I  was  a  member  of  the  board,  I  would  advise 
it  for  self-preservation. 

Mr.  VoioT.  You  do  not  think  they  are  going  to  do  it,  do  you? 

Mr.  McFarlin.  I  have  talked  to  some  of  the  best  men  on  the  board. 
I  have  heard  the  testimony  and  you  have  heard  the  testimony  this 
afternoon  that  they  acknowledge  some  things  probably  ought  to  be 
modified  and  changed. 

Mr.  VoiGT.  But  they  do  not  say  what  those  things  are  ? 

Mr.  McFarlin.  No.  I  have  talked  with  men  on  change  about 
these  indemnities — ^they  used  to  be  called  "  puts  and  calls."  I  find 
they  are  not  traded  in  in  Minneapolis  or  Toledo,  and  I  do  not  know 
as  they  are  traded  in  any  other  market  except  Chicago.  I  have  not 
seen  in  the  market's  gossip  more  than  once  where  the  buyer  or  seller 
of  those  privileges  would  come  in  and  have  an  influence  on  the  mar- 
ket. Those  men  in  Chicago  can  explain  that  better  than  I  can.  It  is 
rather  a  technical  process  that  I  have  never  cared  to  learn ;  I  never 
dealt  in  one  in  my  life. 

Mr.  VoiGT.  But  the  Chicago  Exchange  works  without  the  rule  lim- 
iting the  amount  that  an  individual  could  trade  in  on  any  one  day| 
that  would  necessitate  that  every  time  a  man  gives  an  order  to  buv  oij 
sell  his  name  is  to  be  given  to  the  man  making  the  other  end  of^the 
deal  ? 

Mr.  McFarlin.  I  suppose  it  would. 

Mr.  VoiQT.  That  would  necessitate  every  man's  name  who  deals  in 
grain  being  exposed? 

The  Chairman.  I  imagine  it  would  be  somewhat  difficult  to  kee{ 
track  of  that,  but  that  could  be  done. 

Mr.  VoiQT.  Well,  suppose  now  you  had  a  rule  that  no  man  coul^ 
trade  in  more  than  500,000  bushels.  Suppose  he  was  a  gentlemai 
who  wants  to  trade  in  2,000,000  bushels.  All  he  would  have  to  d^ 
would  be  to  name  three  dummies.  That  would  get  around  the  rule 
would  it  not? 

The  Chairman.  Mon^  laws  unfortunately  are  violated,  more  o 
less,  I  guess.    The  prohibition  law  is,  surely.    [Lauffhter.] 

But  I  have  in  mind  about  the  great  boards  of  trade  and  exchangej 
that  they  ought  not  to  hang  out  and  opi>ose  any  reforms  or  chan^ti 
if  there  are  any.  The  great  banking  business  has  had  to  come  unad 
pretty  strict  laws  and  regulations.  I  well  remember  when  we  wed 
through  about  three  years  of  contention  with  the  Government  oj 
the  establishment  of  the  Federal  trades  that  grain  and  grain  inspe^ 
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tion,  and  it  came  through  in  ^od  shape  and  it  was  a  mighty  good 
thing.  I  do  not  think  there  is  any  grain  men  in  the  country  who 
do  not  reoc^niise  that  it  is  a  very  good  thing — that  is,  the  establish- 
ment of  the  Federal  trades  and  the  supervision  that  is  given  by 
the  Government,  as  the  Government  does  not  actually  do  the  inspect- 
ing, but  supervises  it  and  sees  that  it  is  done  regularly — and  I  believe 
that  there  could  be  some  changes  in  the  methods  in  Chicago  and  on 
the  various  exchanges  that  would  have  the  benefits. 

The  Chairman.  You  would  limit  an  amount  to  the  quantity 
actually  delivered,  would  you  not?  You  would  fix  the  actual  de- 
livery? 

Mr.  McFarlin.  Oh,  no. 

The  Chairman.  But  you  would  limit  the  amount  in  excess;  that 
is,  for  roeculative  purposes? 

Mr.  McFarlin.  I  would  say  this,  Mr.  Chairman 

The  Chairman  (interposing).  A  fellow  buying  a  million  bushels 
and  expecting  it  to  oe  delivered.  You  would  not  limit  him  to  200,000 
bushels,  but  to  his  requirements? 

Mr.  McFarlin.  That  is  right. 

The  Chairman.  But  you  would  limit  the  amount  above  the  amount 
actually  required  to  carry  on  his  business? 

Mr.  McFarlin.  I  would  understand  the  idea  to  be  a  less  speculative 
element  outside  of  hedging.  Now.  a  fellow  buying  a  future  for 
wheat,  as  I  understand  ahnost  all  oi  that  is  done  by  the  millers  with 
the  expectation  of  taking  the  wheat  for  delivery;  and  that  trade 
against  a  flour  sale  is  a  hedging  sale.  ^ 

The  Chairman.  You  would  not  limit  the  actual  legitimate  hedging 
at  all? 

Mr.  McFarlin.  No ;  surely  not. 

The  Chairman.  But  the  amount  in  excess  of  that  you  would  put 
a  limit  on? 

Mr.  McFarlin.  That  would  be  my  idea. 

STATEMENT  OF  MB.  L.  W.  FOBBELL,  NEW  TOBK  PBODITCE  EX- 
CHANGE, NEW  TOBK  CITY. 

Mr.  Forbell.  My  name  is  L.  W.  Forbell,  New  York  Produce 
Exchange. 

My  statement  will  be  very  brief,  if  it  is  possible. 

Before  making  any  statement  1  wish  to  subscribe  in  the  main  to 
the  statement  read  here  by  Mr.  W.  S.  Moore,  of  Duluth.  which  I  con- 
sider one  of  the  clearest  and  most  concise  statements  ox  the  situation 
that  has  been  given  in  this  room,  and  I  say  that  without  casting  any  re- 
flection on  any  other  statement  that  has  been  made  by  representatives 
of  the  exchanges,  as  I  think  all  of  them  have  been  excellent  in  them- 
selves. But  that  statement  by  Mr.  Moore  represents  more  fully  the 
views  that  I  hold  and  which  I  think  are  generally  held  in  all  mar- 
kets ;  in  fact,  it  would  not  surprise  me  that  those  same  views  are  held 
in  all  other  markets. 

The  New  York  Produce  Exchange  is  not  a  speculative  market. 
We  have  no  wheat  pit  or  corn  or  oats  pit.  We  have  a  cottonseed  oil 
market,  which  is  the  only  speculative  market  in  the  country  of  that 
nature,  and  that  is  the  only  speculative  market  within  the  walls  of 
the  exchange.    Nevertheless,  a  very  large  speculation  in  all  grains 
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is  conducted  by  the  manbership  of  tbe  New  York  Produce  Exchange 
^and  their  custoaners. 

We  are  an  exporting  market,  clearing  the  lai^st  amount  of  grain, 
I  think,  of  any  seaboard  market,  although  that  cox^ition  may  chanse 
in  some  years.  I  would  not  be  surprised  but  what  tiiis  year  ^e 
Gulf  ports,  particularly  Galveston,  would  show  a  larger  exportation 
of  wheat  than  the  poVt  of  New  York.  But  taking  it  through  a 
series  of  years,  the  port  of  New  York  probably  clears  more  grain  for 
abroad  than  any  other  seaboard  market. 

Now,  in  consequence  of  that  most  of  the  largest  exporters  of  this 
jcountrv  are  located  at  New  York.  They  not  only  buy  for  ship- 
ment from  the  port  of  New  York  but  all  other  ports  as  well,  but 
their  operations  are  conducted  at  New  York. 

Foreign  orders  are  received  by  them  at  times  for  enormous  quan- 
tities of  grain,  be  it  wheat,  corn,  or  oats.  That  grain  is  not  always 
available  for  the  time  of  delivery  called  for  by  the  foreign  inquiir. 
It  is  necessary,  therefore,  in  order  to  accept  the  foreign  bid — whi^ 
may  have  been  on  the  basis  of  an  offer  maxle  by  them  to  Europe  the 
night  previous — for  them  to  cover  that  sale  by  a  purchase  of  futures. 
That  is  the  almost  invariable  rule  where  the  cash  grain  is  not  imme- 
diately available. 

In  turn  the  futures  is  exchanged  for  the  cash  grain  when  the  time 
-of  deliven^  or  approach  to  that  time  occurs.  Consequently  the  con- 
tention of  the  futures  market  is  of  primary  importance  to  our  ex- 
porters. It  is  of  primary  importance  to  the  European  buyer  on  that 
account ;  otherwise  he  would  not  be  able  to  buy  his  grain  as  advan- 
tageously should  trading  in  futures  be  eliminated  or  restricted  to 
such  an  extent  that  it  would  require  a  much  larger  margin  than  at 
present  prevails  between  the  buyer  and  the  seller — that  is,  between 
America  and  Europe  or  between  the  West  and  the  eastern  seaboard. 

We  do  not  think  that  the  operations  in  futures  can  be  conducted 
successfully — ^that  is,  for  hedging  purposes— either  in  hedging  the 
purchases  of  grain  by  the  western  dealer  as  it  is  bought  &om  the 
country  dealer  or  the  farmer  or,  on  the  other  hand,  sold  abroad, 
unless  there  is  a  free  and  open  market  that  is  of  sufficient  dimension  to 
absorb  the  offerings  by  hedging  purposes  or  to  provide  sufficient 
protection  to  the  exporter  who  is  selling  the  grain  abroad.  We 
therefore  think  that  it  would  be  a  grave  mistake  to  change  the  system 
that  has  endured  for  so  many  years,  and  on  the  whole  with  general 
satisfaction,  and  has  enabled  the  grain  trade  of  the  country  to  be 
conducted  on  probably  the  most  economical  basis  that  could  be 
brought  out. 

I  do  not  know  of  anything  else  that  occurs  to  me  at  the  moment 
with  which  I  could  amplify  that  statement.    But  there  are  various 

E bases  of  the  situation  that  appeal  to  one  always  that  are  afterwards 
rought  out. 

STATEMENT  OF  HE.  FEED  F.  UUNSON,  AECOLA  EIEVATOB  CO., 

AECOLA,  UL. 

Mr.  MuNsoN.  In  our  territory,  which  is  the  corn  and  oats  terri- 
tory, we  have  made  a  practice  of  purchasing  corn  early — in  August 
ana  September.  There  not  being  any  cash  market,  of  course,  -we 
have  had  to  take  advantage  of  the  hedge  to  sell  the  option  against 
our  cash  purchases. 
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We  also  do  quite  a  good  deal  of  storing  for  the  farmers,  and  as 
our  capacity  is  limitea  to  probably  40,000  bushels,  in  order  to  take 
care  oi  the  grain  as  it  comes  in,  it  becomes  necessary  for  us  to  ship- 
out  the  farmers'  grain  before  having  purchased  it ;  and  in  order  to- 
protect  ourselves  we  naturally  sell  an  option  against  it,  and  take  our 
hedge  off  when  the  farmer  feels  disposed  to  sell  it. 

In  regard  to  the  speculation  on  the  different  boards  of  trade^  we* 
feel  in  our  community  that  the  speculator  has  a  tendency  to  stabilize 
the  market.  He  is  willing  to  take  our  stuff  when  we  offer  it,  and 
quite  often  industries  are  not  in  the  market.  We,  of  course,  receive 
cash  bids  every  morning  the  same  as  every  other  elevator,  but  ouite 
often  there  are  no  bids-  on  our  cards  from  the  industries,  the  oids 
coming  in  from  the  speculator ;  and  I  think  that  is  one  place  where 
the  speculator  does  us  good  and  does  the  farmer  good. 

We  are  unable  to  sell  our  cash  stuff  and  have  anv  assurance  of  de- 
livery  because  of  transportation  difficulties,  which  probably  you  all' 
know  about.  This  season  we  have  been  rather  fortunate  m  having 
what  cars  we  needed  most  of  the  time.  But  ordinarily  in  making  our 
purchases  early  it  would  be  dangerous  to  sell  our  cash  stuff  because 
of  the  transportation  difficulties. 

I  do  not  think  I  have  anything  else  to  add  to  that,  except  this: 
That  the  feeling  generally  in  our  community  among  those  who  know 
is  that  the  board  of  trade  is  a  good  thing. 

I  am  a  good  deal  like  the  gentleman  from  South  Dakota  or  Minne- 
sota. I  think  you  will  find  that  more  of  the  agitation  against  the* 
board  of  trade  or  different  boards  of  trade  come  from  jjeople  who  are 
not  acquainted  with  its  workings  as  a  hedging  proposition. 

Mr.  VoiGT.  The  people  at  large  know  that  there  is  a  large  amoumt 
of  gambling  going  on  in  these  exchanges,  and  they  have  a  suspicion, 
that  what  that  gambling  costs  comes  out  of  their  pockets. 

Mr.  MuNsoN.  I  do  not  think  that  it  does. 

Mr.  VoiGT.  I  think  that  a  good  deal  of  it  does,  and  necessariTy 
must. 

Mr.  MuNSON.  I  was  paying  particular  attention  to  your  questiont 
to  some  one  else  a  while  ago  in  regard  to  the  loss  sustained-  by  the* 
different  transactions.  There  is  not  any  monetary  Iqss,  because  the- 
same  money  just  passes  from  one  hand  to  the  other;  it  is  just  sunplj* 
a  loss  of  energy,  as  I  understand. 

Mr.  VoiGT.  A  loss  of  energy,  my  friend,  is  a  monetary  loss.  Eet 
me  illustrate  that  to  you.  iSuppose  you  had  a  hundred  men  and  paiif 
them  $5  a  dav  for  digging  holes  and  closing  up  the  holes;.  You 
would  be  out  $600 ;  you  would  be  otrt  the  energy  of  those  men',  ani 
when  they  ^t  through  they  have  accomplished  nothing.  Tltet  is  & 
loss  to  the  Nation.  As  I  said  before,,  if  you  insure  a  house*  for  aa 
thousand  dollars,  and  that  is  the  value  of  the  house,  ancj  the  houst- 
bums  and  you  get  our  insurance  money,  you  are  nothing  out.  BUt  if 
you  were  to  bum  down  every  house  in  the  country  on  thtr  same 
theory,  it  would  impoverish  the  United  States  that  much,  wouTd'  it 
not? 

Mr.  MuNsoN.  Yes,  sir ;  that  is  true. 

Mr.  VdOT.  Now,  then,  if  yon  spend. 25  cents  for  every  boshel  of* 
grain  in  commissions,  you  have  lost  that  vast  sum  of  money,  tfite' 
ener^  represented  by  that  vast  sum,  and  the  Nation  at  Earge  has- 
nothing  to  show  for  it.    That  is  the  point  I  tried  to  make. 
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Mr.  MuNsoN.  Well,  I  do  not  quite  agree  with  you  there.  I  think 
this:  That  the  time  that  was  devoted  probably  by  these  different 
parties  in  hedging  or  in  trading  could  have  been  utilized  for  some- 
thing that  would  have  been  produced.  But  as  far  as  losing  the 
monty  is  concerned,  it  would  be  iust  a  changing  from  one  to  another. 
If  I  would  pay  you  a  quarter  of  a  cent  for  doing  something  for  me, 
ou  would  have  the  quarter  cent  and  I  would  be  worth  that  much 
ess.    But  still  the  same  amount  of  money  would  be  in  the  country. 

Mr.  VoiGT.  We  would  still  have  the  same  amount  of  money  in  the 
country,  but  the  energy  of  these  men  in  using  that  amount  of  money 
would  go  up  in  smoke,  so  to  speak.  When  the  year  is  up  there  is 
nothing  to  show  for  it. 

Mr.  MuNsoN,  That  is  true. 

Mr.  VoiGT.  Except  that  you  could  claim  that  this  so-called  hedging 
insurance  is  paid  for  by  that  vast  amount  of  money. 

Mr.  MuNsoN.  Yes. 

Mr.  VoiGT.  Then  the  question  arises  whether  the  expenditure  of 
that  vast  amount  of  energy  is  necessary  to  create  this  so-called 
insurance  ? 

I  take  it  from  what  you  have  said  here  that  this  hedging  proposi- 
tion, this  vast  amount  of  speculation,  acts  as  a  sort  of  buffer  or  shock 
absorber,  if  you  please,  between  the  seller  and  the  ultimate  consmner 
of  the  grain;  that  is,  instead  of  a  dozen  men  each  standing  a  loss  on 
a  bushel  of  grain  2  cents — assuming  that  the  market  declines — you 
spread  that  loss  over  100  men.    That  is  the  net  result  ? 

Mr.  MuNSON.  Yes.  You  do  understand  we  use  the  hedge  just 
simply  as  insurance,  so  far  as  we  are  individually  concerned,  in  the 
local  grain  business — country  elevators.  But  the  speculator  comes  in 
where  the  industry  leaves  off.  The  speculator  is  willing  to  take  out 
stuff  and  insure  us  against  a  possible  loss.  It  is  not  a  perfect  insur- 
ance, because  there  is  a  danger  of  the  spread  widening  between  the 
option  and  the  cash  stuff.  But  it  is  the  best  insurance  we  have,  and 
the  speculator  quite  often  is  willing  to  do  that  thing  that  the  industry 
is  not  willing  to  do— I  mean  by  the  "  industry  "  the  different  woduct 
companies  that  consume  our  corn,  particularly,  and  oats.  We  are 
not  in  a  wheat  coimtry. 

There  is  another  advantage,  I  think,  in  the  board  of  trade  in  this, 
that  the  quotations  are  before  our  farming  community  all  the  time. 
I  come  from  a  broom-corn  territory.  Areola,  111.,  at  one  time  had 
more  broom  com  raised  in  its  vicinity  than  any  other  nlace  in  the 
world.  We  havei  not  any  quotations  as  to  broom  com.  Our  farmers 
are  dependent  absolutely  on  what  the  buyer  sees  fit  to  give  them. 
They  know  nothing  about  what  the  world  conditions  are ;  they  know 
nothing  about  what  the  conditions  are  anywhere.  They  are  simply 
at  the  mercy  of  the  buyer,  and  it  is  different  with  the  grain  grower, 
because  he  nas  these  different  quotations  to  keep  him  in  touch  with 
conditions  and  with  the  market. 

Mr.  VoiGT.  You  take  the  man  who  manufactures  lumber;  he  does 
not  enjoy  this  privilege  of  working? 

Mr.  MUNSON.  I  guess  that  is  true. 

Mr.  VoiGT.  He  runs  his  own  risk ;  so  does  the  man  who  mines  the 
coaL  and  so  does  the  farmer  who  raises  potatoes  or  stores  eggs. 

Mr.  MuNSON.  Are  not  potatoes  quoted  on  the  different  boards 
of  trade  ?    I  think  they  are. 
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Mr.  YoiGT.  They  may  be  quoted,  but  I  have  never  heard  of  men 
trading  in  future  contracts  on  potatoes.  I  can  see  the  difference  be- 
tween a  man  who  has  the  gram  and  hedges  the  grain — ^that  is,  he 
wants  to  protect  himself  as  to  the  price  of  that  grain,  but  the  man 
who  merely  speculates  in  grain  has  not  any  grain  to  protect. 

Mr.  MuKSOK.  That  is  true,  but  I  really  believe  that  he  is  a  benefit 
to  the  producer  in  stabilizingthe  market  at  a  time  when  the  indus- 
tries are  out  of  the  market.  TThe  industries  are  not  in  the  market  at 
all  times,  and  by  the  speculator  being  there  it  gives  us  a  market; 
that  is  what  it  does,  at  all  times.  He  is  willing  to  take  this  stuff  and 
the  manufacturer  or  industry  is  not  willing  to  take  it.  He  is  simply 
willing  to  take  the  chance  of  either  making  something  or  losmg 
something. 

The  Chairman.  The  question  before  the  committee  seems  to  be 
whether  we  can  cut  out  some  of  the  gambling  in  grain  and  still  pre- 
serve a  fluent  market.  Mr.  Mimson,  the  committee  is  very  grateful 
to  you. 

Without  objection,  the  committee  will  stand  adjurned  to  meet  at 
9  o'clock  to-morrow  morning. 

(Thereupon,  at  7  o'clock  p.  m.,  the  committee  adjourned  to  meet 
to-morrow,  Thursday.  January  6, 1921,  at  10  o'clock  a.  m.) 
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Committee  on  Agricultukb, 

House  of  Representatives, 
Washington^  D.  C,  Thursday^  Jawuary  13, 19il. 

The  committee  met  at  9  o'clock  a.  m.,  pursuant  to  adjournment  oia 
yesterday,  Hon.  Gilbert  N.  Haugen  (chairman)  presidmg. 

The  (Chairman.  The  committee  will  come  to  order,  i  believe  the 
first  witness  this  morning  is  Mr.  Johnson. 

STATEMENT  OF  HE.  J.  B.  JOHNSON,  ALLEMAH,  IOWA. 

'Mr.  Johnson.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
am  manager  of  the  Farmers'  Elevator  uot.,  at  Alleman,  Iowa.    I  have  , 
been  manager  of  this  company  since  1908.    The  first  occasion  when 
we  had  to  use  the  future  market  was  in  the  fall  of  1914.    A  few  of 
our  people  did  not  sell  their  corn  in  the  summer,  and  the  market  , 
broke  pretty  sharply  in  the  f all,  and  some  of  them  said  they  could  . 
not  keep  their  crop  over  and  put  in  their  corn  for  the  next  year,  and 
I  told  them  if  they  wanted  to  bring  the  corn  to  our  elevator  I  would 
keep  it  and  find  a  future  market  and  sell  com  in  that  wav.    I  did  so 
at  mat  time.    It  was  about  60  cents  per  bushel  then.    It  had  been, 
in  the  summer^O  cents  to  65  cents  a  ousheL,,  and  we  sold  it  later  on 
for  75  cents.    We  hedged  in  the  future  market  until  next  summer, 
when  we  sold  our  com. 

Now,  we  did  not  have  any  occasion  to  use  that  hedging  feature  . 
again  for  some  time.    Last  winter  some  people  had  corn  on  hand 
that  did  not  want  to  sell  and  wanted  to  move  it  in  the  winter.    So 
we  stored  the  com  for  them  and  bought  on  the  future  market,  and 
when  they  sold  we  sold  the  future. 

This  last  summer  is  the  worst  year  we  ever  bought. on  the  market. 
Some  of  our  fellows  thought  that  around  a  dollar  and  a  quarter  was  \ 
a  good  price  for  corn,  and  they  wanted  to  sell.  When  they  sold  their 
com  we  sold  Decemoer  corn  against  it ;  and  we  sold  some  May  com 
against  it.  That  is  the  only  time  we  have  sold.  Otherwise  we  have  . 
always  t^ken  in  their  com  in  storage  and  kept  it,  but  last  summ^ 
we  sold  on  the  future  market.  This  feature  is  a  benefit  to  us  when- 
ever we  can  not  sell  this  stuff  itself. 

Mr.  TiNCHER.  If  you  had  not  sold  a  future  option,  the  farmers 
probably  would  have  carried  out  the  same  transaction  oy  selling  the 
com  for  future  delivery.  You  do  not  know  that  you  cauld  not liave 
sold  com  for  future  delivery  and  got  confirmation  from  a  responsible 

firm? 
Mr.  Johnson.  Yes ;  but  there  again  is  where  the  larger  merchant 

comes  in. 
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Mr.  TiNCHER.  You  have  heard  a  lot  about  these  exchanges  making 
delivery,  but  I  do  not  think  that  is  riffht. 

Mr.  Johnson.  I  came  in  here  to  tell^pu  what  I  know  about  it,  but 
that  is  what  we  want  to  know,  what  is  right  and  best. 

Mr.  TiNGHER.  What  little  you  have  used  this  gambling  in  grain 
futures  would  not  amount  to  much,  would  it?  - 

Mr.  Johnson.  Not  very  much,  but  when  we  do  want  it  we  have  it. 

Mr.  TiNGHER.  Yes ;  but  you  can  get  along  without  it  very  nicely  ? 

Mr.  Johnson.  We  would  hate  to  look  for  any. 

Mr.  TiNGHER.  The  only  time  you  used  it  it  was  all  right,  but  you 
could  get  along  without  it ;  and  if  you  had  gotten  burnt  on  it  a  tmie 
or  two  you  would  be  willing  to  get  along  without  it. 

Mr.  tfoHNsoN.  There  is  no  use  of  gettijig  burnt  unless  you  speculate. 

Mr.  TiNGHER.  I  know  there  is  no  use  getting  burnt  on  the  board  of 
trade,  but  somehow  or  other  they  do  ? 

Mr.  Johnson.  Sure  they  do.  Yesterday  something  was  said  here 
about  25  cents  being  the  cost  of  100  transactions  in  a  bushel  of  wheat. 
The  producer  does  not  pay  that  25  cents,  and  the  consumer  does  not 
pay  it.  It  is  the  same  as  a  speculator  who  was  on  the  wrong  side  of 
the  fence  and  who  would  get  burnt.    He  pays  his  part  of  it. 

Mr.  TiNGHER.  You  did  not  hear  Senator  Caraway's  story  about 
the  two  lice  on  the  back  of  a  hog,  did  you  ? 

Mr.  Johnson.  No,  sir. 

Mr.  TiNGHER.  The  story  was  to  the  effect  that  the  two  lice  claimed 
they  were  living  off  of  one  another  instead  of  off  the  hog.  These 
speculators  certainly  do  not  live  off  of  one  another. 

Mr.  Johnson.  To  a  certain  extent  they  do  not  and  yet  to  a  certain 
extent  they  do. 

Mr.  TiNGHER.  Here  is  the  reason  why  they  do  not  live  off  of  one 
another,  that  they  do  not  produce  anything,  and  what  they  consume 
they  get  off  of  those  whose  commodity  they  deal  in.  It  is  lixe  tlie  two 
lice  on  the  back  of  a  hog,  if  it  were  not  for  the  hog  they  could  not 
live,  and  in  the  same  manner  if  it  were  not  for  the  producer  these 
speculators  could  not  live. 

Mr.  Johnson.  Those  speculators  have  an  income  and  they  live  off 
of  that  income. 

Mr.  TiNGHER.  Well,  even  if  that  were  so,  they  had  to  earn  the  money 
through  some  source  in  order  to  get  an  income.  But  I  assume  that 
they  are  in  the  business  for  the  purpose  of  making  money,  and  if 
they  do  make  money  it  has  to  come  from  somebody. 

Mr.  Johnson.  Well,  it  comes  from  the  other  speculators. 

Mr.  Ttngher.  But  it  has  to  be  produced  somewhere.  That  is 
analogous  to  the  two  lice  on  the  back  of  the  hog,  as  you  will  see. 

Mr.  VoiGT.  That  income  has  to  come  from  the  profits  received  from 
trades? 

Mr.  Johnson.  What  one  man  makes  on  the  board  of  trade  the  other 
fellow  loses.  I  have  made  a  couple  of  Irades  on  the  board  of  trade 
myself. 

Mr.  VoiGT.  Oh,  you  have  traded  on  the  board  of  trade? 

Mr.  Johnson.  Yes,  sir.  The  most  of  the  fellows  who  have  been 
talking  here  before  you  have  not  traded  on  the  board  of  trade  but  I 
haveTi  did  not  take  very  much  on  which  I  could  lose. 
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Mr.  TiNCHBB.  Well,  you  certainly  will  lose  if  you  continue  trading 
there.  You  are  about  of  the  right  age  to  go  on  and  lose.  Are  you 
the  manager  of  a  farmers'  elevator  company  ? 

Mr.  Johnson.  Yes,  sir, 

Mr.  TiNCHER.  Well,  you  go  back  home  and  tell  your  people  to  put 
vou  on  a  bond  not  to  trade  or  to  fire  you,  one  or  the  other.  You 
have  no  business  doing  it  if  you  manage  their  elevator. 

Mr.  Johnson.  I  would  not  speculate  with  their  stuff,  because  if 
you  speculate  with  farmers'  elevator  funds  and  make  good  thev  will 
say  any  fool  can  do  that,  but  if  you  speculate  and  lose  you  will  lose 
your  job. 

Mr.  TiNCHER.  Well,  the  bunch  of  suicides  reported  each  year  are 
accounted  for  by  boys  who  think  they  can  not  lose. 

Mr.  Johnson.  Or  course,  everyone  who  goes  in  there  counts  on 
makingmoney. 

Mr.  TiNCHBR.  Yes ;  but  the  fellow  that  makes  money  out  of  that 
sort  of  thing  is  the  fellow  who  lives  out  of  doing  it  every  day  in  the 
year,  and  resides  in  Chicago  and  who  has  a  fine  office  and  lives  in 
a  fine  residence  and  rides  around  in  a  big  automobile  and  buys 
Government  bonds  from  which  he  has  an  income,  as  you  say.  He 
had  to  get  that  money  somewhere,  and  he  got  it  by  speculation  in 
the  grain  market  and  made  it  out  of  this  little  fellow  at  home  who 
does  not  know  the  business  and  who  has  no  right  to  fool  with  it. 
You  see  I  have  a  puzzle  here  before  me.  It  would  take  you  a  little 
time  to  put  this  puzzle  together,  wouldn't  it  ? 

Mr.  Johnson.  I  think  it  would. 

Mr.  TiNCHER,  But  you  could  be  educated  so  that  after  a  while  you 
could  do  it  in  a  quarter  of  a  minute.  But  to  say  you  could,  yet  you 
would  not  bet  with  Mr.  Wilson  about  putting  it  together,  because 
you  do  not  know  anything  about  the  puzzle,  and  you  know  just 
as  much  about  this  puzzle  as  you  do  about  tne  Chicago  Board  of 
Trade,  I  dare  say.  The  fellows  who  are  here,  paying  a  thousand  dol- 
lars for  their  expenses  and  staying  week  in  and  week  out  fighting  this 
bill,  are  certainly  doing  it  more  or  less  for  some  selfish  reason.  And 
I  suspect  the  reason  is  not  because  of  their  admiration  of  the  farmer, 
as  you  would  guess  from  their  testimony  before  this  committee,  but 
probably  because  they  are  thinking  about  themselves  a  little.  As  one 
witn^s  testified  on  yesterday,  he  would  survive  or  perish  depending 
npK>n  the  fluctuations  on  the  market,  and  he  was  here  to  testify  in 
behalf  of  a  perpetuation  of  the  fluctuations.  He  had  said  just  before 
that  that  he  thought  it  would  be  disastrous  to  the  farmer  if  we  did 
away  with  speculation  in  grain  futures,  or  the  speculation  in  aU  kinds 
of  futures. 

Mr.  Johnson.  Of  course,  if  there  is  something  that  can  be  done  to 
make  this  condition  better,  I  would  be  ^lad  to  have  it. 

Mr.  TiNCHER.  I  think  maybe  speculation  is  all  ri^ht,  but  let  me 
give  yon  this  suggestion :  There  is  nothing  so  palpably  against  good 
morales  or  against  good  government  as  gambling  in  food  products  to 
the  detriment  of  the  man  who  produces  those  products  and  the  man 
wha  consumes  them. 

>Ir.  Johnson.  I  can  not  see  that  it  is  a  detriment  to  them.  The 
:|uotations  are  there,  and  the  fellows  who  want  to  buy  and  the  fel- 
lows who  want  to  sell  can  do  so. 
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The  Chairman.  You  are  not  opposed  to  regulating  the  exchanges, 
are  vou  ? 

Mr.  Johnson.  No,  sir. 

The  Chairman.  You  are  in  favor  of  improving  existing  condi- 
tions ? 

Mr.  Johnson.  Sure. 

The  Chairman.  I  mean  as  to  making  contracts  and  operations  on 
the  boards  of  trade  fair  ? 

Mr.  Johnson.  Yes,  sir. 

The  Chairman.  As  the  situation  now  is,  these  matters  are  left  to 
the  exchanges,  with  no  regulation  whatever  except  their  own  ? 

Mr.  Johnson.  Well,  now,  some  fellows  probaoly  have  bid  on  the 
board  of  trade  and  got  stung,  or  bid  on  quotations,  but  in  the  dealings 
we  have  had  with  them — and  we  do  not  go  in  there  unless  it  is  at  a 
time  when  we  can  buy  stuff — they  have  been  all  right.  When  we 
shipped  out  this  com  last  December  and  in  January  the  future  market 
was  lower  than  the  present  market 

Mr.  Tincher  (interposing).  I  am  now  talking  about  regulation  of 
the  boards  of  trade,  or  the  chairman  was. 

The  Chairman.  You  say  you  are  operating  on  an  exchange,  so  I 
will  ask  you  what  you  know  about  exchanges  and  their  contracts. 
If  you  know,  you  are  one  of  the  first  of  the  500  I  have  asked  who 
can  tell  us.  The'  fact  is  that  everyone  goes  in  and  invests  his  money 
and  does  not  know  the  first  thing  about  their  rules  and  regulations. 
Ninety-nine  out  of  one  hundred  Imow  practically  nothing  nbout  it.  I 
have  asked  this  question  here  of  many  a  witness  on  the  stand,  and  if 
you  can  tell  me  you  will  be  the  first  one  to  do  it.  Or,  I  will  not 
say  you  are  the  first  one,  as  one  or  two  men  have  said  they  knew 
about  it,  but  very  few  men  know  anything  about  it,  and  very  few 
indeed  have  ever  made  inquiry. 

Mr.  Johnson.  You  mean  about  contracts  and  the  filling  of  sales  ? 

The  Chairman.  Yes. 

Mr.  Johnson.  Well,  this  last  month  we  had  some  stored  oats,  and 
we  had  a  chance  to  sell.  We  sold  about  10,000  bushels  of  December 
oats,  and  then  we  got  some  oats ;  then  we  sold  out  the  contract.  That 
contract  was  fulfilled. 

Mr.  Tincher.  That  was  not  on  the  board  of  trade. 

Mr.  Johnson.  Yes,  sir;  I  boujght  10,000  bushels  of  December  oats! 
against  the  ones  I  sold  earlier  m  the  fall.  I  did  not  ship  them  to 
Cnicago,  but  to  a  man  in  Des  Moines.  He  has  a  feed  store  and  sells 
oats  to  the  public.  He  said  if  oats  went  down  to  a  certain  price  he| 
could  use  the  oats,  and  I  sold  the  oats  to  him  and  turned  around  anii 
bought  December  oats.  And  about  December  28  those  oats  were! 
delivered  to  me,  because  I  bought  December  oats. 

The  Chairman.  Tell  us  about  contracts.  We  know  all  about  thesd 
other  transactions,  according  to  what  has  been  told  us,  but  what  ditl 
you  buy,  what  did  you  get,  and  What  were  you  entitlea  to  under  tHe] 
contract  that  you  made? 

Mr.  Johnson.  Those  10,000  bushels  of  oats. 

The  Chairman.  What  kind  of  oats  ? 

Mr.  Johnson.  No.  3  white  oats. 

The  Chairman.  Do  you  lamw  that  up  to  a  few  years  ago  that  in^ 
stead  of  giving  you  No.  2  oats,  as  you  say,  they  did  not  even  give  yoM 
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No.  4?  Do  you  know  that  in  wheat  there  are  23  grades  in  Chicago 
and  that  they  take  delivery  of  any  grade  and  pay  the  difference? 
Would  you  think  that  entering  into  a  contract  of  that  kind  was  a 
^ood  thing?  These  are  the  arrangements  that  you  are  entering 
into  when  you  buy  there.  You  have  no  say  of  it  as  seller,  because 
the  Congress  has  never  had  anything  to  say  about  it.  There  is  a 
say  about  cotton  in  cotton  futures.  In  cotton  futures  they  say  you 
must  deliver  one  of  ten  grades,  but  the  sky  is  the  limit  as  to  wheat 
and  oats.  They  can  pass  regulations  on  the  board  of  trade  and  say 
that  you  could  deliver  anythmg  at  a  certain  price  and  we  will  fix  the 
difference.  There  is  no  reflation.  I  understand  the  practice  of 
the  dealers  about  hedging.  They  think  there  is  something  in  it,  and 
at  times  there  is,  but  there  are  as  many  dealers  who  go  broke  who 
hedge  as  those  who  do  not.  I  can  name  you  men  who  have  operated 
cooperative  elevators  who  went  broke:  men  who  have  lost  their 
farms  and  everything  else  they  had<  Tnere  are  chances  to  win,  but 
the  purpose  is  to  let  the  other  fellow  take  the  risk.  If  the  market 
goes  down  it  is  one  man's  loss,  and  if  it  goes  up  he  wins.  Cooperative 
companies  are  not  in  the  business  of  speculation  but  to  handle  ^rain, 
and  tliey  are  willing  that  the  other  fellows  shall  take  the  risk.  If 
the  farmer  wants  to  speculate  on  futures  and  he  says,  I  will  store  my 
grain  and  he  does  so,  then  jrou  have  the  use  of  the  money  and  you 
hedge,  and  in  the  meantime  if  grain  goes  to  a  premium  you  have  to 
stand  a  loss.    That  is  all  there  is  to  it. 

Mr.  Johnson.  During  the  war  there  was  a  wide  spread  between  the 
future  and  the  cash  markets. 

The  Chairmak.  There  is  now  in  wheat. 

Mr.  TiNOHER.  And  there  was  no  future  market  during  the  war 
on  wheat. 

Mr.  Johnson.  We  only  handle  a  few  cars  of  wheat.  Oats  and 
com  are  our  main  grain  crops  in  central  Iowa. 

The  Chairman.  Are  you  for  regulation  to  cover  these  exchanges 
or  do  you  want  them  to  make  their  own  rules  and  regulations? 

Mr.  Johnson.  Well,  from  the  experience  we  have  had  they  are 
conducted  satisfactorily. 

The  Chairman.  That  is  not  the  point.  Have  you  such  confidence 
in  them  that  you  want  them  to  do  as  they  please — to  make  their  own 
rules  and  regulations  without  any  restrictions  put  on  them  what- 
soever? 

Mr.  Johnson.  Well,  if  there  are  regulations  that  are  not 

The  Chairman  (interposing).  That  is  still  not  the  point.  What 
confidence  have  you  in  the  exchanges?  Have  you  more  confidence 
in  the  exchanges  than  you  have  in  your  Government  and  the  enforce- 
ment of  the  law  ? 

Mr.  Johnson.  Well,  that  is  a  question  that  is  hard  to  answer. 

The  Chairman.  You  may  let  it  go  at  that  if  you  wish  to  do  so. 

Mr.  Johnson.  Take  the  grain  men,  and  they  know  their  business. 
If  the  grain  men  do  not  act  fairly,  then  none  of  the  fellows  are 
going  to  trade  with  them.  If  they  do  not  do  what  is  right,  the  fellows 
will  quit  them. 

The  Chairman.  You  want  to  pass  everything  up  to  them  and  leave 
the  matter  to  them  entirely  ? 
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Mr.  Johnson.  Well,  I  say 

The  Chaibman  (interposms).  That  is  a  fair  question,  and  I  think 
you  can  answer  it  yes  or  no.  You  can  take  the  other  side  of  it  if  you 
want  to. 

Mr.  Johnson.  If  there  are  some  things  that  the  folks  say  they  are 
not  doing  right,  then  I  am  glad  you  people  are  going  to  take  care 
of  us  fellows. 

The  Chaikman.  The  handlihg  of  the  exchanges  has  got  to  be  a 
matter  of  their  own  rules  and  regulations,  or  else  regulation  by  law. 
Which  are  you  in  favor  of? 

Mr.  Johnson.  If  there  are  things  not  fair  to  the  public  I  say  for 
you  fellows  to  regulate  them. 

Mr.  McLaughlin  of  Michigan.  Are  there  any  things  that  you  can 
speak  of  that  should  be  regulated? 

Mr.  Johnson.  No  ;  there  are  not.  The  most  of  the  exchanges  regu- 
late themselves.  Yesterday  they  spoke  here  of  the  manipulator,  and 
it  was  shown  that  where  a  man  so  engaged  won  at  one  time,  yet  he 
lost  later  on  all  that  he  had  made.  I  do  not  believe  that  there  is 
manipulation  of  the  markets  now.  There  was  before.  If  anyone 
starts  that  stunt  he  is  met  by  a  lot  of  fellows  on  the  other  side  to 
counteract  that  eflPort.  There  is  Ao  business  that  is  perfect.  We  our- 
selves are  not  perfect  as  far  as  that  is  concerned.  We  have  our 
faults.  How  to  improve  that  matter  is  a  (question.  If  you  do  a  cer- 
tain thing  you  might  hurt  the  other  operations  of  the  business. 

The  Chairman.  I  think  it  fair  to  say  that  the  exchanges  are  com- 
posed, for  the  most  part,  of  high-class  men.  I  have  no  quarrel  with 
the  exchanges ;  but  the  question  here  is  whether  you  want  regulation 
of  them  or  not? 

Mr.  Johnson.  As  I  understand,  if  a  member  of  an  exchange  does 
not  fulfill  his  contract,  or  if  he  commits  some  act  that  is  not  fair  and 
square,  his  membership  is  taken  away  from  him. 

Mr.  McLaughlin  of  Michigan.  Oh,  they  fulfill  their  contracts; 
but  their  contracts  permit  them  to  deliver  anything  they  please. 

The  Chairman.  Do  you  think  all  their  rules  and  regulations  are 
fair  to  all  concerned? 

Mr.  Johnson.  Well,  they  can  not  make  them  fair  to  all  concerned, 
hardly. 

The  Chairman.  I  am  asking  you  now  about  their  rules  and  regula- 
tions. Are  they  fair  to  all  concerned  ?  Are  they  as  fair  to  the  buyer 
as  they  are  to  the  seller? 

Mr.  Johnson.  As  to  oats  and  corn  they  are. 

The  Chairman.  If  you  think  so,  all  right. 

Mr.  Johnson.  I  am  not  acquainted  with  the  wheat  situation*  be- 
cause we  only  handle,  as  I  say,  very  few  cars  of  wheat.  But  as  to 
the  oats  and  com  business,  in  the  dealings  we  have  had,  we  hav^ 
found  them  satisfactory. 

The  Chairman.  How  many  grades  are  deliverable  on  a  eontractl 
for  com  in  Chicago?    You  operate  in  Chicago,  do  you  not? 

Mr.  Johnson.  Yes,  sir.  I  have  not  got  the  infonnation  down  ex^ 
actly.    No.  2  yellow  corn  is  at  half  a  cent  premium? 

Tne  Chairman.  No.  2  yellow  ? 

Mr.  Johnson.  Yes,  sir.  I  think  it  is  applied  that  way.  There  ia 
only  a  difference  in  the  grades  of  1, 2,  and  3  there. 
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The  Chaibman.  You  have  reference  to  white  mixed  or  what  ? 

Mr.  J0HN8OK.  I  have  reference  to  No.  2  yellow  com.  I  think  it 
is  applied  at  half  a  cent  premium. 

Tne  Chairmax.  How  about  No.  1  i 

Mr.  Johnson.  I  could  not  say  as  to  that. 

The  Chairman.  What  is  the  basic  price?  What  about  No.  3  white 
com  and  yellow  corn  and  mixed  corn?  How  many  grades  are  deliv- 
erable on  a  contract,  would  you  say  ? 

Mr.  Johnson.  I  think  they  accept  four  at  certain  discounts.  I 
am  not  just  familiar  with  the  discounts  on  the  grades  that  can  be 
delivered. 

The  Chairman.  Any  other  questions  ?  [A  pause.]  If  not,  we  are 
very  grateful  to  you,  Mr.  Johnson. 

Mr.  Johnson.  I  wish  to  thank  you  gentlemen. 

The  Chairman.  The  next  witness  is  Mr.  Post. 

STATEXENT  OF  MB.  A.  D.  POST,  HAITAaEB  OF  THE  FABMESS' 

ELEVATOfi  CO.,  ONAWA,  IOWA. 

The  Chairman.  Please  make  your  statement. 

Mr.  PoOT.  Our  company  is  a  farmers'  company,  and  we  handle  a 
lot  of  wheat  in  our  section.  We  make  a  practice  of  hedging  at  least 
90  per  cent  of  our  wheat.  In  com  and  oats  it  is  the  same  way,  but 
wheat  is  our  principal  small  grain.  We  feel  that  if  the  present 
system  of  hedging  were  abolished  or  curtailed  that  it  would  anect  our 
business  to  a  large  extent  in  the  way  of  charging  margins,  because 
we  feel  that  by  the  hedging  operation  we  can  handle  grain  on  a 
much  smaller  margin  than  we  could  if  we  should  sell  it  on  contract 
or  buy  it  and  hold  it  with  the  expectatioh  of  selling  it  at  some  future 
time.  We  handle  a  few  oats  but  a  lot  of  corn.  We  hedge  our  oats 
and  com  as  well.  I  think  I  am  safe  in  saying  we  use  the  hed^e  mar- 
ket for  at  least  90  per  cent  of  our  total  annual  receipts,  which  run 
about  90,000  bushels. 

Mr.  McLaughlin  of  Michigan.  How  about  wheat? 

Mr.  Post.  Wheat,  oats,  and  com.  We  run  about  one-third  wheat, 
two-thirds  corn,  and  a  few  oats.  We  hedge  everything.  Then  we 
market  our  stuff,  and,  of  course,  after  that  we  lift  the  hedge. 

We  feel  that  with  any  restrictions  on  the  present  system  of  ex- 
change marketing  it  would  affect  our  hedging  operations  to  a  greater 
or  less  extent  and  cause  us  to  buy  grain  on  a  larger  margin  of  profit. 

I  believe  that  is  all  I  have  to  say,  unless  it  would  be  with  reference 
to  what  Mr.  Haugen  said  to  the  previous  witness,  whether  or  not  he 
was  in  favor  of  regulating  the  exchanges.  I  sav  yes,  if  there  is 
any  regulation  that  you  could  use  that  would  be  H>r  the  betterment 
of  the  service  and  of  everycme  concerned. 

Mr.  MgLaxtghlen  of  Michigan.  Do  you  think  there  is  any  respect 
in  which  we  should  reflate  them? 

Mr.  Post.  Well,  I  will  tell  you  the  idea  I  have.  I  feel  that  I  am  a 
pretty  small  man  to  be  suggesting  such  things  for  such  a  large  busi- 
ness as  the  exchanges,  only  being  a  little  country  dealer  myself.  But 
it  seems  to  yno 

Mr.  McLATTGHiaN  of  Michigan.  You  are  in  a  section  of  the  country 
where  they  do  deal  in  these  matters.    Coming  from  Michigan,  where 
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the  records  show  95  per  cent  of  the  farmers  and  dealers  do  not  deal 
on  the  exchange— and  that  may  be  why  we  are  so  poor  up  tiieref 

Mr.  Post.  Well,  I  guess  not. 

Mr.  McLaughlin  of  Michigan.  We  do  not  know  anything  about 
these  matters.    You  can  tell  me  a  great  deal  about  them,  I  am  sure. 

Mr.  Post.  No  ;  I  fear  I  can  not. 

Mr.  McLaughlin  of  Michigan.  Perhaps  I  should  not  have  put 
that  in.  But  in  what  respect  do  you  see  faults  in  the  exchanges,  and 
how  may  they  be  corrected  ? 

Mr.  !rosT.  I  think  this  delivery  business,  that  it  should  be  on  a 
commercial  basis,  instead  of  a  fixed  basis. '  I  think  that  would  be 
more  fair  to  the  country  grain  trade  than  as  it  stands  at  the  present 
time.  For  instance,  if  there  is  3  cents  a  bushel  to-day  between  No.  3 
white  oats  and  dark  oats  on  the  Chicago  market,  and  you  deliver 
No.  3  white  oats  on  the  option  contract,  I  think  you  should  have  that 
market  premium,  instead  of  a  fixed  premium,  as  they  have  under  the 
exdiange  rules  to-day. 

Mr.  McLaughlin  of  Michigan.  You  hedge  nearly  every  purchase 
you  make,  every  purchase  you  make  from  the  farmers,  do  you  ? 

Mr.  Post.  Well,  I  will  say  that  at  least  90  per  cent  are  hedged,  and 
I  think  I  am  safe  to  say  95  per  cent 

Mr.  McLaughlin  of  Michigan.  Ninety  per  cent  in  volume  I  under- 
stood you  to  say  in  your  first  answer,  and  not  in  90  per  cent  of  the 
number  of  your  transactions.  Do  you  make  a  separate  hedge  in  each 
transaction? 

Mr.  Post.  As  to  90  per  cent  of  the  volume,  I  do  not  know  that  I 
get  vour  question  ? 

Mr.  McLaughlin  of  Michigan.  Well,  it  is  not  very  important. 
How  often  do  you  carry  a  transaction  dear  through  and  is  delivery 
made  on  your  hedge  ? 

Mr.  Post.  Once  m  a  while  if  bujdng  a  hedge  and  I  happen  to  carry 
it  into  the  month  of  the  option  I  have  bought  it  is  delivered ;  yes. 

Mr.  McLaughlin  of  Michigan.  What  kind  of  goods  are  delivered 
then  ? 

Mr.  Post.  Well,  as  a  rule  the  poorest  that  can  be  delivered  under 
the  contract. 

Mr.  McLatjghlin  of  Michigan.  And  the  difference  is  paid  to  you 
in  money? 

Mr.  Post.  No  ;  it  is  me  that  pays  the  money,  if  it  is  delivered  to 
you? 

Mr.  McLaughlin  of  Michigan.  If  you  buy,  of  course.  Do  you 
buv  one  grade  and  receive  another? 

Mr.  Post.  We  buy  any  one  of  a  number  of  grades,  and  the  seller  has 
the  option  as  to  which  grade  to  deliver.  May  wheat  could  constitute 
several  different  grades  of  wheat,  tor  instance.  I  do  not  know  just 
exactly  tike  number  of  grades,  but  I  know  H^te  9aK  h  lot  of  Iheai. 

Mr.  McLaughlin  of  Michigan.  In  your  part  of  the  country  I  j)re- 
sume  there  are  a  very  large  number  of  men  and  organizations  doing 
practically  the  same  kind  of  business  that  you  are  dmng? 

Mr.  Post.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Was  it  your  opinion  .as  to  others 
that  they  ate  doing  the  same  kind  of  business  that  yoa  are  doing  in 
the  matter  of  hedging  and  doing  business  with  tiie  boards  of  trades  ? 
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Mr.  Post.  Well,  those  two  words  are  synonymous  with  the  average 
country  grain  dealer.  Doing  business  with  a  board  of  trade,  it  is 
the  only  business  that  they  do ;  that  is,  hedge.  In  our  section  of  the 
country  the  majority  of  them  do  it.  My  experience  has  been  that 
those  who  have  not  done  it  have  regretted  not  doing  it,  especially  in 
the  last  few  years.  There  have  been  elevators  in  our  country  that 
have  gone  to  the  wall  this  year  simply  because  they  had  no  protection 
and  had  no  cars. 

Mr.  McLaughlin  of  Michigan.  In  former  years  how  has  it  been 
as  to  those  who  succeeded  and  those  who  failed  ? 

Mr.  Post.  Well,  of  course,  I  could  not  say  as  to  that  exactly,  but 
I  believe  you  will  find  the  hedging  elevator  will  average  standing 
higher  financially  at  the  end  of  a  period  of  years  than  the  nonhedg- 
ing  elevator. 

Mr.  McLaughlin  of  Michigan.  That  has  been  the  experience  in 
your  part  of  the  State? 

Mr.  Post.  Yes,  sir.  X  can  cite  an  example  of  two  stations  nearest 
me.  They  are  both  nonhedging  stations,  or  were  at  the  time  I  have 
reference  to.  One  of  them  has  not  hedged  any  yet.  As  I  understand 
it,  the  other  one  has  changed  its  tactics.  In  the  year  1917,  when  com 
was  going  up  rapidly,  in  the  spring  of  the  year,  they  commenced  to 
take  in  corn  on  storage  at  the  first  station  north  of  me,  the  Farmers' 
Elevator  Co. 

Mr.  McIiAUGriLiN  of  Michigan.  That  is  a  nonhedging  company  ? 

Mr.  Post.  Yes,  sir.  Of  course,  you  understand  the  size  of  the 
average  country  elevator  is  such  that  they  can  not  store  very  much 
grain  m  actual  storage,  because  their  capacity  will  not  warrant  them 
in  doing  it  and  leave  them  room  to  do  business.  Consequently,  he 
ships  his  corn  on  the  market  as  it  comes  in.  He  protects  himself  in 
no  way  whatever.  In  the  summer  of  1917  com  went  to  the  highest, 
I  guess,  it  ever  did  in  the  history  of  the  country.  Consequently,  they 
went  bankrupt  and  lost  $31,000  in  less  than  five  months'  time. 

On  the  other  hand,  we  have  a  farmers'  elevator  company  south 
of  US,  and  this  year' they  did  the  same  thing  exactly,  but  instead  of 
losing  $31,000  I  suppose  they  stand  $60,000  to  $76,000  to  the  good. 
But  1  consider  that  they  were  violently  speculating  just  the  same; 
they  were  selling  short. 

Mr.  McLAtJGHiiiN  of  Michigan.  Do  you  know  why  the  nonhedging 
corporations  prefer  to  carry  on  their  business  in  that  way? 

Mr.  Post.  Well,  I  will  tell  you,  that  is  from  what  few  managers 
of  companies  I  have  talked  to  on  the  subject.  I  do  not  talk  to  a 
whole  lot  of  them  because  my  business  does  not  carry  me  around  a 
good  deal.  The  reason  is  the  prejudice  of  the  farmers'^  organizations, 
which  causes  them  to  prohibit  trading  on  boards  of  trade  for  the 
reason  that  they  consider  it  gambling  instead  of  protection. 

Mr.  McLaxtghmn  of  Michigan.  Then  you  find  that  the  farmers 
generally  are  opposed  to  the  hedging  plan  of  doing  business? 

Mr.  Post.  Absolutely,  until  some  one  who  is  acquainted  with  the 
art  of  hedging  has  talked  to  them.  Nine  times  out  of  ton  their 
opinion  has  changed.  As  far  as  that  is  concerned  the  members  of 
my  own  company,  when  I  went  there  10  years  ago,  were  just  as  much 
opposed  to  it  as  any  of  the  other  farmers  I  know  of.  I  do  not  think 
to-day,  however,  you  would  get  any  farmer  in  our  company  who 
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would  advocate  anything  but  hedging,  because  they  have  read  up  on 
the  subject  and  talked  up  on  the  siioject  and  become  posted  along 
that  line. 

Mr.  MoLapghlin  of  Michigan.  To  get  back  to  the  weak  points  of 
the  hedging  proposition,  where  there  are  evil  practices  ana  abuses : 
You  are  prepared,  I  presume,  to  point  out  to  us  what  they  are ;  some 

of  them  Anyway?  .  . 

Mr.  Post.  I  can  tell  you  the  only  weak  point  I  can  see  in  the  hedge, 

and  that  is  the  spread  between  the  option  and  the  cash. 

Mr.  McLaughlin  of  Michigan.  That  is  the  only  one  you  know  of? 

Mr.  Post.  That  is  the  only  drawback  I  know  of  m  the  hedge  propo- 
sition. 

Mr.  McLaughmn  of  Michigan.  I  believe  you  suggested  a  remedy 
for  that? 

Mr.  Post.  No;  the  remedy  that  I  suggested  was  in  the  matter  of 
settlement  between  the  various  grades  on  a  contract. 

Mr.  McLaughun  of  Michigan.  Do  you  think  that  a  law  could  be 
passed  to  correct  the  last  trouble  you  speak*  of ;  and  if  so,  what 
would  it  be  ? 

Mr.  Post.  I  must  confess  I  do  not  know  how  to  regulate  that.  It 
seems  to  me.  though,  that  the  option  and  the  cash  ought  to  stay  more 
even  than  tney  do  at  times.    How  it  can  be  changed  I  am  not  in  a 

{)osition  to  suggest  even.  It  is  too  big  a  proposition  for  me.  It  always 
ooked  to  me  this  way :  That  if  the  man  is  tnere  to  make  the  premium 
on  the  cash  article,  and  that  is  shown  by  reason  of  the  fact  that  there 
is  a  demand  for  the  cash  article,  that  it  ought  equally  to  create  a 
demand  for  the  speculative  article.    But  it  does  not  always  do  that. 

Mr.  McLaughlin  of  Michigan.  That  is  all  I  wish  to  ask. 

Mr.  TiNCHER.  Cash  grain,  No.  3,  sold  at  Chicago  on  yesterday  for 
$2.08  and  May  options  at  $1.80.  That  May  option  is  based  on  No.  2 
wheat  ? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  That  is  some  little  spread,  between  cash  wheat  and 
May  ontions  right  now,  isn't  it  ? 

Mr.  *Po8T.  Yes,  sir. 

Mr.  TiNCHER.  The  farmers  out  in  my  country  think  that  shows 
manipulation  to  keep  the  price  of  his  product,  not  necessarily  always 
down,  but  that  that  is  the  result,  because  in  a  few  months,  when  he 
has  no  product  to  deliver,  it  will  change.  The  farmer  thinks  that 
the  price  of  his  product  is  manipulated  by  the  man  who  does  not 
handle  a  bushel  of  it,  except  in  an  imaginary  way,  and  that  is  for 
the  purpose  of  showing  it  on  a  blackboard.  They  have  a  blackboard 
in  your  town? 

Mr.  Post.  No,  sir. 

Mr.  TiNCHER.  How  do  you  trade  in  futures  there — ^by  telegraph? 

Mr.  Post.  By  telephone  to  Sioux  City. 

Mr.  TiNCHER.  You  spoke  about  hedging  when  you  buy  wheat  from 
farmers.  As  a  matter  of  fact,  when  you  buy  wheat  from  the  farmers, 
the  way  you  hedee  is  that  you  go  on  the  iuture  market  and  buy  wheat 
again,  don't  you  i 

Mr.  Post.  Oh,  no ;  I  sell.  We  do  the  opposite,  and  finish  the  trade, 
80  to  speak. 
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Mr.  TiNCHKR.  If  you  get  your  wheat  from  the  farmer  and  sell  it 
to  somebody  else,  then  when  that  is  done  you  buy  the  option  in  on  the 
board  of  trade? 

Mr.  Post.  Yes,  sir, 

Mr.  TiNCHER.  You  just  double  the  transaction? 

Mr.  Post.  A  double  transaction  in  each  case. 

Mr.  TiNCHER.  But  you  do  not  treble  the  transaction  ? 

Mr.  Post.  No,  sir. 

Mr.  TiNCHER.  You  do  not  sextuple  the  transaction  ? 

Mr.  Post.  No,  sir. 

Mr.  TiNCHER.  I  learned  on  yesterday,  for  the  first  time  in  my  brief 
career,  that  when  one  gets  farther  east  that  instead  of  doubling  the 
transaction  they  sextuple  the  transaction. 

Mr.  McLaughlin  of  Michigan.  That  was  at  Duluth  ? 

Mr.  TiNCHER.  You  pay  one  man  for  a  double  transaction,  but  this 
other  man  only  paid  one  commission  for  a  sextuple  transaction. 

Mr.  Post.  WelL  he  has  got  me  beat. 

Mr.  TiNCHER.  I  found  tnat  out.  He  said  it  was  necessary  to  have 
the  right  to  deal  six  times  in  one  transaction  out  in  that  country 
in  order  to  continue  to  exist.  But  you  think  the  business  will  go  on 
if  you  have  the  right  to  double  it? 

Mr.  Post.  We  only  make  the  one  transaction,  buying  and  selling. 
Of  course,  buying  and  selling  for  cash  is  perfectly  legitimate  to 
eveiyone's  eyes. 

Mr.  TiNCHER.  And  the  other  one  is  legitimate  in  a  great  many 
people's  eyes — hedging. 

Air.  Post.  Yes^ir ;  it  is  in  my  eyes. 

Mr.  TiNCHER.  This  man  said  that  in  order  to  hedge  effectively  he 
must  have  the  right  to  take  10,000  bushels  of  wheat  and  handle  it 
bix  times,  representing  60,000  bushels  of  wheat.  Were  you  here  wjien 
he  testified  ? 

Mr.  Post.  Yes. 

Mr.  TiNCHER.  Do  you  understand  that  proposition? 

Mr.  Post.  Well,  I  am  in  a  different  line  of  Dusiness.  That  was  an 
exporting  transaction,  as  I  understood. 

Mr.  TiNCHER.  Not  necessarily.  He  said  he  sold  also  to  millers. 
He  may  sell  for  either  grinding  purposes  or  exporting  purposes. 

ilr.  Post.  I  thought  he  said  it  went  through  the  Lakes  to  Buffalo 
and  was  exported. 

Mr.  TiNCHER.  He  explained  fully  that  the  wheat  was  either  for 
milling  or  exporting.  At  any  rate,  you  are  both  taking  a  product 
that  is  produced  on  the  farms,  and  you  are  getting  it  in  tne  hands  of 
Jthe  consumer,  and  while  you  are  using  different  methods,  at  a  certain 
jptep  in  the  game  you  pursue  the  same  methods,  and  that  is  you  hedge  ? 
'     Mr.  Post.  Yes,  sir. 

[  Mr.  TiNCHER,  If  there  is  any  evil  in  the  proposition  of  dealing  in 
rutures,  you  are  willing  to  have  the  Congress  attempt  to  correct  fiiat 
k^il? 

Mr.  Post.  Sure. 

Mr.  TiNCHER.  You  can  not  yourself  understand  why,  when  there 

E?  not  going  to  be  a  bushel  thrashed — and  we  know  that — between 
ow  and  May,  and  when  the  world's  supply  of  wheat  is  visible  and 
nown  to  the  wheat  trade,  wheat  for  May  delivery  should  be  28  cents 
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under  the  price  now  if  you  should  have  it  in  Chicago  for  today's 
deliver  ? 

Mr.  Post.  Well,  that  is  quite  natural  to  understand,  it  seems  to  me. 

Mr.  TiNCHER.  That  is  easy  for  you  to  understand? 

Mr.  Post.  It  seems  to  me  so. 

Mr.  TiNCHER.  It  is  said  that  the  people  buying  wheat  in  Chicago 
on  yesterday  were  of  two  classes :  First,  the  miller,  who  is  going  to 
grind  the  wheat ;  and,  second,  the  exporter,  who  wants  to  export  it. 
With  that  information  I  want  to  know  how  it  is  easv  to  understand 
why  May  wheat  would  be  28  cents  more  than  the  price  of  cash 
wheat? 

Mr.  Post.  Because  there  will  be  three  countries'  crops  on  the  mar- 
ket between  now  and  May. 

Mr.  TiNCHER.  What  three  countries'  crops  do  you  refer  to  ? 

Mr.  Post.  The  Argentine,  India,  and  Australia. 

Mr.  TiNCHER.  Has  Argentina  thrashed  its  wheat  yet? 

Mr.  Post.  No. 

Mr.  Tijj^cHER.  When  do  they  thrash  ? 

Mr.  Post.  They  harvest  in  January,  I  think,  about  now. 

Mr.  TiNCHER.  They  have  now  the  Government's  estimate  of  the 
yield  of  wheat  in  the  Argentine? 

Mr.  Post.  Sure. 

Mr.  TiNCHER.  Where  else  did  you  say  f 

Mr.  Post.  In  India  and  Australia. 

Mr.  TiNCHER.  When  do  they  thrash? 

Mr.  Post.  You  have  got  me  now  into  deep  water,  and  I  don't  know. 

Mr.  TiNCHER.  You  say  it  is  easy  to  imderstand,  and  if  it  is  easy 
for  you  to  understand  I  would  like  to  have  you  explain  it  to  me. 

Mr.  Post.  I  say  it  is  because  those  countries  have  not  had  their 
wheat  on  the  market  yet,  but  will  have  it  on  the  market  in  May. 

Mr.  TiNCHER.  You  say  it  is  easy  to  understand  and  yet  you  do  not 
understand  it,  and  I  do  not  understand  it,  and  nobody  has  been  here 
from  any  one  of  these  exchanges  who  ha^  explaine/it  in  any  way. 
But  I  suppose  it  is  easy  to  understand  from  what  you  say. 

I  make  this,  statement  because  I  anticipate  there  will  be  some  men 
to  challenge  it,  and  if  so,  I  want  them  to  do  so  and  then  explain 
the  matter.  I  think  the  only  understanding  is  that  the  gamblers  in 
wheat  are  holding  the  price  of  futures  down  in  an  attempt  to  hold  the 
price  of  the  cash  article  down^  and  that  they  are  not  ready  yet  to 
take  their  clean-up  by  having  the  price  jump.  That  is  my  opinion  of 
it,  and  I  say  that  fully  understanding  that  there  are  plenty  of  men 
in  town  here  now  and  in  the  grain  exchanges  who  will  have  the  rigrht 
to  challenge  it. 

Mr.  Post.  Why  don't  they  take  the  sj>me  attitude  toward  the  cash 
article  to-day,  then  ? 

Mr.  TiNCHER.  If  the  gamblers  would  let  wheat  alone  to-day  it 
would  sell  for  cost  of  production,  because  there  is  a  sufficient  demand 
for  the  product  by  the  consuming  public  to  have  that  result.  B\it 
the  gamblers,  by  manipulating  futures,  are  holding  the  price  28  cent?] 
or  80  cents  or  40  cents  below  the  cost  of  production.  That  is  mv 
position. 

Mr.  McLaxtohlin  of  Michigan.  Do  you  agree  with  Mr.  Tincheii 
on  that?  i 
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Mr.  Post.  No;  I  do  not.  I  do  not  see  how  I  can  when  I  stop  to 
realize  that  wheat  is  the  highest  commodity  to-day  that  is  raised  on 
the  farm. 

Mr.  McLaughlin  of  Michigan.  Highest  in  what  respect? 

Mr.  Post.  In  cash  value. 

Mr.  McLaughlin  of  Michigan.  You  mean  as  to  the  selling  price 
of  it? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  You  are  interested  in  the  grain  business? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  Your  profit  depends  upon  the  fluctuations  in  the 
market? 

Mr.  Post.  No  ;  my  profit  depends  upon  my  monthly  salary. 

Mr.  TiNCHER.  Oh,  you  are  just  testifying  from  the  standpoint  of  a 
salaried  man  ? 

Mr.  Post.  I  am  testifying  for  the  company. 

Mr.  TixcHER.  Their  profits  as  a  company — not  as  stockholders 
but  as  a  company — depend  upon  the  fluctuations  in  the  market? 

Mr.  Post.  Oh,  no. 

Mr.  TiNCHER.  They  do  not  want  any  fluctuations  ? 

Mr.  Post.  As  far  as  we  are  concerned  as  a  company,  it  does  not 
make  any  difference  whatever  either  way. 

Mr.  McLaughlin  of  Nebraska.  If  the  period  of  time  for  the  con- 
summation of  future  deals  were  made  60  days,  would  that  interfere 
with  your  transactions  ? 

Mr.  Post.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  What  is  the  average  time  of  your 
hedffing  contracts  ? 

Mr.  JPost.  I  could  not  tell  you  the  average  time,  but  a  lot  of  them 
run  as  high  as  six  and  eight  months. 

Mr.  McLaughlin  of  Nebraska.  Has  any  member  of  your  coopera- 
tive organization  become  a  member  of  a  grain  exchange? 

Mr.  Post.  No,  sir. 

Mr.  McLaughlin  of  Nebraska.  Is  any  one  of  them  a  member  of 
a  board  of  trade  ? 

Mr.  Post.  No,  sir. 

Mr.  McLaughlin  of  Nebraska.  Could  they  hold  membership  in 
either  a  grain  exchange  or  on  a  board  of  trade  if  they  wanted  to  ? 

Mr.  Post.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  You  say  they  could? 

Mr.  Post.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  Do  you  know  that  to  be  a  fact? 

Mr.  Post.  Why,  memberships  are  for  sale  at  all  times  to  anyone 
of  good  character. 

Mr.  McLaughlin  of  Nebraska.  There  has  been  some  testimony 
adduced  here  to  the  effect  that  no  cooperative  organization  has  ever 
\)een  able  to  land  a  place  on  any  board  of  trade  or  grain  exchange: 
that  for  some  mysterious  reason  they  are  barred.  Do  you  know  or 
any  cooperative  organization  that  has  membership  on  a  board  of 
trade  or  grain  exchange? 

Mr.  Post.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  The  first  question  was  if  any- 
body connected  with  your  cooperative  organization  was  a  member 
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of  a  board  of  trade.  I  do  understand  that  they  bar  such  organiza- 
tions as  an  organization  but  they  do  not  bar  the  members  who  make 
up  such  an  organization,  do  they  ? 

Mr.  McLaughlin  of  Nebraska.  I  mean  as  representing  the  organ- 
ization. Of  course,  an  individual  might  become  a  member;  but  I 
mean  that  no  individual  has  a  right  as  the  representative  of  a 
cooperative  organization  on  the  board  of  trade. 

Mr.  McLaughlin  of  Michigan.  Your  idea  is  that  a  man  who  is  a 
part  of  a  cooperative  organization  who  asks  for  membership  for  him- 
self individually  would  be  permitted  to  have  a  seat  on  the  grain 
exchange,  but  that  if  he  asked  for  membership  as  the  representative 
of  a  cooperative  organization  he  would  be  refused.  Mr.  Fost,  do  you 
understand  that  to  be  the  situation? 

Mr.  Post.  I  never  heard  of  anything  like  that  before. 

Mr.  McLaughlin  of  Michigan.  None  of  your  members,  either  in- 
dividually and  solely  for  himself  or  as  representing  the  organization, 
has  asked  for  any  such  memberbship? 

Mr.  Post.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  You  do  not  know  what  the  prac- 
tice of  the  exchanges  would  be  in  that  matter? 

Mr.  Post.  No,  sir ;  I  have  no  idea. 

The  Chairman.  Do  you  contend  that  storing  and  hedging  go  hand 
in  hand ;  if  you  abolish  the  future  you  would  be  compelled  to  stop  ? 

Mr.  Foot:  Yeg,  sir;  in  any  quantity  whatever. 

The  Chairman.  You  would  have  to  fill  your  elevators? 

Mr.  Post.  You  can  not  do  that,  because  you  have  only  enough  room 
to  take  care  of  the  current  busiriess.  At  the  present  time  we  have 
twice  the  grain  in  store  that  is  represented  by  the  capacity  of  our 
elevators. 

The  Chairman.  Outside  of  your  storage  would  it  be  absolutely 
necessary  to  the  elevator  man  ? 

Mr.  Post.  It  is  necessary  in  this  respect 

The  Chairman  (interposing).  Shortage  of  cars,  of  course;  but 
how  about  outside  of  that? 

Mr.  Post.  Well,  you  can  handle  grain  on  a  much  smaller  margin 
of  profit  in  that  way  than  by  holding  it  over  and  actually  merchan- 
dising your  stuff. 

The  Chairman.  On  cash  transactions  you  do  not  hedge;  you  sell 
them  on  bids? 

Mr.  Post.  No,  sir. 

The  Chairman.  Do  you  say  you  do  not  handle  corn  and  oats  in 
that  way? 

Mr.  ?osT.  No,  sir;  not  one  time  out  of  a  dozen.  You  always  take 
a  discount  if  you  do  that.  Bids  will  average  as  high  as  1  to  2  cents 
a  bushel  on  wheat  off  the  spot  market.  In  selling  on  bids  you  are 
just  giving  the  other  fellow  who  takes  the  hedge  for  you  all  that 
premium. 

The  Chairman.  You  ship  out  grain  for  cash  as  quickly  as  you  can 
get  the  cars  ? 

Mr.  Post.  Yes,  sir. 

The  Chairman.  If  you  take  a  thousand  bushels  in  to-day,  do  you 
sell  a  future? 

Mr.  Post.  Yes,  sir. 
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The  Chairman.  Practically  every  day? 

Mr.  Post.  Yes,  sir ;  every  day  that  I  buy  a  thousand  bushels. 

The  Chairman.  You  ship  your  grain  to  Chicago? 

Mr.  Post.  To  the  best  market. 

Mr.  TiNCHBR.  Do  you  mean  to  say  that  if  you  bought  a  thousand 
bushels  of  wheat  on  yesterday  at  your  elevator  you  would  hedge  that 
by  selling  a  future  option  ? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  For  what  month  would  you  sell? 

Mr.  Post.  I  would  sell  March  to-day. 

Mr.  TiNCHER.  You  would  buy  wheat  if  you  could  sell  cash  in  Chi- 
cago at  over  $2 — on  yesterday  it  was  $2.08 — and  sell  a  March  option 
for  $1.80? 

Mr.  Post.  Yes,  sir.  But  I  could  not  sell  that  in  Chicago  at  $2.08, 
as  you  speak  of  it,  when  I  am  out  in  the  country.  You  have  to  have 
the  wheat  in  Chicago  in  order  to  sell  it  for  $2.08. 

Mr.  TiNCHER.  I  understand;  but  the  base  is  $2.08.  You  can  sell 
it  on  the  track  and  make  a  drart  for  it  on  the  basis  of  $2.08,  as  it  was 
in  Chicago  on  yesterday? 

Mr.  Post.  No,  sir. 

Mr.  TiNCHER.  Why  not? 

Mr.  Post.  Because  you  could  not  get  a  bid. 

Mr.  TiNCHER.  You  do  not  know  what  the  bids  were  on  yesterday 
for  wheat  on  the  track? 

Mr.  Post.  No ;  but  I  do  know  what  they  have  been  on  previous  days. 

Mr.  TiNCHER.  Did  you  have  any  bids  on  yesterday? 

Mr.  Post.  No;  I  am  a  good  ways  from  home,  and  1. could  not  know. 

Mr.  TiNCHER.  Your  elevator  had  cards  on  yesterday  morning  with 
bids  for  cash  wheat  that  would  permit  you  to  load  wheat  in  a  car, 
and  it  was  their  wheat  then,  based  on  certain  deliveries? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  If  you  were  selling  it  in  Chicago,  it  would  be  the 
Chicago  price  less  the  freight  charges  to  Chicago  I 

Mr.  Post*  It  depends  upon  what  you  call  the  Chicago  price.  It 
would  not  be  Chicago  spot  price. 

Mr.  TiNCHER.  If  you  bought  wheat  in  your  town  on  yesterday  and 
sold  an  option  at  20  cents  less  than  the  price  of  cash  wheat,  you  were 
operating  to  help  the  gamblers  to  keep  the  price  down,  instead  of 
using  a  legitimate  hedge  to  protect  yourself.  You  were  making  one 
of  the  many  fictitious  deals  that  is  keeping  the  farmers'  wheat  down. 
If  you  say  vou  need  the  hedge^  why,  when  the  future  is  28  cents  below 
the  price  of  the  cash  product,  it  seems  to  me  it  shows  the  fallacy  of  the 
whole  proposition.  If  the  future  was  higher  there  might  be  some 
ars:ument  whereby  you  would  need  to  hedge. 

Mr.  Post.  It  loo^  to  me  just  the  opposite — ^that  with  wheat  selling 
at  that  price  below,  the  gambler  is  not  making  very  good  headway  in 
forcing  the  price  of  wheat  down. 

The  Chairman.  Why  is  it  necessary  to  hedge  a  cash  transaction? 

Mr.  Post.  Simply  because  there  is  not  one  day  out  of  a  dozen  that 
you  can  get  a  bid  on  wheat. 

The  Chair^i AN.  I  am  talking  now  mostly  about  com  and  oats. 

Mr.  PoffT.  Well,  I  tried  to  explain  that  a  minute  ago  by  saving 
that  track  bids  on  the  basis  of  Chicago  on  com  will  average  trom 
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2  to  5  cents  a  bushel  less  than  the  Chicago  price  for  corn  on  the  same 
day. 

The  Chairman.  You  often  set  other  bids  than  from  Chicago? 

Mr.  Post.  Yes.  Take  the  Quaker  Oats  Co.,  and  the  Douglas  Co., 
when  they  were  in  business.  But  it  was  very  seldom,  except  when 
corn  was  getting  scarce,  that  you  could  get  a  bid  that  was  as  advan- 
tageous as  your  terminal  marKet  spots. 

The  Chairman.  I  understand  that  you  can  do  better  by  selling 
direct  than  by  going  to  Chicago? 

Mr.  Post.  1  ao  not  necessarfly  mean  Chicago. 

The  Chairman.  If  you  buy  1,000  bushels  to-day,  and  have  an  offer, 
say,  of  62  cents  for  corn,  and  you  accept  that  offer,  that  is  the  end 
of  it? 

Mr.  Post.  Yes ;  there  is  no  future  transaction  in  that. 

The  Chairman.  Is  there  much  need  of  hedging  in  case  of  cash 
transactions  ? 

Mr.  Post.  If  you  are  willing  to  sacrifice  the  difference  in  price  be- 
tween track  bids  and  the  others,  no. 

The  Chairman.  Oh.  but  there  is  a  difference  in  price,  as  I  under- 
stand it,  and  you  saj  tnere  is  a  difference? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  1  our  testimony  is  based  upon  the  premise  that  there 
is  not  one  time  out  of  a  dozen  that  you  have  a  cash  bid  for  wheat? 

Mr.  Post.  Yes,  sir. 

Mr.  TiNCHER.  Taking  that  as  a  proper  premise  to  start  from,  I 
think  you  are  right. 

Mr.  Post.  In  fact,  I  do  not  think  I  have  had  a  bid  on  wheat  for 
40  days. 

The  Chairman.  Iowa  is  not  a  wheat  State? 

Mr.  Post.  No  ;  but  we  are  in  a  wheat  territory.  It  is  a  heavy  wheat 
station,  too. 

The  Chairman.  We  are  very  grateful  to  you. 

Mr.  Post.  And  I  want  to  thank  you  gentlemen. 

The  Chairman.  We  will  now  hear  Mr.  Ray. 

STATEMENT  OF  HB.  W.  J.  RAT,  OF  BOONE,  IOWA,  BEFBESENTDTG 

C.  H.  THAYEB  &  CO.,  CHICAOO,  ILL. 

Mr.  Ray.  I  will  speak  from  the  knowledge  I  have  of  the  country 
end  of  the  situation.  I  think  that  future  trading  as  a  hedging  prop- 
osition for  the  grain  shipper  out  in  the  country  and  for  me  farmer 
is  very  beneficial.  It  permits  him  to  buy  the  fanner's  grain,  and  in 
turn,  sell  a  hedge  a^ai^  it,  and  ship  griin  whenever  he  can  get  the 
cars  or  it  is  convenient  for  him  to  ship,  or  that  it  is  convenient  for 
the  farmer  to  deliver  the  grain.  He  does  not  need  to  have  a  specified 
number  of  days  to  do  that  in.  Then  when  he  ships  his  gram  on  to 
the  market  and  he  sells  on  the  spot  market,  on  the  cash  market,  it 
sells  on  a  competitive  basis  and  he  gets  everything  there  is  in  the  way 
of  value  for  the  grain,  and  he  can,  in  turn,  buv  in  his  hedge  at  tlio 
same  time  with  the  proceeds  of  his  cash  sale.  It  makes  a  protection 
or  an  insurance  for  him. 

There  are  possibly  times,  very  few  times,  when  the  spread  amounts 
to  very  much.    And,  as  an  illustration,  fire  insurance  does  not  always 
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cover  every  dollar's  worth  of  stufE  that  you  have  when  you  collect 
on  a  policv.  I  believe  if  it  were  not  for  future  trades  or  the  oppor- 
tunity to  hedge ;  in  other  words,  if  future  trading  were  abolished,  it 
seems  to  me,  and  I  believe  it  to  be  true,  that  there  would  be  times 
when  the  movement  of  grain  from  the  country  was  large  and  thie 
buying  end  or  the  consuming  end  might  be  very  lax,  that  there  would 
be  hundreds  and  thousands  of  cars  of  grain,  perhaps,  that  would  go 
on  the  market  with  very  little  demand  tor  it.  In  that  case  I  can  not 
see  why  there  would  not  be  great  depression  in  the  price. 

And  now  take  the  reverse:  There  are  times  every  month,  and  I 
guess  times  for  periods  of  as  long  as  six  weeks,  when  there  is  prac- 
tically no  grain  delivered  from  the  country.  The  roads  might  be 
broken  up  by  bad  weather,  or  there  might  be  snow  blockades,  or 
the  farmers  might  be  extremely  busy  putting  their  crops  in,  and  they 
might  be  a  little  late  getting  to  work,  and  yet  there  might  be  a  foreign 
demand  spring  up,  or  a  demand  from  the  millers  might  spring  up, 
or  an  industrial  demand  might  spring  up,  and  that  demand  would 
force  the  price  up  to  a  high  mark. 

I  think,  gentlemen  of  the  committee,  that  under  any  of  these 
conditions  we  would  have  much  greater  fluctuations  than  is  possible 
under  the  present  method  of  marketing. 

I  think  that  about  covers  my  statement. 

The  CHAiKif  AN.  Any  questions  ? 

Mr.  TiNCHER.  You  live  in  Iowa,  did  you  say  ? 

Mr.  Eat.  Yes,  sir. 

Mr.  TiNCHER.  What  is  your  business? 

Mr.  Ray.  I  represent  C.  H.  Thayer  &  Co.,  of  Chicago,  commission 
merchants. 

Mr.  TiNCHER.  What  do  you  mean  by  representing  them  out  there? 

Mr.  Ray.  I  work  out  in  Iowa  soliciting  consignments,  and  do  a 
good  deal  of  merchandising  in  grain  when  there  is  an  opportunity. 

Mr.  TiNCHER.  My  recollection  is  that  something  like  80  per  cent 
of  the  people  who  handle  grain  in  Iowa  do  not* deal  in  futures  at  all; 
is  that  right? 

Mr.  Ray.  No,  sir ;  I  think  that  80  per  cent  would  be  a  little  exag- 
geration. I  know  there  are  quite  a  good  many  that  do  not,  but  there 
is  a  large  number  that  do. 

Mr.  TiNCHER.  Your  trading  is  as  traveling  representative  of  C.  H. 
Thayer  &  Co.  with  those  who  do  it? 

Mr.  Ray.  We  do  business  with  both.  We  do  business  with  any  of. 
them. 

Mr.  TiNCHER.  That  is  all. 

The  Chairman.  Let  us  take  /up  one  of  these  corn  transactions.  We 
have  the  morning  paper  before  us.  To-day  No.  3  com  is  68^  cents. 
You  are  an  elevator  man.  You  take  in  the  com  and  pay  the  farmer 
68^  cents. 

Mr.  Ray.  Pardon  me,  is  that  68J  cents  the  Chicago  spot  market? 

The  Chairman,  Take  this  as  the  price  in  the  country.  You  turn 
around  and  buy  for  May  at  74f  cents.  You  have  the  use  of  the  money 
imtil  May.  C!om  goes  to  a  premium,  cash  goes  to  80  cents  in  the 
meantime,  and  where  do  you  come  in  ? 

Mr.  Ray.  Well,  if  that  should  happen 

The  Chairman  (interposing).  It  does  happen  occasionally? 


490  FUTURE   TRADING. 

Mr.  Ray.  That  is  a  very  wide  spread  for  corn. 

The  Chairman.  Yes ;  but  let  us  say  it  is  less,  for  the  sake  of  the 
armunent. 

Mr.  Ray.  Then  your  elevator  would  be  the  loser,  to  be  sure,  with 
that  spread.  On  tne  other  hand,  if  he  buys  corn  of  the  farmer  to-day 
at  68^  cents,  and  he  does  not  do  anything  with  it  except  store  it,  the 
market  may  change  10  or  15  cents  on  Mav  before  that  corn  is  sold. 

The  Chairman.  If  he  consigns  and  sells  it,  then  the  transaction  is 
ended.  The  elevator  is  under  no  further  obligation  to  the  farmer, 
as  that  closes  the  transaction  ? 

Mr.  Ray.  That  closes  it  up  between  him  and  the  farmer ;  yes. 

The  Chairman.  And  if  it  is  consigned,  of  course,  it  is  out  of  the 
hands  of  the  elevator  and  sold  ? 

Mr.  Ray.  It  is  not  sold  until  it  reaches  the  market,  which  may  be 
10  days. 

The  Chairman.  If  it  is  corn,  you  can  sell  it  as  quickly  at  home  as 
you  can  anywhere  else? ' 

Mr.  Ray.  You  mean  sell  it  to  arrive? 

The  Chairman.  Yes. 

Mr.  Ray.  Selling  to  arrive,  the  shipment  may  require  a  period  of 
5, 10,  or  15  days,  and  oftentimes  30  days. 

The  Chairman.  Yes;  I  understand,  but  I  am  talking  about  the 
future.    The  elevator  man  is  the  loser  if  that  happens? 

Mr.  Ray.  Yes,  sir. 

The  Chairman.  To-day  you  sell  your  com  at  68J  cents,  and  you 
buy  for  May  delivery  at  74|  cents,  or,  say,  74^  cents.  That  corn  is 
discounted  2^  cents,  is  it  not  ? 

Mr.  Ray.  Why  so  ? 

The  Chairman.  Because  that  is  the  rule  of  the  exchange  at  Chi- 
cago. 

Mr.  Ray.  Do  you  mean  if  delivery  of  that  corn  is  made? 

The  Chairman.  Yes ;  it  is  discoimted. 

Mr.  Ray.  I  think  that  is  so. 

The  Chairman.  And  you  as  the  elevator  man  did  not  discount  it 
when  you  received  it  and  bought  it  ? 

Mr.  Ray.  Yes ;  I  bought  it  on  the  No.  3  corn  basis.  The  discount 
might  have  been  2  cents,  undoubtedly,  or  2^  cents.  If  he  had  sold 
me  No.  2  corn,  I  might  have  been  able  to  pay  him  2  cents  more. 

The  Chairman.  We  are  talking  about  Ifo.  3  cash  corn.  You  buy 
.  for  May  delivery  for  the  same  kind  of  corn,  and  you  agree  to  i>a y 
the  farmer  the  going  price  of  your  market.  But  you  have  sold  it  at 
2^  cents  less  and  you  are  the  loser  of  the  2}  cents? 

Mr.  Ray.  You  are  unless  you  have  bought  from  the  farmer  with 
that  understanding. 

The  Chairman.  But  you  never  buy  with  that  understanding? 

Mr.  Ray.  They  buy  the  No.  3  com  at  a  price  under  the  No.  2  corn, 
and  the  No.  2  com  is  the  contract  grade. 

The  Chairman.  But  they  settle  with  you  at  2^  cents  less  than  the 
quotations? 

Mr.  Ray.  If  I  ship  the  com  on  the  contract. 

The  Chahiman.  Oh,  there  is  no  delivery.  This  is  a  hedging  prop- 
osition ? 

Mr.  Ray.  Do  I  get  vou  in  this  way :  That  I  send  the  com  in  and 
sell  it  on  the  spot  market? 
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The  Chairman.  You  are  the  elevator  man,  the  farmer  brings  a 
thousand  bushels  of  corn  in,  you  store  it  for  him,  and  instead  of 
putting  it  in  the  elevator  you  sell  it  and  keep  the  cash.  You  enter 
into  a  contract  with  the  farmer  for  the  1st  of  May.  The  farmer 
comes  in  on  the  1st  of  May  for  payment  for  his  corn.  The  market  is 
then  74i  cents,  and  you  cash  jour  hedge  and  it  is  72J  or  71^  cents? 

Mr.  Ray.  No;  we  just  buy  m  the  hedge  on  another  contract. 

The  Chairman.  No;  it  is  under,  then,  for  May  delivery.  The 
discount  of  No.  3  com  makes  it  in  Chicago  to-day  ^  cents  less? 

Mr.  Ray.  Well,  I  do  not  get  your  queSion.  We  sell  that  com  in 
Chicago  as  No.  3  corn ;  and  we  settle  with  the  farmer  for  No,  3  com. 
Of  course,  we  have  hedged  in  the  contract  grade,  and  if  we  buy  in 
our  hedge  we  buy  that  on  the  contract  grade.  So  one  offsets  the 
other. 

The  Chairman.  That  is  not  the  contract. 

Mr.  Ray.  I  do  not  know  why  it  isn't. 

The  Chairman.  I  have  been  storing  com  for  30  years  and  know 
something  about  storage;  it  is  the  going  nrice.  The  elevator  man 
takes  in  oats  or  com  at  a  certain  price.  Suppose  com  is  62|  cents 
and  the  elevator  hedges  in  January.  In  May  the  farmer  calls  for 
his  money  and  the  hedge  is  closed.  According  to  the  rules  and  regu- 
lations of  the  exchange  now,  he  is  loser  at  the  rate  of  2^  cents  a 
bushel,  because  No.  3  is  the  contract  price.  No.  3  is  what  he  buys 
and  hedges,  and  No.  3  has  a  discount  of  2^  cents  a  bushel  ? 

Mr.  Ray.  No.  2  is  what  he  hedges,  and  the  contract  grade  is  No.  2. 

The  Chairman.  There  is  no  specific  grade.  Take  No.  1,  No.  2,  or 
No.  3. 

Mr.  Ray.  Oh,  yes ;  there  is. 

The  Chairman.  That  is  what  we  are  trying  to  make.  I  think 
there  ought  to  be  a  contract  grade,  and  that  ought  to  be  the  basis  of 
the  settlement.    It  ought  to  provide  for  premiums  and  discounts. 

Mr.  Ray.  You  ask  that  question  of  a  member  of  the  Chicago 
Board  of  Trade,  who  is  more  thoroughly  versed  in  that  than  I  am. 

The  Chairman.  We  have  their  rules  and  regulations.  They  ad- 
mitted on  yesterday  that  the  difference  in  No.  3  wheat  at  one  market 
was  3J  cents ;  that  the  fixed  difference  was  8  or  8^  cents  in  Chicago 
and  only  5  cents  in  Minneapolis,  a  difference  of  3  or  3^  cents,  the 
fixed  difference  in  one  particular  grade  of  wheat  ? 

Mr.  Ray.  Well,  I  do  not  understand  that. 

The  Chairman.  What  I  am  getting  at  is  this :  Should  we  leave  it 
to  the  exchanges  to  determine  values  in  the  matter  of  difference  in 
/Trades,  or  should  it  be  left  to  a  disinterested  party,  as  it  is  now  done 
with  cotton? 

Mr.  Ray.  Well,  I  do  not  know  as  to  that,  other  than  that  the  ex- 
change men  have  had  years  of  experience  in  working  the  matter  out. 
and  I  confidently  believe  that  they  have  done  it  to  the  very  best  oi 
their  judgment.    If  disinterested  parties 

The  Chairman  (interposing).  Without  reflecting  in  the  least  upon 
the  members  of  the  exchanges,  I  want  to  say  that  they  will,  of  course, 
work  for  their  own  interest  and  for  what  is  to  their  best  interest. 
T\Tien  they  fix  the  matter  they  will  do  as  you  or  I  or  anybody  else 
would  do ;  they  will  look  at  it  from  the  standpoint  of  their  own  in- 
terest, and  I  ask,  Shall  one  contracting  party  determine  the  difference 
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and  all  the  terms  of  the  contract,  or  shall  the  other  fellow  also  have 
something  to  say  about  it  ? 

Mr.  Ray.  I  think  the  country  trade  is  satisfied  with  the  present 
arrangement  of  grades. 

The  Chairman.  Who  are  satisfied? 

Mr.  Ray.  The  country  trade. 

The  Chairman.  Well,  then,  you  have  not  read  the  testimony  that 
has  been  given  before  this  committee  in  past  years.  They  are  not 
satisfied. 

Mr.  Kay.  I  will  modify  that  answer.  Of  course,  I  am  only  speak- 
ing from  what  1  know  around  our  section  of  the  country.  As  to  the 
wheat  territory,  I  do  not  know  anything  about  wheat. 

The  Chairman.  Dealers  in  oats  are  more  dissatisfied  than  any 
others,  if  you  take  the  hearings  before  the  committee. 

Mr.  Ray.  I  feel  like  this :  If  disinterested  parties  can  improve  on 
the  matter,  very  well.  I  think  men  engaged  in  any  line  of  business 
are  always  ready  for  improvements  or  betterments. 

The  Chairman.  I  will  ask  you  this  question;  Do  you  believe  in 
regulation,  or  do  you  favor  leaving  everything  to  be  determined  by 
the  exchange? 

Mr.  Ray.  Well,  that  is  a  hard  question  to  answer.  I  do  not  know 
just  what  the  regulations  would  be.  I  do  not  know  how  extensive 
they  are. 

The  Chairbian.  Do  you  believe  in  any  regulation  or  in  no  regu- 
lation ? 

Mr.  Ray.  I  believe  in  regulation  all  right  if  a  thing  is  regulated 
for  the  betterment  of  all  concerned  in  a  given  line  of  business. 

The  Chairman.  If  you  contract  with  some  one  to  deliver  1,000 
bushels  of  grain — or  it  might  be  live  stock — do  you  believe  it  should 
be  left  entirely  to  the  seller  to  pick  the  terms  as  to  the  quantity  and 
the  quality  ?  If  you  were  a  dealer  and  bought  100  head  of  cattle,  do 
you  believe  as  buyer  that  you  should  have  something  to  say  about  the 
quality  and  the  number  to  be  delivered,  or  would  you  leave  that  en- 
tirely to  the  seller?  Would  you  simply  telegraph  an  order  for  100 
head  of  cattle  and  let  the  seller  go  ahead  and  fix  all  the  conditions  ? 
That  is  what  they  are  doing  on  the  exchanges. 

Mr.  Ray.  Well,  that  isj  perhaps,  true.  But  we  know  the  regulations 
of  the  exchanges  and  what  they  are  doing,  and  believe  they  are  doing 
the  very  best  they  can. 

The  Chairman.  And  you  know  that  a  lot  of  them  have  gone  broke. 
That  a  lot  of  them  have  lost  their  farms  and  their  fortunes ;  I  mean 
the  nroducers. 

Mr.  Ray.  What  do  you  mean — the  farmers  ? 

The  Chairman.  Yes;  any  of  them  that  are  operating  on  the  ex- 
change. That  is  not  reflecting  on  the  exchange,  but  it  re&rs  to  specu- 
lation.   Some  of  them  find  fault  with  the  contract  ? 

Mr.  Ray.  That  happens  in  aU  lines  of  business.  There  are  bank- 
rupts in  every  line  of  business  in  the  country,  I  guess,  occasionally, 
from  mismanagement  or  something  or  other. 

Mr.  McLaughun  of  Michigan.  Is  it  true  as  far  as  you  have  ob- 
served that  a  large  number  of  farmers  have  lost  their  property  and 
gone  broke,  which  was  the  expression  that  was  used,  on  account  of 
their  dealings  on  the  board  of  trade  ? 
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Mr.  Ray.  No,  sir.    I  know  but  very,  very  few  of  them. 

Mr.  McLattohmn  of  Michigan.  Then  you  know  of  some? 

Mr,  Ray.  No;  if  you  take  the  farmers,  I  do  not  call  to  my  mind 
any.  There  may  be  some,  but  I  do  not  call  to  mind  any  that  have 
come  under  my  observation. 

Mr.  McLAUGHiiiN  of  Michigan.  The  chairman  said  that  it  has  been 
shown  by  the  testimonv  or  by  reliable  reports,  as  he  understands  it, 
that  a  large  number  oi  farmers  have  gone  broke.  What  do  you  say 
about  that? 

Mr.  Ray.  I  do  not  call  to  mind  any  farmers  in  our  section  of  the 
country  who  have  gone  broke.  Do  you  mean  farmers  in  that  ques- 
tion? 

Mr.  McLaughlin  of  Michigan.  You  heard  the  chairman's  question. 
Do  vou  agree  with  him  or  not? 

Mr.  Ray.  Not  that  many  farmers  individually  have  gone  broke. 

Mr.  McLaughlin  of  Michigan.  Well,  how  about  associations  of 
one  kind  and  an  other?  One,  I  presume,  that  has  its  business  in  the 
hands  of  a  manager? 

Mr.  Ray.  A  manager  and  a  board  of  directors.  You  are  mention- 
ing farmers'  elevators  and  farmers'  unions,  I  suppose? 

Mr.  McLaughmn  of  Michigan.  Yes. 

Mr.  Ray.  They  are  under  the  management  of  managers  and  boards 
of  directors. 

Mr.  McLaughlin  of  Michigan.  Some  of  those  have  lost  and  failed 
and  found  their  transactions  on  the  boards  of  trades  to  be  detri- 
mental to  their  business,  haVe  they? 

Mr.  Ray.  I  do  not  think  so. 

Mr.  McLaughlin  of  Michigan.  Do  you  mean  that  they  have  all 
been  successful  ? 

Mr.  Ray.  There  are  some  of  them  that  have  lost  heavily.  But  in 
my  view  of  the  situation  and  knowledge  of  it,  they  have  made  the 
loss  because  they  speculated  on  the  article  and  not  because  they  pro- 
tected themselves  with  a  future  trade.  In  other  words,  they  have,  per- 
haps, bought — and  lots  of  them  did  in  the  last  year — of  the  farmer 
at  the  prevailing  market  price  on  to-day  and  trusted  to  consigning 
the  grain  in,  and  it  was  perhaps  a  week  or  10  days  getting  on  the 
market,  and  the  decline  in  the  market  caused  it  to  be  sold  at  any- 
where, 5,  10,  or  15,  or  as  high  as  25  cents  a  bushel  below  what  he 
could  have  realized  on  the  farmers  on  the  sale. 

Mr.  McLaughlin  of  Michigan.  Have  you  known  where  any  of 
those  farmers'  organizations  got  into  more  or  less  serious  trouble  by 
the  dishonesty  of  its  manager? 

Mr.  Ray.  That  sometimes  happens.    It  has  happened. 

Mr.  McLaughlin  of  Michigan.  In  what  way  would  he  operate 
improperly? 

Mr.  Kay.  I  suppose 

Mr.  McLaughlin  of  Michigan  (interposing).  I  want  your  ex- 
perience. 

Mr.  Ray.  The  only  way  I  know  of  is  that  he  might  get  to  speculat- 
ing and  get  on  the  wrong  side  and  use  the  company's  nmds. 

Mr.  ]Mw)Laughlin  of  Michigan.  By  direction  of  his  directors  or 
board  of  control  or  whatever  you  call  it  ? 
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Mr.  Ray.  No  ;  not  if  he  was  purely  speculating  on  his  own  accord, 
it  would  not  be.  But  I  think  there  is  a  very,  very  small  percentage 
of  them  to  whom  that  has  happened.  Of  course,  there  are  misde- 
meanors that  will  crop  out  in  any  line  of  business;  as  to  bankers,  for 
instance,  a  cashier  sometimes  goes  wrong,  and  I  presume  not  always 
because  he  has  been  speculating  on  the  board  of  trade,  either. 

Mr.  McLaughlin  of  Michigan.  I  presume  sometimes  managers, 
when  they  are  doing  business  with  the  board  of  trade,  call  it  what- 
ever you  please,  speculating  or  hedging  or  taking  care  or  pretending 
to  take  care  of  the  business  of  the  company  that  they  represent,  some- 
times the  manager  will  take  to  himself  the  result  of  good  deals  and 
throw  the  burden  of  poor  deals  on  the  company  ? 

Mr.  Rat.  No  ;  I  do  not  know  of  any  instance  of  that  kind. 

Mr.  McLaughlin  of  Michigan.  You  never  knew  anything  of  that 
kind  to  happen? 

Mr.  Ray.  No,  sir;  not  that  came  to  my  knowledge.  I  have  not 
proof  of  anything  of  that  kind. 

Mr.  McLaughlin  of  Michigan.  In  your  judgment,  then,  cases  of 
dishonesty  or  unfair  dealing  on  the  part  oi  managers  toward  their 
members,  those  who  compose  their  association,  is  no  larger  than  the 
proportion  of  cases  of  dishonesty  of  officers  of  banks? 

Mr.  Ray.  No,  sir ;  I  do  not  think  so. 

Mr.  McLaughlin  of  Michigan.  I  have  been  told  that  no  small 
part  of  the  prejudice  of  farmers,  individually,  and  those  who  asso- 
ciate themselves  in  organizations  of  one  kind  and  another,  is  due  to 
the  fact  that  managers  have  not  acted  with  good  judgment,  and,  in 
fact,  have  acted  unfairly  and  dishonestly  toward  the  organizations 
they  represented.  Would'  you  attribute  any  considerable  part  of  the 
dissatisfaction,  such  as  you  find  existing,  to  the  cause  I  speak  of? 

Mr.  Ray.  No. 

Mr.  McLaughlin  of  Michigan.  There  is  a  lot  of  dissatisfaction 
and  opposition  to  the  whole  proposition  of  dealing  on  boards  of 
trade.    What  do  you  attribute  that  to  ? 

Mr.  Ray.  Do  you  mean  among  the  farmers  and  among  the  farmers' 
organizations? 

Mr.  McLaughlin  of  Michigan.  Yes.  Some  organizations  refuse  to 
do  it  themselves  or  permit  their  managers  to  do  it. 

Mr.  Ray.  Yes.  I  think  this,  that  it  is  lack  of  knowledge  on  their 
part  of  the  true'  motive  of  hedging.  They  have  in  mind,  without 
doubt,  that  if  a  manager  hedges  their  ^rain,  or  hedges  his  purchase 
on  their  grain  or  the  stored  grain  that  is  shipped  out,  he  is  entering 
the  speculative  field.  That,  I  think,  is  their  attitude.  On  the  other 
hand,  it  is  not  speculative  at  all,  but  merely  protection.  He  is  specu- 
lating if  he  does  not  do  that.  There  are  lots  of  farmers  who  like  to 
store  their  grain,  and  it  is  for  this  reason  that  they  can  haul  it  and 
deliver  it  to  the  town  at  a  convenient  period.  They  may  think  that 
along  in  the  future  CTain  prices  are  going  to  be  better.  The  country 
elevators  are  of  smiQl  capacity,  on  the  average.  The  manager,  if  he 
does  store  the  farmer's  grain,  is  compelled  to  ship  that  grain  out  in 
order  to  make  room.  The  only  protection  he  has  is  to  ship  it  on  to 
the  market  and  sell  it  and  buy  some  future  against  it.  Then,  when 
the  farmer  elects  to  come  in  and  sell  it  to  the  manager  on  the  market 
basis  of  that  day,  the  manager,  in  turn,  sells  his  future  or  hedge. 
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There  may  be  a  little  spread  there,  and  that  sometimes  happens,  but 
it  is  not  extensive  as  a  rule.  He  is  playing  as  safe  as  he  can,  and  he 
has  an  open  market  now  to  play  that  stuff  to  the  end.  If  he  did 
not  have  an  open  market  he  absolutely  could  not  store  the  farmer's 
grain,  and  he  would  have  no  protection  whatever;  and  the  farmer 
would  be  compelled  to  hold  it  back  on  his  farm  until  such  time  as  he 
elected  to  sell,  which  might  be  at  some  time  when  the  movement  was 
light,  or  when  he  was  planting  corn,  or  when  the  roads  were  broken 
up,  or  when  for  some  other  reason  it  was  impossible  to  handle  that 
corn  satisfactorily.  The  farmer's  objection  to  trading  in  futures  and 
hedging  is  from  lack  of  knowledge  or  lack  of  understanding  of  what 
it  means.  I  have  never  talked  to  a  good,  sensible,  wide-awake  farmer 
yet  but  what,  after  explaining  the  thing  to  him,  he  looked  at  it  in  an 
entirely  different  way. 

Mr.  JPtJRNELL.  There  is  speculation  in  the  hedge  ? 

Mr.  Ray.  To  a  small  degree. 

Mr.  PuRNELL.  Just  half  of  it  is  speculation,  isn't  it  ? 

Mr.  Eat.  Well,  the  other  side,  of  course,  maybe,  but  not  entirely  so. 

Mr.  PuRNELL.  It  may  be  that  once  in  a  great  while  the  fellow  who 
is  on  the  other  side  is  also  hedging? 

Mr.  Ray.  Yes,  sir. 

Mr.  PuRNELii.  For  instance,  A  mi^ht  be  a  grain  farmer  and  has 

fain  and  sells  a  hedge  against  it  until  his  gram  gets  on  the  market, 
is  taking  stored  grain  of  the  farmer  and  shipping  it  out,  and  he 
might  take  a  hedge.  It  could  happen  that  those  fellows  are  taking 
opposite  sides  of  the  same  hedge? 

Mr.  Ray.  Yes,  sir.    Any  other  questions? 

Mr.  Evans.  I  would  like  to  ask  a  question  or  two. 

The  Chairman.  All  right. 

Mr.  Evans.  In  your  answer  to  the  question  asked  by  the  chairman, 
as  to  the  persons  who  had  become  bankrupt  by  reason  of  operating 
upon  boards  of  trade,  you  answered :  Yes ;  because  of  mismanagement 
or  something  or  other.  What  I  desire  to  know  about  is  who  you  in- 
clude in  the  term  "  or  something  or  other  "  ? 

Mr.  Ray.  Well,  mismanagement  or  misjudgmcnt  on  his  part. 

Mr.  Evans.  You  have  iust  mentioned  mismanagement.  You  used 
mismanagement  or  something  or  other,  which  means,  of  course,  some- 
thing in  addition  to  mismanagement.  What  did  you  include  in  that 
term? 

Mr.  Ray.  I  do  not  know  that  I  particularly  meant  anything  by  the 
words  "  something  or  other." 

Mr.  Evans.  All  right.    That  is  all. 

The  Chairman.  We  are  very  grateful  to  you. 

Mr.  Ray.  I  wish  to  thank  the  committee. 

The  Chairman.  We  will  now  hear  Mr.  Chamberlain. 

STATEMENT  OF  MB.  F.  A.  CEAMBEBLAIN,  OF  THE  FIBST  NA- 
TIONAL BANK  OF  MINNEAFOUS,  MINNEAFOLIS,  MINN. 

The  Chairman.  You  may  proceed  with  your  statement  in  your  own 
way. 

Mr.  Chamberlain.  I  have  nothing  prepared  on  this  matter,  Mr. 
hangen.  I  know  something  about  the  grain  ouestion  from  the  bank- 
ers' standpoint.   I  have  been  connected  with  tne  First  National  Bank 
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of  Minneapolis,  and  the  combinations  that  resulted  in  that  bank,  for 
the  last  40  years.  I  was  a  member  of  the  chamber  of  commerce  when 
it  was  first  started  in  Minneapolis,  but  my  knowledge  of  the  grain 
business  and  of  the  marketing  of  grain  and  of  the  way  the  grain  Dusi- 
ness  is  carried  on,  is  largely  from  the  standpoint  of  the  banker. 

Minneapolis,  as  you  all  faiow,  is  a  large  cash  market  for  grain.  We 
have  great  elevator  capacity  there,  as  well  as  in  Duluth,  and  during 
the  year  the  grain  is  selected  and  stored  in  those  terminal  elevators, 
and  is  there  for  use  by  the  millers,  who  are  the  large  consumers,  of 
course,  of  grain. 

I  know  that  the  terminal  receipts  for  grain  that  are  issued  by  the 
terminal  houses  are  issued  under  rules  prescribed  by  the  chamber  of 
commerce,  and  their  receipts  are  registered  by  officers  of  the  State 
of  Minnesota  or  by  officers  of  the  chamber  of  commerce,  and  such 
receipts  have  always  been  looked  upon  as  the  very  finest  collateral 
security  in  this  countir  for  commercial  loans.  I  do  not  put  any- 
thing ahead  of  them,  because  I  know  that  there  never  has  been  a 
time  in  my  experience  in  banking  that  money  could  not  be  raised 
on  those  terminal  receipts.  I  know  that  they  stand  far  ahead  of 
stock-exchange  collateral  or  any  other  collateral  that  I  know  any- 
thing about.  One  of  the  reasons  for  that  is  the  fact  that  during  all 
the  years  I  have  been  in  business  I  have  never  known  any  loss  to 
occur  to  anyone  who  made  a  loan  on  such  receipts.  And  one  of  the 
reasons  for  the  security  of  those  receipts  is  the  fact  that  the  holders 
know  that  proper  margins  will  be  kept  up,  so  that  the  holders  of  the 
notes,  who  are  secured  bv  this  kind  of  collateral,  know  they  will  be 
protected  at  all  times.  One  of  the  reasons  for  that  situation  is  the 
fact  that  this  grain  is  either  owned  by  millers  who  expect  to  grind 
it  and  have  secured  themselves  by  the  sale  of  flour  against  the  wheat 
or  by  the  sale  of  grain  in  the  future  market. 

In  other  words,  I  know  that  imder  the  present  system  of  handling 
grain  that  from  a  banker's  standpoint  it  has  been  very  safe  and  secure 
collateral.  And  I  do  not  think  it  could  have  been  handled  in  the 
way  it  has,  with  such  large  quantities  of  grain.stored  in  the  terminal 
houses  waiting  for  future  distribution  without  the  broad  market 
which  has  been  afforded  by  this  system  for  the  marketing  of  grain. 

The  Chairman.  What  percentage  is  advanced  or  loaned  on  termi- 
nal receipts? 

Mr.  Chamberlain.  That  depends  upon  the  price  of  the  grain.  If 
grain  is  very  high  we  usually  require  notes  on  a  larger  margin 
on  the  collateral  than  if  it  is  at  a  low  price. 

The  Chairman.  If  wheat  was  selling  at  a  dollar  a  bushel? 

Mr.  Chamberlain.  A  10  per  cent  margin  is  then  all  right  ? 

The  Chairman.  I  had  reierence  to  the  banking  transaction. 

Mr.  Chamberlain.  Yes,  sir. 

The  Chairman.  Banks  will  loan  90  cents  on  a  bushel  ? 

Mr.  Chamberlain.  Yes,  sir. 

The  Chairman.  The  future  adds  to  the  security  of  the  .collateral  ? 

Mr.  Chamberlain.  Yes,  sir ;  it  does. 

The  Chairman.  It  stabilizes  prices  and  in  what  way  the  security  ? 

Mr.  Chamberlain.  In  that  it  makes  a  wider  market,  of  course, 
and  stabilizes  prices. 

The  Chairman.  Have  any  members  any  questions  ? 
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Mr.  Wilson.  As  a  matter  of  comparison,  how  is  security  on  grain 
as  compared  with  that  on  cattle,  as  it  is  looked  at  by  banking  insti- 
tutions? 

Mr.  Chamberlain.  I  do  not  think  there  is  any  comparison.  Of 
course,  I  refer  to  loans  secured  by  chattel  mortgage  on  cattle,  where 
a  bank  or  a  cattle  company  is  properly  organized,  and  I  regard  that 
as  a  secure  loan.  However,  we  have  never  loaned  very  much  money 
on  cattle. 

Mr.  Wilson.  You  are  not  familiar  with  the  comparison,  then,  I 
suppose. 

Mr.  Chamberlain.  I  know  this:  You  can  see  readily  that  grain, 
which  has  an  everyday  cash  market,  would  be,  or  at  least  in  my  opin- 
ion, a  little  higher  grade  collateral  than  any  other  collateral.  I 
would  not  except  any. 

Mr.  Wilson.  That  would  be  my  opinion,  but  I  wondered  what  you 
bankers  up  in  the  northern  country  thought. 

Mr.  Chamberlain.  That  is  the  way  we  regard  it. 

The  Chairman.  There  are  certain  banks  that  make  a  specialty  of 
loans  on  cattle,  are  there  not? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Tincher.  The  grain  itself  is  a  good  security  for  a  business 
transaction  such  as  you  have  described,  where  a  man  is  financially 
responsible  and  has  a  proper  margin  in  the  grain,  isn't  it  ? 

Mr.  Chamberlain.  Yes,  sir.  If  the  grain  is  located  where  we 
know  that  we  have  a  legal  claim  on  it. 

Mr.  Tincher.  Now,  are  you  a  member  of  any  grain  exchange? 

Mr.  Chamberlain.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  You  said  you  were  a  member  of 
the  chamber  of  commerce  ? 

Mr.  Chamberlain.  I  was  at  the  time  it  was  started,  many  years 
a^o.  It  was  a  very  small  affair,  and  many  of  the  citizens  of  Afinne- 
apolis  took  membership.  I  paid  $25  for  my  membership,  but  I  sold 
it  many  years  ago.    It  would  sell  now  for  $9,000  or  $10,000. 

Mr.  Tincher.  It  would  sell  now  for  what  amount? 

Mr.  Chamberlain.  Oh,  for  something  like  $9,000,  I  think. 

Mr.  Tincher.  That  is  all. 

Mr.  Chamberlain.  I  said  something  about  the  quantity  of  grain 
that  is  stored  in  those  terminals.  If  you  would  like  to  hear  about  it 
I  will  go  further  into  it.  I  noted  at  one  time,  in  1918,  there  were 
over  60,000,000  bushels  of  grain  in  the  terminal  houses  at  Minne- 
apolis and  Duluth,  in  March,  1918, 1  think  it  was — the  largest  amount 
of  grain  in  recent  years  at  any  one  time.  Of  course,  that  grain  was 
very  largely  accumulated  by  reason  of  the  ability  of  the  owners  to 
borrow  money  against  it.  The  market  there  for  ibhat  class  of  paper 
is  very  large.  I  have  never  seen  the  time  when  money  could  not  be 
raised  on  those  wheat  receipts,  and  I  regard  the  fact  that  that  has 
been  the  case  as  being  very  largely  due  to  the  absolute  security  of 
the  lender,  in  being  able  to  feel  that  his  margin  would  always  be 
kept  up  and  that  the  owners  of  the  grain  were  protected  in  holding 
it,  that  they  were  not  speculating  in  the  grain. 

Mr.  Tincher.  That  was  in  1918? 

Mr.  Chamberlain.  That  was  the  time  that  I  remember  when  we 
had  such  a  large  supply. 

34574—21 ^32 
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Mr.  TiNCHER.  In  1918,  when  the  Government  had  charge  of  wheat, 
the  banks  solicited  small  fellows  and  elevator  men  to  borrow  money, 
didn't  they?  I  know  that  some  of  the  Kansas  City  banks  did.  I 
remember  a  case  when  I  was  with  a  gentleman  from  my  district,  who 
wanted  to  arrange  a  loan  to  further  the  packing  industry.  They 
told  him  they  did  not  have  any  money,  ioid  yet  the  same  day  the 
banker  told  me  -to  tell  elevator  man  in  my  town  to  fill  up  their  ele- 
vators and  send  in  affidavits  that  he  had  the  security,  and  that  the 
money  was  there  for  him.  I  just  happen  to  remember  that  circum- 
stance. I  accounted  for  that  at  the  time  by  reason  of  the  fact  that 
money  was  easy  for  one  thing  and  not  for  another  thing,  that  there 
was  a  guaranteed  price  by  the  Government  on  wheat,  below  which 
it  could  not  go. 

Mr.  Chamberlain.  Of  course,  that  was  an  element  of  security  to 
the  lender. 

Mr.  TiNCHER.  But  they  have  not  solicited  any  loans  on  wheat  in 
the  past  six  months  that  I  know  of. 

Mr,  Chamberlain.  Well,  there  has  never  been  want  of  a  market 
for  paper  secured  by  grain  receipts.  That  is  the  point  I  want  to 
make. 

Mr.  TiNCHER.  What  do  you  mean  by  grain  receipts?  Describe  the 
actual  physical  collateral  put  up  with  the  loan?  The  man  puts  up 
his  note  and  what  else? 

Mr.  Chamberlain.  In  that  case  the  man  stores  his  wheat  in  what 
we  call  a  terminal  elevator  in  Minneapolis.  It  is  a  public  warehouse, 
and  the  man  in  charge  thereof  issues  a  receipt,  giving  the  quantity 
and  quality.  That  receipt  is  registered  by  a  State  ofScial,  and  that 
receipt  accompanies  the  note.  We  also  have,  unless  the  grain  is 
stored  in  a  fireproof  warehouse,  fire  insurance  to  cover. 

Mr.  TiNCHER.  That  constitutes  the  transaction? 

Mr.  Chamberlain.  Yes.  sir. 

Mr.  TiNCHER.  That  is  tne  paper  that  he  puts  up  ? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  PuRNELL.  I  assume  that  your  conclusions,  as  just  stated,  are 
based  on  actual  transactions  in  grain? 

Mr.  Chamberlain.  In  lending  money  on  grain. 

Mr.  PuRNELL.  In  transaction  involving  the  actual  product? 

Mr.  Chamberlain.  Yes,  sir;  in  loamng  money  on  the  actual 
product. 

M^.  Purnell.  In  which  case  the  grain  is  in  the  elevator  and 
against  which  hedges  have  been  sold? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Purnell.  What  is  your  opinion  about  the  purely  speculative 
transactions  on  grain  excnanges,  in  which  no  gram  is  delivered  or 
expected  to  be  delivered? 

Mr.  Chamberlain.  Well,  as  I  say,  I  am  not  as  familiar  with  that 
feature  of  the  business  as  I  am  with  the  money  loaning  end  of  it. 
But  I  have  no  question  in  saying  that  the  freer  the  market,  the  wider 
the  market,  of  course  the  better  the  security. 

Mr.  Purnell.  You  would  not  loan  any  money,  however,  on  a 
transaction  that  did  not  involve  actual  grain! 

Mr.  Chamberlain.  Oh,  no.  We  always  require  actual  grain  as 
security. 
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Mr.  PuRNELL.  Are  you  in  a  position  to  tell  us  whether  or  not  in 
your  judgment  a  purely  speculative  transaction  has  a  stabilizing 
effect  on  the  market? 

Mr.  Chamberlain.  Oh,  I  have  no  question  but  what  it  has. 

Mr.  PuRNELL.  You  think  it  has? 

Mr.  Chamberlain,  Yes,  sir. 

Mr.  PuBNEix.  You  think  that  feature  ought  not  to  be  eliminated 
from  the  present  system  ? 

Mr.  Chamberlain.  I  am  very  sure  the  marketing  of  grain  would  be 
restricted  in  that  case.  And  if  that  were  eliminated  there  would  have 
to  be  wider  margins  by  the  people  who  deal  in  grain,  unquestionably, 
because  unless  they  could  protect  themselves  by  ready  sales  for  future 
delivery,  there  is  no  question  but  what  they  would  require  a  larger 
margin.  And,  of  course,  the  amount  of  trading  would  oe  very  much  ^ 
restricted. 

Mr.  PuRNELL.  By  speculative  deals  I  mean  transactions  in  which  no 
grain  is  ever  delivered  or  expected  to  be  delivered,  and  transactions 
which  we  generally  regard  as  strictly  gambling  deals.  Do  you  think 
that  such  transactions  are  necessary,  and  that  that  practice  is  neces- 
sary in  order  to  give  stabiUty  to  the  grain  market  ? 

Mr.  Chamberlain.  Well,  I  can  only  judge  by  the  experience  of  the 
past,  and  I  know  that  we  have  had,  under  the  conditions  which  exist 
to-day,  a  free  market  at  all  times.  I  have  never  seen  the  time  when 
you  could  not  raise  money  on  grain. 

Mr.  Purnell.  Do  you  think  that  that  condition  would  not  exist  if 
the  speculative  features  were  eliminated? 

Mr.  Chamberlain.  Why,  I  can  say  that  we  would  loan  money  on 
grain  on  some  basis.  If  wheat  were  $2  or  $3  a  bushel  we  would  want 
a  very  large  margin,  and  we  would  want  to  know  the  people  we  were 
loaning  money  to  before  we  would  make  a  loan.  We  would  not  loan 
with  the  freedom  that  we  do  now,  and  would  not  loan  on  as  small  a 
margin. 

Mr.  Purnell.  Then  in  your  judgment  the  purely  speculative  fea- 
tures enure  to  the  benefit  of  the  producer? 

Mr.  Chamberlain.  They  unquestionably  are  a  stabilizing  influence, 
in  that  the  market  that  they  make  for  the  sale  of  grain  and  the  pur- 
chase  of  grain  is  very  much  ^ider  than  it  otherwise  would  be. 

Mr.  McLaughlin  of  Michigan.  Perhaps  the  answer  to  the  question 
I  am  going  to  ask  can  be  gathered  from  what  you  have  already  said 
about  stabilizing  the  market,  but  will  you  particularize  a  little  and 
give  your  opinion  as  to  the  effect  on  the  producer  of  grain,  the  effect 
that  the  operation  of  the  exchanges  have  on  the  producer  of  grain, 
and  whether  it  is  for  his  benefit  or  otherwise? 

Mr.  Chamberlain.  Well,  Minneapolis  is  the  center  of  really  a  very 
large  system  of  what  we  call  country  elevators.  They  extend  out  all 
througn  the  northwest.  The  farmer  brings  his  wheat  to  those  ele- 
vators. The  man  who  operates  an  elevator  receives  the  cash  market 
price  of  grain  every  day.  If  grain  is  $2  a  bushel  he  knows  exactly 
what  he  can  pay  for  that  grain,  because  he  reports  the  amount  that  he 
buys  at  once,  and  that  grain  is  sold  to  arrive,  as  they  call  it.  or  in  some 
future  market,  so  that  they  know  exactly  the  margin  that  tney  have  to 
make  in  order  to  be  safe.  And  that  margin  is  very  much  smaller  than 
would  necessarily  be  required  were  it  not  for  the  freedom  with  which 
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sales  can  be  made  under  the  present  system  of  running  grain  ex- 
changes. 

Mr.  McLaughlin  of  Michigan.  Then,  in  your  opinion,  if  it  were 
not  for  the  grain  exchanges  the  farmer  would  not  receive  as  much 
for  his  grain  as  he  now  receives  under  this  system,  generally  speak 
ing? 

Mr.  Chamberlain.  I  am  sure  of  that. 

Mr.  McLaughlin  of  Michigan.  You  have  stated  that  all  throuirli 
that  section  of  the  country  there  are  farmers'  elevators  and  organi/n 
tions  operating  elevators.  Are  you  able  to  tell  us  what  proportion 
of  those  indulge  in  hedging  or  buying  futures,  and  what  propor- 
tion do  not? 

Mr.  Chamberlain.  T  can  answer  it  in  this  way,  that  we  loan  a 
»  great  deal  of  money  to  commission  men.  We  have  a  credit  depart- 
ment at  our  bank,  and  we  make  it  a  business  to  know  whether  thes^ 
elevators  do  hedge  their  purchases  or  not.  We  would  not  deal  with 
a  concern  that  did  not  protect  its  purchases.  That  is,  we  would  not 
loan  them  money  without  that  security  as  freely  as  we  do  now :  and 
we  could  not  do  it  because  we  would  feel  that  they  were  the  one? 
that  were  speculating.  We  feel  that  the  only  safe  way  they  can  buy 
that  grain  is  to  hedge  it.  They  know  then  what  they  are  doing.  If 
they  should  buy  it  in  the  open  market  without  any  hedge  we  should 
cali  it  a  pure  speculation. 

Mr.  M]cLaughlin  of  Michigan.  You  spoke  of  commission  mer- 
chants? 

Mr.  Chamberlain.  The  man  who  buys  wheat  from  the  farmer. 

Mr.  McLaughlin  of  Michigan.  You  are  speaking  of  the  elevator 
men  back  in  the  country? 

Mr.  Chamberlain,  ^es,  sir. 

Mr.  McLaughlin  of  Michigan.  In  your  judgment  you  think  he 
ought  to  hedge  ? 

Mr.  Chamberlain.  Yes,  sir ;  I  think  it  necessary  in  order  to  play 
the  game  safely. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  some  of  those  ele- 
vator organizations  that  do  not  hedge  ? 

Mr.  Chamberlain.  I  do  not  know  of  any  specifically.  I  under- 
stand some  of  them  at  times  do  not  hedge. 

Mr.  McLaughlin  of  Michigan.  What  is  their  experience  in  busi- 
ness, so  far  as  you  know  ? 

Mr.  Chamberlain.  Oh,  it  is  disastrous.  It  can  not  help  but  be. 
If  they  attempt  to  do  business  at  the  present  time  without  hedginj: 
their  purchases 

Mr  McLaughlin  of  Michigan  (interposing).  Well,  the  present 
time  is  a  little  abnormal.    Ordinarily  how  would  it  be?  j 

Mr.  Chamberlain.  Well,  at  any  time.  They  may  guess  right  an<li 
make  some  money,  but  they  may  also  guess  wrong.  It  is  purely  ?J 
matter  of  individual  opinion,  and  that  I  call  speculation. 

Mr.  MbLAUGHLiN  of  Michigan.  You  know,  I  presume,  that  then 
is  some  opposition  to  the  exchanges.  And  that  there  is  demand  foJ 
legislation  to  abolish  them  or  to  regulate  them.  What  do  you  think 
is  the  reason  of  that  demand  on  Congress  for  the  abolition  of  thf 
exchanges  or  for  drastic  regulation  of  them? 

Mr.  Chamberlain.  Well,  I  think  the  experience  of  this  fall  ha 
been  a  good  illustration  of  what  you  mean,  perhaps.    The  fanner 
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could  have  sold  their  grain  at  a  much  higher  price  than  prevails  at 
the  present  time  had  they  sold  it  at  the  time  it  was  harvested.  They 
had  a  feeling  that  grain  was  going  higher,  and  out  in  our  country 
there  was  a  general  disposition  on  their  part  to  hold  grain.  However, 
markets  from  the  time  grain  was  harvested  this  year  began  to  sag, 
and  went  down  so  that  there  was  a  wide  difference  between  the  price 
that  prevailed  at  harvest  time  and  that  which  prevailed  30  days  ago- 
I  think  that  that  drop  in  the  market  is  the  cause  of  the  agitation. 
They  had  to  have  some  reason  for  the  mistake  that  they  made,  and 
I  think  it  was  rather  natural  that  inasmuch  as  they  had  to  blame 
somebody  that  they  put  it  on  the  exchanges.  I  have  not  heard  any- 
thing except  that  the  farmer  lost  money  on  this  year's  crop  by  rea- 
son of  labor  conditions,  etc.  I  presume  that  such  an  experience  as 
they  have  had  this  fall  might  result  in  a  criticism  of  that  kind. 

Mr.  McLaughlin  of  Michigan.  Some  of  the  gentlemen  who  have 
appeared  before  this  committee  and  given  us  the  benefit  of  their 
knowledge  on  the  subject,  tell  us  that  this  opposition,  this  demand 
for  legislation,  etc.,  comes  only  from  those  who  are  ignorant  of  real 
operations  of  exchanges.    Do  you  think  that  is  true? 

Mr.  Chamberlain.  I  do,  yes,  to  this  extent:  I  think  that  the 
farmer  or  the  farmers'  elevators — and  we  have  a  great  many  farmers' 
elevators  up  in  our  country — the  successful  farmer  elevators  at  least 
are  just  as  much  in  favor  of  hedging  their  purchases  as  any  other 
grain  men. 

Mr.  McLaughlin  of  Michigan.  And  there  are  some  that  are  not  suc- 
cessful, and  I  gather  from  what  you  haye  said  that  the  reason  of 
their  failure  is  their  refusal  to  hedge? 

Mr.  Chamberlain.  I  think  the  chances  of  their  failure  are  very 
much  greater  if  they  do  not  hedge  than  if  they  did.  There  can  be 
no  reasonable  comparison  between  the  two  situations. 

Mr.  McLaughlin  of  Michigan.  There  could  be  other  reasons  for 
their  failure,  but  one  of  the  reasons,  in  your  judgment,  is  their  fail- 
ure to  hedge? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  That  is  all  I  wish  to  ask. 

Mr.  HuLiNGs.  Suppose  on©  gf  those  terminal  houses,  as  you  call 
them,  those  warehouses,  should  buy  wheat  from  the  farmer,  getting 
it  in  in  quantities,  and  issue  its  certificate,  say  for  1,000  bushels  of 
wheat,  and  sell  that  on  the  market;  is  that  the  usual  way  of  trad- 

Mr.  Chamberlain.  Well,  our  terminal  houses  never  buy  directly 
from  the  farmer. 

Mr.  HuLiNGS.  Their  wheat  comes  from  the  elevators  around  in  the 
country.    That  is  where  they  get  their  wheat,  I  suppose  ? 

Mr.  Chamberlain.  Well,  the  terminal  houses  buy  their  grain  right 
on  the  floor  of  the  exchange  from  whoever  has  it  to  sell,  but  they 
huv  it,  of  course,  for  storage  purposes. 

Mr.  Hulings.  Some  one  must  buy  the  grain  that  is  represented 
hy  a  certificate? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Hulings.  How  does  a  storehouse  get  the  grain  that  is  repre- 
sented by  a  certificate? 
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Mr.  Chamberlain.  They  buy  it  on  the  floor  of  the  exchange. 

Mr.  HuiiiNGS.  They  do  not  handlf  it — the  commodity  itself — on  the 
floor  of  the  exchange?     There  must  be  some  place  where  it  is. 

Mr.  Chamberlain.  They  buy  it  right  on  the  floor  by  samples  or 
grades — one  way  or  the  other. 

Mr.  HuLiNGS.  Is  that  grain  bought  on  the  floor  of  the  exchange 
represented  by  the  certificate  pf  any  warehouse? 

Mr.  Chamberlain.  The  grain  that  they  buy  is  probably  in  a  car 
in  transit.    They  have  a  sample  of  the  grain  and  buy  it  that  way. 

Mr.  HuLTNGs.  When  they  get  it  they  issue  a  certificate  for  it? 

Mr.  Chamberlain.  When  they  get  it  and  put  it  in  their  bins  they 
issue  a  certificate. 

Mr.  HuLiNGS.  When  they  sell  it  do  they  transfer  the  certificate? 

Mr.  Chamberlaih.  Certainly. 

Mr.  HuLiNGS.  Would  you  see  any  objection  to  such  a  concern  when 
it  clears  wheat  in  that  way,  and  in  order  to  protect  itself,  selling, 
I  think  you  said,  on  a  to-arrive  basis? 

Mr.  Chamberlain.  Well,  anything  that  they  sell  has  already  ar- 
rived and  in  storage.    When  they  sell  it  it  is  there. 

Mr.  HuLiNGS.  When  they  sell  it  whatever  is  sold  is  represented  by 
their  certificate  that  they  have  the  grain  on  hand? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  HuLiNos.  What  would  there  be  to  prevent  any  person  from 
acquiring  title  to  that  grain  through  the  possession  of  that  certificate 
and  selling  that  certificate  to  any  other  person  who  wanted  to  buythe 
grain  and  agreeing  to  deliver  it  at  such  and  such  a  time?  That 
would  be  a  future,  wouldn't  it? 

Mr.  Chamberlain.  I  do  not  know  that  I  thoroughly  understand 
you. 

Mr.  HuLiNGS.  Well,  a  man  has  bought  the  certificate? 

Mr.  Chamberlain.  Then  he  gets  possession  of  the  certificate. 

Mr.  HuLiNGs.  Yes. 

Mr.  Chamberlain.  He  could  do  whatever  he  has  a  mind  to  do 
with  the  grain,  then. 

Mr.  HuLiNGs.  If  he  sells  that  certificate  or  makes  a  contract  with 
some  other  person  to  take  that  certificiv^  ^^^  ^he  grain  oft  his  hands 
at  a  specified  time  in  the  future,  that  would  be  practically  a  future, 
wouldn't  it? 

Mr.  Chamberlain.  Well,  he  would  be  selling  the  actual  grain  for 
future  delivery. 

Mr.  HuMNGS.  Wouldn't  that  accomplish  everything  in  the  way  of 
hedging  that  is  necessary?  In  that  case  the  transaction  would  be 
represented  by  a  certificate  of  grain  actually  in  the  storehouse. 

Mr.  Chamberlain.  Well,  you  can  see  that  if  that  were  the  case 

Mr.  HuLiNGS  (interposing).  And  if  that  was  all  that  was  neces- 
sary, wouldn't  that  cut  out  all  of  the  purely  gambling  operations  that 
are  indulged  in  where  it  is  not  intended  that  a  deal  should  be  con- 
summatea  by  the  delivery  of  any  goods? 

Mr.  Chamberlain.  Well,  I  do  not  know  that  I  thoroughly  under- 
stand you,  but  I  have  the  idea.  Say  a  warehouseman  has  100,000 
bushels  of  grain  in  his  warehouse.  He  pays  $2  a  bushel  for  it.  If 
he  can  sell  it  for  $2.10  a  bushel,  to  be  delivered  in  three  months 
from  that  time,  and  that  10  cents  a  bushel  will  cover  his  insurance 


FUTURE  TRADIKG.  503 

and  his  cost  of  storage  and  a  margin  of  profit,  that  is  the  transaction 
that  he  wants  to  make.  If  I  understand  your  question  correctly,  I 
think  the  market  for  selling  that  grain  would  be  restricted  if  there 
were  no  purchases  except  by  the  man  who  actually  wanted  it,  per- 
haps, to  grind  it  into  flour,  or  to  export  it,  to  export  it  to  Europe  or 
something  of  that  kind,  lout  the  fact  that  a  man  can  now  go  on  the 
floor  of  the  exchange  at  the  same  time  that  he  buys  the  grain  and 
make  a  sale  for  future  delivery  gives  a  ready  market.  He  does  not 
care  who  buys  the  grain.  The  purchaser  has  to  put  up  a  certain  sum 
with  the  chamber  of  commerce  to  insure  that  he  will  carry  out  his 
contract.  That  is  all  the  terminal  house  wants  to  know — ^the  fact 
that  it  can  go  and  make  a  sale  without  any  further  inquiry  than  as 
to  the  cash  put  up  to  secure  the  fulfillment  of  the  future  contract. 
That  is  all  he  cares  to  know. 

Mr.  HuMNOs.  Suppose  a  man  comes  into  your  bank  with  a  cer- 
tificate for  1,000  busnels  of  actual  grain  stored  in  some  warehouse, 
of  a  certain  grade,  and  it  is  worth  $2  a  bushel  on  the  market.  As- 
suming that  you  would  loan,  say,  $1.75,  you  would  regard  that  as 
good  security,  would  you  not? 

Mr.  Chambeblaik.  Surely. 

Mr.  HuMNGS.  Then,  suppose  the  market  goes  down  to  $1.80  or 
$1.90,  would  you  call  for  more  margin  ? 

Mr.  Chambeblain.  We  have  a  clerk,  several  of  them,  in  fact,  who 
during  the  market  season  for  grain  have  that  as  their  business,  every 
mommg  to  get  the  market  on  grain,  and,  if  necessary,  to  call  for 
mar^ns.    It  is  a  daily  occurrence. 

AC.  HuuKOs.  That  would  be  a  perfectly  safe  transaction,  would 
it  not? 

Mr.  Chamberlain.  For  the  bank  ? 

Mr.  HuiJNOS.  Yes. 

Mr.  Chamberlain.  Yes.  sir. 

Mr.  HuLiNOS.  Then  wnat  is  the  necessity,  in  order  to  give  the 
bank  greater  security,  that  there  should  oe  gambling  operations 
going  on,  which  you  say  have  a  stabilizing  influence  on  the  market? 

Mr.  Chamberlain.  Well,  the  only  people  that  borrow  money  from 
us  in  carrying  grain  are  (1)  millers,  who  are  buying  grain  for  use' 
from  day  to  day  and  have  to  protect  themselves  either  by  selling 
flour  against  the  grain  or  by  selling  the  future  market  for  grain,  so 
that  they  may  be  protected  at  all  times;  and  (2)  terminal  houses 
themselves,  or  grain  dealers,  commission  merchants,  and  so  on, 

Mr.  HuLiNos.  That  iSj  where  the  actual  goods  are  handled? 

Mr.  Chamberlain.  With  us  it  is  all  based  upon  actual  grain.  I 
see  what  is  in  your  mind,  I  think,  and  from  the  fact  that  we  know 
that  the  means  are  at  hand  to  protect  the  party  who  borrows  from  us, 
that,  to  our  minds,  is  one  of  the  elements  that  makes  more  for  the 
security  of  our  money.  In  other  words,  if  the  market  were  restricted, 
as  I  believe  it  would  be  if  these  attempts  to  restrict  it  were  carriea 
into  effect,  we  would  be  very  much  more  loath  to  loan  money  than  we 
are  under  present  conditions. 

Mr.  HuLiNos.  Just  one  other  question :  I  do  not  know  very  much 
about  these  things  of  which  I  am  going  to^  speak,  but  I  have  listened 
here  for  several  days  and  find  that  commission  men,  exchange  men, 
banking  people,  and  so  on  all  seem  to  be  of  one  mind.    Therefore  I 
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want  to  ask  you  why  there  should  be  all  over  the  country,  in  nearly 
every  town  in  the  East,  people  who  get  together  in  so-called  bucket 
shops— or  that  was  the  former  name  for  them,  but  I  think  now  they 
are  called  wire  houses?  A  whole  lot  of  people  in  the  little  towns 
may  be  found  sitting  around  a  room  betting  on  the  quotations  that 
they  see  put  up  on  a  blackboard.  And  in  all  these  exchanges  you 
will  find  men  doing  the  same  thing.  And  all  you  have  to  do  is  to 
go  down  on  the  curb  on  Broad  Street  and  you  will  find  a  whole  lot 
of  scalpers  bucking  the  market  one  way  or  the  other — people  that 
never  sell  anything  or  buy  anything,  but  who  are  simply  betting  on 
what  they  think  is  going  to  happen  in  the  market.  Do  you  think  that 
those  people  perform  a  valuable  function  in  the  trade  ? 

Mr.  Chamberlain.  I  have  never  had  anything  to  do  with  that  class 
of  people. 

Mr.  HuLiNGS.  But  you  know  they  are  there.  Do  you  think  they  are 
of  any  use  to  the  community — those  scalpers  and  other  fellows  ?  They 
are  there  so  many  hours  in  the  day  betting  on  the  quotations. 

Mr.  Chamberlain.  I  do  not  remember  that  I  was  ever  in  one  of 
those  places,  and  certainly  I  never  bought  or  sold  a  bushel  of  wheat 
myseli.  My  Imowledge  of  this  situation  is  from  the  banker's  stand- 
point. 

Mr.  HuLiNGS.  Bankers  must  know  what  is  going  on  in  the  ex- 
changes; and  I  am  asking  you  whether  you  thought  that  element, 
which  makes  up  such  a  large  proportion  of  business  going  on  in  these 
exchanges,  is  a  valuable  function  of  the  trade '? 

Mr.  Chamberlain.  I  do  not  know  what  proportion  of  the  trades 
in  the  exchanges  they  represent.  But  I  know  that  any  amount  of 
trading  that  is  legitimate — and  I  imagine  there  is  no  trading  on  the 
chamber  of  commerce  that  is  not  legitimate,  or  it  would  not  be 
allowed — I  know  that  any  legitimate  trading  has  a  tendency  to 
broaden  the  market,  and  that  a  broadened  market  is  of  advantage  to 
the  grower. 

Mr.  HuLiNGS.  I  would  still  like  to  ask  for  your  opinion,  from  your 
lai^e  experience  in  the  jyAst.  whether  those  scalpers  and  gamblers  per- 
form any  real  function  in  tne  trade? 

Mr.  Chamberlain.  My  experience  has  not  extended  in  that  direc- 
tion at  all. 

Mr.  HuLiNGs.  If  that  is  the  only  answer  you  can  give,  never  mind. 

Mr.  McLaughlin  of  Michigan.  I  presume  that  in  your  bank  a 
considerable  part  of  your  loaning  business  is  just  along  the  lines 
you  have  described? 

Mr.  Chamberlain.  Yes ;  I  think  that  at  the  present  time  we  have 
over  $30,000,000,  and  perhaps  $35,000,000,  loaned  directly  to  the  grain 
men  and  the  flour-muling  industry.  It  is  the  greatest  industry  we 
have  in  Minneapolis. 

Mr.  McLaughlin  of  Michigan.  In  or  connected  with  just  such 
transactions  as  you  have  mentioned? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  As  to  $35,000,000,  what  proportion 
does  that  represent  of  your  total  loans? 

Mr.  Chamberlain.  Our  loans  at  the  present  time  are  between 
$60,000,000  and  $70,000,000,  so  that  it  is  pretty  nearly  half  of  our 
total  loans.    At  times  it  is  more  than  half  of  our  total  loans. 
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Mr.  McLaughlin  of  Michigan.  Some  one  might  ask,  then,  whether 
your  bank  is  run  for  the  benefit  of  the  exchange  or  the  exchange  is 
run  for  the  benefit  of  your  bank  ? 

Mr.  Chamberlain.  We  run  oUl*  bank  for  the  benefit  of  the  com- 
munity, and  are  trying  to  run  it  in  the  way  that  is  safest.  There  is 
no  class  of  business  that  we  get  that  we  regard  as  giving  us  greater 
safety  than  the  grain  business. 

Mr.  McLaughlin  of  Michigan.  It  would  not  be  right  to  say,  or 
would  it,  that  the  bank  pretty  nearly  becomes  a  part  of  the  ex- 
change— the  place  where  the  men  who  are  operating  there  can  get 
their  money  to  carry  on  their  business? 

Mr.  Chamberlain.  We  hope  that  we  are  a  helpful  part  of  the 
business. 

Mr.  McLaughlin  of  Michigan.  That  is  all. 

Mr.  Dickinson.  You  say  that  all  this  different  equipment  of  the 
exchanfi^e  that  tends  to  broaden  the  market  is  beneficial  and  assists 
in  steadying  the  market? 

Mr.  Chamberlain.  I  think  so. 

Mr.  Dickinson.  Would  you  take  off  all  restrictions  and  let  it  be 
an  open  Monte  Carlo,  and  let  them  bet  as  they  want  to,  and  buy  or 
sell  as  they  want  to,  having  no  rules  or  regulations  ? 

Mr.  Chamberlain.  No,  sir ;  by  no  means. 

Mr.  Dickinson.  You  would  not  want  to  go  that  far.  You  spoke 
of  tliese  wire  houses.  You  know  the  purpose  of  these  wire  houses, 
don't  you  ? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Dickinson.  What  is  the  purpose  of  a  wire  house  ? 

Mr.  Chamberlain.  To  store  grain. 

Mr.  Dickinson.  No  ;  I  didn't  say  warehouse,  but  I  said  wire  house. 

Mr.  Chamberlain.  Oh,  you  mean  a  wire  house? 

Mr.  Dickinson.  Yes,  sir.  These  shops  that  Mr.  Hulings  was  talk- 
ing about. 

Mr.  Chamberlain.  Oh,  I  did  not  catch  the  distinction  there  in 
your  first  question.  That  is  a  means  of  getting  into  communication 
with  the  markets  all  over  the  world. 

Mr.  Dickinson.  Isn't  that  a  means  of  gathering  in  the  lambs  from 
the  country  for  slaughter? 

Mr.  Chamberlain.  You  are  now  getting  into  a  realm  that  I  do  not 
know  about. 

Mr.  Dickinson.  As  a  matter  of  fact,  that  is  where  the  great  per- 
centage of  the  speculative  transactions  come  from  on  the  board  of 
trade,  isn't  it? 

Mr.  Chamberlain.  Why,  every  time  grain  is  put  into  a  terminal 
house  I  imagine  the  people  who  deal  in  grain  are  in  constant  commu- 
nication with  the  markets  for  grain  all  over  the  world.  They  have 
to  be  in  order  to  know  how  to  handle  their  business.  A  wire  house 
is  simply — the  same  as  a  post  office,  only  a  much  better  one — a  means 
of  communication,  and  you  know  by  wire  you  can  get  the  informa- 
tion more  quickly. 

Mr.  Dickinson.  Let  us  take  these  little  country  plants,  where  the 
wire  runs  out  into  a  little  country  town,  and  there  are  fellows  sitting 
around  betting  on  the  rise  or  fall  of  the  market.  They  exist  on  your 
exchange  up  there,  don't  they? 
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Mr. 'Chamberlain.  Are  you  speaking  now  of  country  towns? 

Mr.  Dickinson.  Yes. 

Mr.  Chamberlain.  I  have  no  idea  whether  they  do  those  things 
up  our  way  or  not. 

Mr.  Dickinson.  You  know  nothing  about  whether  your  exchange 
accepts  bids  from  those  distant  wire  points  that  extend  out  into  the 
country  ? 

Mr.  Chamberlain.  I  have  no  doubt  that  anyone  who  has  ^aiii  to 
sell  will  accept  a  bid  from  anyone  who  has  the  money  to  pay  for  it, 
if  they  know  they  can  get  their  money. 

'Mr.  Dickinson.  As  a  matter  of  fact,  you  think  that  even  these 
small  wire  points  tend  to  broaden  the  market,  to  bring  in  speculators, 
and  that  that  has  a  beneficial  effect  on  the  market  as  a  whole  ? 

Mr.  Chamberlain.  Well,  if  a  bid  for  grain  comes  from  one  of  those 
points,  that  of  itself  answers  your  question.  It  does  broaden  the 
market,  and  there  is  one  source  of  selling. 

Mr.  Dickinson.  But  you  are  aware  that  a  great  many  future  con- 
tracts sold  up  there  in  the  Minneapolis  Chamber  of  Commerce  do 
not  represent  any  grain,  and  are  purely  speculative  transactions,  in 
which  no  grain  is  in  the  warehouse  and  no  grain  is  delivered,  and  no 
grain  is  expected  to  be  delivered,  don't  you  ? 

Mr.  Chamberlain.  We  never  make  any  inquiry  as  to  where  the 
grain  was  sold  when  we  loan  money  on  it. 

Mr.  McLaughlin  of  Michigan.  Had  you  finished  your  answer  to 
that  question  ?  Do  you  mean  to  tell  us  that  you  do  not  know  whether 
the  statement  made  by  Mr.  Dickinson  is  correct  or  not? 

Mr.  Chamberlain.  I  know  that  there  are  trades  made,  or  I  believe 
there  are.  But  I  know  nothing  from  actual  experience,  because  I  sit 
behind  a  desk  and  loan  money  on  grain.  And  I  am  very,  very  careful 
to  get  the  grain  itself.  I  do  not  take  any  promise  to  get  it,  but  get 
the  actual  stuff.  If  you  are  going  to  ask  me  questions  about  ue 
running  of  bucket  shops  or  of  wire  bouses  in  the  country,  I  will  say 
now  that  1  am  not  sufficiently  posted  to  give  you  any  useful  informa- 
tion. 

Mr.  McLaughlin  of  Michigan.  Mr.  Dickinson's  question  related  to 
transactions  on  the  Minneapolis  Exchange,  and  he  asked  if  you  did 
not  know  that  many  of  them  did  not  contemplate  the  purcnase  or 
deUvenr  of  real  grain. 

Mr.  Chamberlain.  Many  of  them  undoubtedly  do  contemplate  the 
purchase  and  delivery  of  real  grain. 

Mr.  McLaughlin  of  Michigan.  Many  of  them  do,  you  say  ?  There- 
fore, many  of  them  do  not? 

Mr.  Chamberlain.  That  may  be. 

Mr.  Dickinson.  The  point  I  was  getting  at  is  whether  or  not  a 
future  sale  without  a  warehouse  receipt  showing  the  actual  posses- 
sion of  grain  would  be  any  security  in  your  bank. 

Mr.  Chamberlain.  It  would,  if  the  proper  margin  was  put  up 
in  cash.  You  must  remember  that  every  time  a  sale  or  a  purchase 
is  made  there  has  got  to  be  something  put  up  that  will  insure  the 
fulfilling  of  the  contract. 

Mr.  Dickinson.  In  what  percental  is  that  of  the  cases,  usually  ? 

Mr.  Chamberlain.  I  could  not  teU  you.    I  am  not  posted  on  that 

Mr.  Dickinson.  As  a  matter  of  fact,  aren't  you  aware  that  the  per- 
centage is  very  small  ? 
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Mr.  Chamberlain.  I  could  not  tell  you.  I  am  absolutely  ignorant 
of  those  details. 

Mr.  Dickinson.  You  do  know  that  a  future  sale  of  grain,  to 
be  delivered  in  the  future,  on  a  future  market,  without  any  warehouse 
certificate  showing  actual  possession  of  the  grain  is  security  in  your 
bank? 

Mr.  Chamberlain.  Haven't  I  fully  answered  that  ? 

The  Chairman.  I  believe  that  Mr.  Chamberlain  said  that  he  had 
to  have  as  security  a  certificate  of  the  commodity. 

Mr.  Dickinson.  Let  the  reporter  read  his  answer.  I  do  not  think 
that  is  just  his  answer. 

Mr.  Chamberlain.  I  think  I  have  answered  that,  but  maybe  I  have 
not  answered  what  the  ^ntleman  had  in  mind. 

The  Chairman.  I  believe  Mr.  Chamberlain  said  he  was  dealing 
on  receipt& 

Mr.  Chamberlain.  It  is  not  the  receipts  you  are  talking  about  now, 
but  the  transactions. 

Mr.  Dickinson.  He  said  he  would  make  a  loan  without  any  ware- 
house certificate  if  enough  margin  is  given. 

Mr.  Chamberlain.  We  do  not  have  any  transactions  contemplat- 
ing such  a  case  as  you  have  mentioned. 

Mr.  Dickinson.  I  think  you  ansewred  that  you  did. 

Mr.  Chamberlain.  If  I  answered  in  the  wav  that  you  have  sug- 
gested it  was  because  of  a  misapprehension  or  what  you  were  get- 
ting at. 

Mr.  Dickinson.  I  do  not  want  to  be  misunderstood  at  all.  Sup- 
pose a  reputable  firm  brings  in  a  future  sale  of  so  much  wheat? 

Mr.  Chamberlain.  What  would  he  bring  in  if  he  brings  in  a 
future  ? 

Mr.  Dickinson.  It  is  a  contract  of  sale  for  future  delivery,  but  he 
does  not  accompany  it  with  a  warehouse  certificate  showing  the  ac- 
tual receipt  of  grain? 

Mr.  Chamberlain.  Well,  I  would  not  look  at  him.  I  would  want 
collateral  when  I  loan  money.  If  a  man  comes  in  and  tells  us  he  has 
made  a  future  trade  and  has  nothing  to  show  possession  or  control 
of  the  commodity,  there  is  nothing  to  act  on. 

Mr.  Dickinson.  I  wanted  that  cleared  up. 

Mr.  Chamberlain.  WeU,  I  think  that  is  clear. 

Tte  Chairman.  The  witness  made  that  clear  at  the  start,  I  think. 

Mr.  Dickinson.  But  in  his  later  answer  he  did  not  indicate  it  that 
way.  You  think  that  an  elevator  man  can  not  run  his  business  safely 
without  doing  a  hedging  business? 

Mr.  Chamberlain.  I  do  not  see  how  he  can. 

Mr.  Dickinson.  You  are  aware  of  the  fact  that  in  the  State  of 
Michigan  less  than  3  per  cent  of  the  elevators  use  the  hedge  in  their 
purchases? 

Mr.  Chamberlain.  No,  sir;  I  am  not  aware  of  it. 

Mr.  Dickinson.  And  in  Iowa  less  than  50  per  cent  do  any  hedg- 
ing? 

Mr.  Chamberlain.  Then  I  am  sorry  for  them. 

Mr.  Dickinson.  And  up  in  North  Dakota  94  per  cent  of  them  do 
hedging.  You  think  that  the  grain  business  is  transacted  on  a  safer 
margin  in  North  Dakota  than  it  is  in  the  State  of  Michigan  or  the 
State  of  Iowa  ? 
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Mr.  Chamberlain,  "^^ell,  I  wonder  if  the  fact  that  the  greater  part 
of  the  grain  of  this  country — that  is,  milling  grain — is  raised  out  in 
North  Dakota  and  South  Dakota  and  in  those  Western  States  would 
)iot  have  something  to  do  with  it? 

Mr.  Dickinson.  Why,  Kansas  raises  more  winter  wheat  than  South 
Dakota. 

Mr.  Chamberlain.  You  have  not  said  anything  about  the  elevators 
in  Kansas  not  hedging. 

Mr.  Dickinson.  Less  than  20  per  cent  of  them  hedge.  Now,  as  a 
matter  of  fact,  is  the  hedging  system  as  now  carried  on  in  the  Min- 
neapolis territory  largely  through  the  arrangement  of  the  commis- 
sion firms  and  banking  organizations  up  there,  whereby  they  have 
worked  out  the  system  which  works  best  tor  their  purpose,  and  there- 
fore they  require  it  of  their  borrowers?  And  isn't  it  the  working  of 
this  system  out  in  Minneapolis  that  brings  about  hedging  in  your 
territory? 

Mr.  Chamberlain.  That  may  be.    If  it  is  the  case,  I  think  it  is  a 
very  salutary  one.    I  believe  it  is  the  very  best  protection  to  an  ele- 
vator man,  and  as  the  result  of  it  I  believe  the  farmer  gets  more  for 
his  grain  than  he  would  get  if  grain  were  bought  without  any 
protection. 
Mr.  Dickinson.  You  are  thoroughly  converted  to  the  system  ? 
Mr.  Chamberlain.  In  my  case  it  has  worked. 
Mr.  Dickinson.  Let  us  go  one  step  further :  Suppose  I  am  running 
a  section  of  land  in  North  Dakota,  and  I  have  reason  to  believe  I 
will  raise  20,000  bushels  of  wheat.    And  let  us  suppose  that  before  I 
put  my  money,  my  labor,  and  my  land  into  that  wheat,  I  go  and  sell 
a  future  for  September  or  December  delivery.    Would  you  advocate 
that  system  for  the  wheat  growers  of  North  Dakota  ? 

Mr.  Chamberlain.  No,  sir;  a  hail  storm  might  come  along  and 
take  that  wheat  away  in  one  night. 

Mr.  Dickinson.  Well,  a  fire  might  come  along  and  take  the  ware- 
house in  a  night. 
Mr.  Wilson.  That  is  insured. 

Mr.  Dickinson.  You  can  insure  your  wheat.  Would  you  advocate 
going  that  far  with  the  hedging  system  ? 

Mr.  Chamberlain.  That  is,  for  the  farmer  to  sell  wheat  before  he 
has  planted  it? 
Mr.  Dickinson.  Yes. 
Mr.  Chamberlain.  No. 

Mr.  Dickinson.  Don't  you  think  he  has  money  invested  in  the 
production  of  his  crop,  the  same  as  the  man  who  has  his  money  in- 
vested in  wheat  when  ne  buys  it? 

Mr.  Chamberlain.  Well,  wheat  in  an  elevator  is  a  good  deal  safer, 

and  you  are  nearer  to  the  commodity  than  you  would  be  in  the  case 

of  seed  grain  that  has  not  yet  been  planted.    I  would  not  want  to  go 

that  far. 

Mr.  Dickinson.  You  take  the  average  crop  in  Iowa  for  the  last 

few  years 

Mr.  Wilson  (interposing).  And  in  Illinois. 

Mr.  Dickinson.  Yes;  we  will  add  Illinois.    And  you  can  get  de- 
livery on  about  a  certain  percentage  of  the  crop,  can't  you? 
Mr.  Chamberlain.  I  should  think  so. 
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Mr.  Dickinson.  Would  you  advocate,  then,  that  the  Iowa  farmer, 
in  a  State  where  we  do  not  have  crop  failures,  selling  corn  on  the 
S^tember  or  the  December  market  against  his  crop  before  he 
plants  it? 

Mr.  Chamberlain.  No  ;  I  would  not. 

Mr.  Dickinson.  Let  me  ask  you  one  more  question  and  I  am 
through:  Do  you  have  any  small  banks  or  interests  in  small  banks 
out  in  the  rural  communities  ? 

Mr.  Chamberlain.  Have  I  any  interest  in  such  banks? 

Mr.  Dickinson.  Yes. 

Mr.  Chamberlain.  No. 

Mr.  Dickinson.  In  Iowa,  if  I  understand  the  banking  situation^  if 
a  banker  knows  that  a  man  is  dealing  on  a  board  of  trade,  or  selling 
futures  against  his  crop,  it  would  depreciate  his  rating  with  the  bank 
at  least  85  per  cent,  and  in  some  cases  100  per  cent.  And  yet  I  can 
not  see  the  distinction  as  to  why,  if  it  is  necessary  for  the  elevator 
man  to  hedge  on  the  money  that  he  invests  in  wheat,  it  is  not  neces- 
sary^ for  the  Iowa  farmer  to  hedge  when  he  puts  his  money  into 
raising  wheat  or  oats.  I  can  not  see  the  distinction  you  are  trying 
to  make  between  the  man  who  buys  it  and  the  man  who  raises  it  ? 

Mr.  Chamberlain.  Well,  I  am  looking  at  the  question,  as  I  told 
you  at  the  beginning,  from  the  standpoint  of  a  banker.  And  I  am 
thoroughly  convinced  that  the  system  that  we  have  been  working 
under,  and  by  reason  of  which  we  have  not  lost  any  money  loaned 
on  actual  grain,  and  we  do  loan  money  on  actual  grain,  is  a  good  sys- 
tem. I  am  convinced  that  one  of  the  factors  has  been  the  wide  mar- 
ket for  grain.  I  am  convinced  that  that  wide  market  has  resulted 
in  better  prices  to  the  farmer  than  would  have  been  the  case  if  the 
market  had  been  very  much  restricted. 

Mr.  Dickinson.  Don't  you  think  that  if  the  Congress  were  to  pass 
a  law  to  prevent  future  dealings  in  grain  that  your  banking  system 
could  be  made  to  fit  it  ? 

Mr.  Chamberlain.  That  is  a  matter  of  experiment.  My  feeling  is 
that  any  legislation  looking  to  restricting  the  market  for  grain  will 
be  harmful  rather  than  beneficial.    But  that  is  only  my  opinion. 

Mr.  HuLiNos.  I  would  like  to  ask  Mr.  Dickinson  a  question :  Your 
fellow  has  a  farm,  and  has  got  some  seed  wheat,  and  some  muscle 
and  all  that  sort  of  thing,  and  expects  to  grow  10,000  bushels  of 
wheat  on  a  farm.  Do  you  think  it  would  be  anything  improper  for 
the  man  who  owns  that  farm  to  turn  around  and-  sell  those  10,000 
bushels  of  expectant  wheat  if  he  can  find  a  buyer  at  a  price  that 
would  be  satisf  acto^  to  him  ? 

Mr.  Dickinson.  In  my  judgment  if  the  present  hedging  system 
and  the  present  marketing  syi^em  is  a  good  thing  and  necessary  in 
all  its  phases,  then  it  would  be  just  as  legitimate  for  that  farmer  to 
hedge  nis  grain  as  it  is  for  the  elevator  man  to  hedge  his  grain. 

Mr.  HuLiNGS.  Do  you  think  it  would  be  anything  improper  for  me 
to-morrow — and  I  arill  some  oil  wells  sometimes — ^to  agree  to  sell 
oil  from  a  well  not  yet  started,  if  I  could  find  some  buver  who  would 
agree  to  take  it  on  the  1st  of  December;  say  1,000  Barrels  of  oil? 

There  would  be  nothing  improper  in  that  if  I  could  find  a  taker 
for  the  contract,  would  there? 

Mr.  Dickinson.  I  do  not  think  there  would  be  any  harm  in  making 
a  contract,  if  they  did  not  get  you  for  defrauding..    And  whenever 
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the  farmers  get  to  selling  their  crops  before  they  plant  the  seed,  we 
"will  get  the  reputation  oi  being  the  greatest  gambling  nation  on  the 
earth,  and  will  make  America  a  regular  Monte  Carlo. 

Mr.  Evans.  Let  us  take  a  concrete  case,  and  suppose  that  a  man  with 
100,000  bushels  of  wheat  stored  last  July,  should  come  to  your  bank 
to  borrow  on  it,  and  would  state  that  he  had  no  hedge  and  did  not 
intend  to  hedge.  What  percentage  of  the  value  of  that  wheat  would 
you  make'  a  loan  to  him  ? 

Mr.  Chamberlain.  Last  July  or  now  ? 

Mr.  Evans.  Last  July,  or  change  it  to  August,  if  you  prefer. 

Mr.  McLaughlin  of  Michigan.  What  would  be  the  price  of  the 
wheat? 

Mr.  Evans.  I  asked  for  what  percentage  of  the  value  would  Mr. 
Chamberlain  make  a  loan? 

Mr.  Chamberlain.  I  imagine  that  the  price  of  wheat  in  August 
was  over  $2  a  bushel,  wasn't  it  ? 

Mr.  Evans.  I  think  somewhere  around  $2.20  of  $2.40. 

Mr.  Chamberlain.  Well,  if  we  knew  the  wheat  was  in  a  terminal 
house,  and  we  had  the  registered  receipts  for  the  grain,  we  would 
loan  him  within  a  margin  of  20  per  cent,  if  we  knew  the  man  and  knew 
he  was  responsible. 

Mr.  Evans.  Suppose  he  came  in  and  satisfied  you  that  he  had  a 
hedge  on  it,  what  percentage  would  you  loan  him  ? 

Mr.  Chamberlain.  We  do  not  ask  those  questions  because  no  one 
ever  comes  with  grain  of  that  kind  that  is  not  hedged. 

Mr.  Evans.  You  have  just  answered  as  to  a  case  in  which  there  was 
no  hedging.  Now,  I  am  asking  you  what  you  do  in  a  case  where  it  is 
hedged  ? 

Mr.  Chamberlain.  We  would  not  ask  the  question,  because  we 
would  assume  that  it  was  properly  hedged  or  he  would  not  offer  it. 

Mr.  Evans.  Suppose,  in  the  first  instance,  he  told  you  that  it  was 
not  hedged,  without  your  asking  him  ? 

Mr.  Chamberlain.  Well,  it  would  have  to  be  a  peculiar  case  to  loan 
to  him  at  all.    We  would  reguire  a  bigger  margin,  for  one  thing.  ■ 

Mr.  Evans.  That  is  exactly  what  I  asked  you.  What  would  be  the 
amount  that  you  would  loan  to  him  when  he  told  you  that  it  was  not 
hedged?  Say  you  had  the  actual  wheat  in  the  elevator,  with  the 
receipt,  and  insured,  and  everything  you  have  mentioned  except  the 
hedge ;  and  suppose  he  would  say  to  you,  I  have  not  got  it  hedged  and 
I  am  not  going  to  hedge  ? 

Mr.  Chamberlain.  The  responsibility  of  the  borrower  would  be  a 
factor. 

Mr.  Evans.  Well,  take  an  ordinary  customer  like  you  usually  deal 
with.  What  is  the  difference  in  the  percentage  of  the  amount  that 
you  would  loan  to  him? 

Mr.  Chamberlain.  Well,  I  have  explained  to  you  a  little  about 
the  people  who  come  to  us  to  borrow  on  wheat.  No  one  comes  to  bor- 
row on  wheat  receipts  except  the  terminal  elevator  men  or  the  flour 
mill  men  or  the  commission  merchants,  and  they  are  all  people  of 
good  standing  on  the  floor,  and  the  only  thing  we  look  to,  if  they 
are  of  that  class,  is  the  margin.  And  it  is  the  same  for  the  one  as  for 
the  other.  If  they  are  legitimate,  people  doing  business  with  us 
right  along  and  we  know  them,  that  is  what  we  would  look  to. 
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Mr.  Evans.  Let  me  see  if  I  have  properly  understood  you.  Your 
statement  boiled  down  from  your  answers  is,  that  the  customers  you 
deal  with,  you  would  loan  to  them  regardless  of  whether  they  hedged 
or  not  because  they  are  responsible  people? 

Mr.  Chambrlain.  Back  of  it  all  is  the  fact  that  we  know  the  peo- 
ple who  come  to  us  do  hed^e  their  wheat.  You  can  see  that  backed 
by  a  custom  that  has  prevailed  for  25  years,  as  we  know  it  has  pre- 
vailed, we  are  not  asking  every  one  who  comes  whether  it  is  hedged 
or  not. 

Mr.  Evans.  I  will  put  it  in  another  way :  Is  your  business  and  cus- 
tom such  that  you  do  not  know  the  dinerence  in  the  amount  you 
would  loan  between  actual  wheat  and  hedged  wheat? 

Mr.  HuuNGS.  He  said  he  would  not  loan  if  it  is  not  hedged. 

Mr.  Evans.  Then,  he  can  answer  that  question. 

Mr.  Chamberlain.  I  guess  you  will  have  to  ask  that  again. 

Mr.  Evans.  I  will  ask  the  reporter  to  read  the  question. 

(Which  was  done.) 

Mr.  Chamberlain.  We  never  ask  whether  wheat  is  hedged  or  not 
of  the  class  of  borrowers  we  loan  to  on  terminal  receipts.  We  assume 
that  it  is  hedged. 

Mr.  Evans.  Well,  then,  to  get  back  to  the  other  question,  you  do 
not  know,  in  the  case  of  such  a  transaction  as  I  presented  to  you* 
what  amoimt  you  would  loan  on  the  actual  wheat? 

Mr.  Chamberlain.  In  case  it  were  not  hedged,  you  ask? 

Mr.  Evans.  Yes. 

Mr.  Chamberlain.  No  ;  I  do  not  know  the  amount  we  would  loan. 

Mr.  Evans.  If  that  is  true,  your  statement  is  that  you  really  do  not 
know  as  to  the  value  of  the  hedge? 

Mr.  Chamberlain.  Why,  I  think  you  all  understand  me,  that  we 
are  dealing  with  a  class  of  people  that  we  know  protect  themselves  in 
every  way  that  they  can.  If  Mr.  Jones  or  Mr.  Smith  were  in  the 
flour  milling  business  there  and  came  to  me  and  wanted  to  borrow 
money  on  wheat  receipts,  I  would  know  that  they  had  protected  them- 
selves on  that  wheat  by  selling  flour  or  by  selling  gram.  We  do  not 
always  ask  that  question.  I  do  not  know  that  I  have  ever  asked  the 
class  of  people  who  borrow  from  us:  Have  you  hedged  this  wheat, 
and  where  and  in  what  marpet  and  what  future  months?  I  get  the 
grain,  and  get  plenty  of  margin,  and  I  know  that  I  am  loaning  to 
reputable  people,  and  that  is  as  far  as  we  go  in  the  matter. 

Mr.  Evans.  As  to  your  lending  being  based  on  the  hedge,  I  want 
to  direct  your  attention  to  what  the  security  is  that  the  hedge  fur- 
nishes. Are  the  men  who  are  handling  this  stuff — and  I  am  talking 
now  about  the  hedged  security — men  who  are  in  goor  circumstances? 

Mr.  Chamberlain.  Yes,  sir. 

Mr.  Evans.  And  they  are  prosperous  in  their  business? 

Mr.  Chamberlain,  i  es,  sir. 

Mr.  Evans.  Then  the  making  of  the  hedge  is  of  itself  a  matter  of 
profit  to  the  one  who  insures,  isn't  that  true? 

Mr.  Chamberlain.  To  the  man  who  makes  the  sale  ? 

Mr.  Evans.  No;  to  the  m^n  who  handles  or  makes  the  hedge? 

Mr.  Chamberlain.  It  is  a  matter  of  profit  to  him? 

Mr.  Evans.  It  is  a  matter  of  profit  to  himself;  jes. 

Mr.  Chamberlain.  The  man  who  buys  the  gram? 
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Mr.  Evans.  The  man  who  takes  the  hedge,  I  mean. 

Mr.  Chamberlain.  Well,  that  is  the  purchaser  of  the  grain,  isn't  it? 

Mr.  Evans.  What  do  you  call  the  man  to  whom  he  sells  the  grain! 

Mr.  Chamberlain.  I  call  him  the  purchaser. 

Mr.  Evans.  Then  that  second  purchaser.  He  is  a  good  business 
man  and  successful  and  prosperous  in  his  business,  isn't  he? 

Mr.  Chamberlain.  Well,  if  he  comes  to  us  with  receipts 

Mr.  Evans  (interposing).  We  have  passed  the  man  who  comes 
to  you.  I  am  talking  about  the  man  who  purchases  a  hedge  from  the 
man  who  came  to  you. 

Mr.  Chamberlain.  I  do  not  know  about  that. 

Mr.  Evans.  He  may  be  in  Chicago,  and  he  may  be  a  man  who  is 
worthless  financially,  may  he  not? 

Mr.  Chamberlain.  I  would  not  assume  that  he  is  worthless. 

Mr.  Evans.  It  is  one  of  the  two.  You  are  either  relying  on  tlie 
man  who  has  the  hedge  or  your  security  or  you  are  not. 

Mr.  Chamberlain.  I  know  that  the  purchaser,  whoever  he  may  be. 
secures  that  contract  by  putting  up  a  margin  of  money. 

Mr.  Evans.  Then  he  or  some  banker  who  has  trusted  him  is  re- 
sponsible and  prosperous? 

Mr.  Chamberlain.  I  think  I  have  answered  your  question  as  well 
as  I  can. 

Mr.  Evans.  What  I  am  getting  at  is  this :  You  are  securing  from 
the  hedge  an  insurance.  If  you  have  insurance  that  is  worth  anything 
you  get  it  from  a  prosperous  man.  If  the  person  furnishes  you  an 
insurance  he  must  get  pay  for  it,  and  if  he  does  not  get  paid  for  the 
risk  he  must  lose  ultimately.    Is  that  true  ? 

Mr.  Chamberlain.  Well,  you  are  getting  a  little  beyond  the  realm 
I  am  familiar  with. 

Mr.  Evans.  All  right. 

The  Chairman.  Reference  has  been  made  to  the  difference  between 
hedging  in  North  Dakota  and  in  Kansas.  I  think  conditions  are 
entirely  different  in  North  Dakota  and  in  Kansas.  Kansas  has  very 
largely  a  market  of  its  own,  has  it  not  ?  There  are  a  large  string  of 
mills  in  Kansas,  while  there  are  very  few  large  mills  in  North 
Dakota  ? 

Mr.  Chamberlain.  They  have  a  few  mills  in  North  Dakota,  but 
very  few. 

The  Chairman.  I  believe  that  in  Kansas  wheat  is  sold  directly  to 
the  mills,  while  North  Dakota  wheat  is  sold  on  the  exchange,  there 
being  but  few  mills  in  that  State.  Wheat  is  sold  outside  of  the 
State,  which  accounts  for  the  difference  in  the  habit  of  hedgin*:. 
There  is  less  necessity  for  hedging  in  Kansas  than  there  is  in  North 
Dakota.    Is  that  not  correct  ? 

Mr.  Chamberlain.  I  imagine  the  millers  in  Kansas  protect  their 
purchases  of  wheat  by  sales  of  flour  or  by  sales  of  grain,  just  as  the 
millers  in  Minneapolis  do. 

The  Chairman.  In  North  Dakota  the  wheat  is  consigned  to  com- 
mission men,  while  in  Kansas  the  wheat  is  consigned  to  the  millers. 
I  am  very  grateful  to  you,  Mr.  Chamberlain. 

Mr.  Chamberlain.  And  I  wish  to  thank  you. 

The  Chairman.  We  will  now  hear  from  Mr.  Spaulding. 
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8TATEME1IT  OF  MB.  C.  I.  SPAJIWUfQ,  WABBES,  HXHIT. 

The  Chairman.  Kindly  state  what  your  business  is. 

Mr.  Spauiding.  I  am  engaged  in  farming  1,600  acres  of  land,  and 
also  am  running  a  small  line  of  coimtry  elevators  in  northern  !Min- 
nesota  ajid  North  Dakota. 

I  am  in  favor  of  the  present  system  of  marketing,  from  the  stand- 
point of  the  farmer,  because  that  is  the  only  way,  as  I  can  figure  it 
out,  which  will  give  me  the  highest  cash  premium  daily  in  the  Min- 
neapolis or  Duluth  markets.  I  am  disturbed  over  any  interference 
which  would  tend  to  narrow  the  scope  of  that  market.  I  am  speak- 
ing from  the  standpoint  of  the  farmer. 

And  possibly  I  may  be  able  to  give  this  committee  some  informa- 
tion on  selling  wheat  from  the  farmers'  standpoint  which  so  far  they 
have  not  had. 

Mr.  PuRNELL.  Do  you  think  that  the  opinion  just  expressed  is 
shared  by  other  farmers — large  farmers — in  your  section  of  the 
country  ? 

Mr.  Spauij)ing.  I  am  certain  that  it  is,  in  my  section  of  the  coun- 
try. 

Mr.  PuRNELL.  Do  you  know  of  any  prejudice  against  the  present 
system  of  marketing  m  your  section  of  the  country  ? 

Mr.  Spaulding.  No,  sir;  not  in  my  section. 

Mr.  TiNCHER.  He  says  they  are  all  satisfied. 

The  Chairman.  You  mav  continue  your  statement. 

Mr.  Spaulding.  It  probably  seems  to  you  peculiar  that  the  farmer 
would  be  in  favor  of  future  trading.  I  might  say  this,  that  I  per- 
sonally benefited  by  the  kind  of  insurance  that  the  member  at  the 
corner  of  the  table  suggested,  or  thought  possible  that  the  farmer 
misht  take,  last  spring. 

Mr.  PuRNELL.  I  am  wondering  if  the  average  farmer  really  has 
any  definite  and  fixed  opinion  about  this  matter,  or  does  he  go  in 
and  accept  the  conditions  that  exists  and  sell  his  grain  to  the  elevator 
man,  without  reasoning  out  why  he  is  able  to  find  a  ready  sale  for 
his  product?  What  do  you  think  he  takes  into  consideration  there; 
that  the  elevator  man  has  a  hedge  and  thereby  he  is  protected  and  it 
creates  a  market  for  him,  or  does  he  do  that  ?  Does  he  simply  accept 
the  conditions  existing  and  have  no  fixed  or  definite  opinion  about  it  ? 

Mr.  Spauij)ing.  The  average  farmer  in  our  locality  does  not  acr 
cept  anything  for  granted.  He  knows  the  thing  from  A  to  Z.  I  am 
speaking  of  the  average  farmer. 

Mr.  PuRNELL.  He  knows  when  he  takes  a  thousand  bushels  of 
grain' in  to  the  elevator  man  that  the  elevator  man  hedges  again  that 
purchase? 

Mr.  Spaulding.  He  knows  that  the  elevator  man  will  not  live  in 
the  business  if  he  does  not  protect  himself  every  time  he  buys,  I  mean 
protect  himself  in  some  manner,  either  by  selling  directly  to  a  mill, 
or  if  he  can  not  get  cars,  by  selling  futures  at  that  time. 

Mr.  PuRNBLL.  Of  course,  you  are  more  familiar  with  it  because  you 
evidently  raise  the  grain.    Do  you  have  a  line  of  elevators  ? 

Mr.  Paulding.  Yes,  sir. 

Mr.  PuRNBLii.  I  am  wondering  how  the  man  who  is  strictly  a 
producer,  in  either  a  large  or  a  small  way,  feels  about  it  ? 
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Mr.  SpauliDing.  He  feels  about  the  way  I  said,  I  think.  Do  you 
mean  feels  about  whether  a  man  should  protect  himself  who  buys 
or  not? 

Mr.  PuRNEiiL.  Yes. 

Mr.  Spauldino.  He  hesitates  to  leave  for  storage  any  amount  of 
grain  not  in  a  concern  which  is  known  to  protect  itself  at  all  times, 
and  not  speculate  as  a  concern. 

Mr.  PuRNELL.  The  thing  I  am  most  concerned  about  in  these  hear- 
ings is  the  purely  speculative  end  of  it.  It  seems  to  me  that  the 
consensus  of  opinion  as  expressed  by  the  most  of  the  witnesses  is,  that 
there  are  good  features  about  this  present  system  of  marketing. 
Therefore  the  matter  I  am  concerned  with  is  whether  or  not  the 
farmer  wants  the  speculative  features  maintained,  and  whether  or 
not  he  is  benefited  by  them.  And  when  I  say  speculative  features,  I 
mean  the  purely  speculative  features,  the  deals  made  by  men  who 
have  no  grain  and  never  expect  to  have  any  grain. 

Mr.  Spaulding.  The  farmer  wants  a  market  where  he  can  sell  the 
actual  stuff,  or  if  he  still  wants  to  hold  it  he  can  buy  a  future.  If 
he  still  wants  to  hold  it,  or  wants  to  gamble,  whereby  he  can  get  the 
money  himself. 

Mr.  PuRNELL.  You  think  if  he  profits  by  it  he  does  not  care  what 
happens? 

Mr.  Spauu^ing.  I  did  not  say  he  profits  by  that  chance.  It  might 
encourage  him  to  speculate.  I  will  not  say  about  that  as  I  do  not 
know. 

Mr.  PuRNELL.  Do  any  of  your  farmers  do  any  hedging  themselves. 

Mr.  Spauiding.  Yes,  sir. 

Mr.  PuRNELL.  That  is,  they  hedge  their  grain  that  is  on  the  farm ; 
I  mean  they  hold  it  on  the  farm  and  then  sell  a  hedge  against  it  ? 

Mr.  Spaulding.  No;  the  way  they  generally  use  the  hedge  is  to 
sell  it  to  protect  themselves  against  the  future  decline,  or  to  get  80 
per  cent  of  the  money  to  use,  and  still  get  the  advantage  of  a  possible 
rise. 

Mr.  PuRNELL.  What  percentage  of  the  producers  in  your  section 
use  the  hedge? 

Mr.  Spaulding.  Oh,  probably  10  per  cent,  and  they  are  mostly 
people  who  deal  in  larger  quantities;  not  the  man  who  raises  1,000 
bushels,  but  the  man  who  raises  10,000  or  20,000  or  30,000  or  40,000 
bushels. 

Mr.  PuRNELL.  Another  thing  I  am  interested  in,  in  connection  with 
these  hearings,  is  to  determine,  if  possible,  whether  or  not  the  market 
is  actually  affected  by  speculation  or  manipulation  to  the  detri^lent 
of  the  producer. 

Mr.  Spaulding.  I  could  not  say  whether  the  market  could  be 
manipulated  to  the  detriment  of  the  producer  or  not.  I  do  be- 
lieve that  the  fact  of  the  speculator  having  a  chance  to  bet  or  specu- 
late or  invest,  whatever  you  want  to  call  it,  broadens  the  scope  of  the 
market,  and  it  gives  the  producer  a  chance  always  to  have  somebody 
to  buy.  Without  him  there  would  be  times  when  the  large  mills  and 
the  large  terminal  elevators  might  not  be  in  the  market,  for  some 
reason  or  other. 

Mr.  Purnell.  The  principal  objection  seems  to  be  that  there  al- 
ways exists  the  possioility  that  men  of  large  means  buying  and 
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absorbing  large  quantities  of  oommodities,  and  thereby  forcing  the 
market  down  or  Arcing  it  up  quickly,  and  that  they,  may  jSLo  so  to  the 
detriment  of  the  man  who  actually  grows  the  stuff,  or,  more  particu- 
larly, by  forcing  it  down  at  the  time  when  he  has  to  have  something 
on  it,  has  to  sell  his  product. 

Mr.  Spaulding.  Well,  there  is  no  time  in  our  section  of  the  country 
when  the  farmer  really  has  to  sell,  because  the  most  of  them  are  fixed 
so  that  they  can  hold  the  bulk  of  their  product  if  they  want  to,  at 
least  a  part  of  the  time,  unless  there  is  practically  a  crop  failure. 
Then  the  so-called  manipulator,  from  the  farmers'  standpoint,  works 
to  his  advantage,  because  he  often,  pointing  to  a  crop  failure,  manipu- 
lates it  for  a  rise.  That  is  the  reason  the  farmer  likes  him.  They 
would  not  like  the  manipulator  who  would  try  to  depress  prices,  if 
it  could  be  done. 

Mr.  PuRNEiiU  You  do  not  want  to  see  the  present  system  dis- 
turbed ? 

Mr.  Spaulding.  I  do  not  want  to  see  the  present  system  seriously 
disturbed ;  no,  sir. 
The  Chairman.  Any  other  questions? 

Mr.  Spaulding.  I  wanted  to  explain,  if  you  were  interested,  how 
the  option  assisted  me  this  particular  year. 
Mr.  Voigt.  As  a  grower? 

Mr.  Spaulding.  Yes,  sir.  Now,  it  seems  that  every  farmer  who  is. 
a  shipper  and  ships  his  own  grain  to  obtain  the  full  benefit  of  the 
competitive-sample  market  in  Minneapolis,  or  in  Duluth,  but  prin- 
cipally Minneapolis,  handles  his  car  there,  so  that  they  can  see  the 
samples.  It  goes  on  a  to-arrive  basis  from  the  country,  20  days  de- 
livery, and  there  are  very  few  people  who  bid  for  it  on  that  basis.. 
The  Chairman.  Is  there  a  uniform  rule  of  20  days? 
Mr.  Spaulding,  Yes,  sir. 

The  Chairman.  Does  that  apply  to  all  markets? 
Mr.  Spaulding.  Yes,  sir.  There  are  specific  times  when  you  can 
g^et  extensions,  but  these  to-arrive  bids  have  alwavs  been  5  cents 
under  the  competitive  price,  and  in  order  to  get  the  highest  competi- 
tive price,  or  the  only  way  it  can  be  done,  would  be  if  the  man  was: 
satisfied  with  the  general  price,  say,  $2.60,  and  if  he  were  satisfied 
with  that,  he  could  sell  his  hedge  and  ship  his  car  in,  and  by  reason 
of  its  being  sold  on  the  track  yesterday,  get  5  cents  more,  and  pur- 
chase back  an  equal  amount.  That  is  the  reason  it  helped  me  as  a 
farmer  this  year  to  the  amount  of  $1,000  at  least.  If  they  would  bid 
to  arrive,  as  they  will  when  put  on  a  competitive  basis,  and  have 
open  markets  at  all  times,  it  would  make  some  difference  to  the 
farmer.  He  does  not  possibly  because  most  people  won't  use  that 
kind  of  wheat.    That  is  the  point  I  had  reference  to. 

The  Chairman.  Your  contention  is  that  you  can  get  6  cents  more 
for  your  wheat  by  hedging  than  by  selling  to  arrive  ? 

Mr.  Spaulding.  Yes,  sir;  because  it  gives  me  a  chance  to  get  the 
full  premium. 
The  Chairman.  We  thank  you. 

Mr.  Spaitlding.  And  I  wish  to  thank  you  for  this  opportunity. 
The  Chairman.  We  will  now  hear  the  next  witness,  Mr.  Stratton. 
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STATEMENT  OF  HE.  H.  H.  STBATTOH,  TBJSSLDISJXT  OF  THE 
CHAHBEB  OF  COHHEBCE,  HUWATTKEE,  WIS. 

Mr.  Stratton.  Gentlemen  of  the  committee,  the  Milwaukee  Cham- 
ber of  Commerce  is  one  of  the  oldest  ^rain  exchanges  in  the  Webt. 
It  is  not  at  present  one  of  the  leading  future  markets,  but  it  is  a 
very  considerable  cash  market,  and  handles  from  70,000,000  to  90.- 
000,000  bushels  a  year  of  spot  grain. 

We  are  opposed  to  all  legislation  that  will  restrict  trading  in  fu- 
tures on  the  exchanges  as  it  is  now  practiced,  because  we  believe  that 
the  exchanges  are  performing  an  important  public  service.  I  think 
the  grain-marketing  methods,  which  include  trading  in  futures, 
which  have  been  developed  under  conditions  of  the  keenest  competi- 
tion over  a  period  of  from  40  to  50  years,  are  economically  sound 
and  provide  for  the  flow  of  grain  and  its  products  from  the  producer 
to  the  consumer  at  the  very  smallest  margin  of  profit. 

We  think  that  in  order  to  have  a  successful  market  you  must  have 
big  crops,  but  the  most  important  thing  is  keen  competition.  We  do 
not  believe  that  that  competition  is  possible  if  there  is  no  oppor- 
tunity of  hedging  grain  in  the  sale  of  futures.  We  do  not  think  that 
the  banks  will  finance  the  small  dealer  unless  the  banks  know  that 
they  are  protected  and  that  the  dealer  is  not  standing  to  take  a  big 
market  lo2s.  So  if  the  small  dealer  is  not  able  to  carry  on  the  grain 
business  as  he  is  to-day,  if  he  can  not  get  the  money  to  finance  that 
business,  it  is  reasonable  to  suppose  that  in  a  very  short  time  the 
business  will  be  in  the  hands  of  a  few  large  concerns,  of  great  financial 
resources,  and  that  the  margins  between  producer  and  consumer 
would  be  very  much  larger. 

At  the  present  time  we  all  know  that  we  have  nothing  like  trust 
control  in  the  grain  business.  There  is  no  other  line  of  business  that 
I  know  of  where  the  competition  is  as  keen  as  it  is  to-day  in  the  grain 
business.  We  believe  that  is  because  the  small  dealers,  who  have 
ability  and  integrity,  are  able  to  go  to  the  banks  and  borrow  a  great 
deal  more  money  to  engage  in  the  grain  business  than  they  might  be 
able  to  borrow  for  almost  any  other  line  of  business.  No  doubt  that 
is  partly  true  because  it  is  considered  first-class  collateral  in  itself: 
but  the  banks  would  not  loan  anything  lik^  the  amounts  that  they 
now  loan  to  grain  handlers  unless  they  felt  sure  that  those  handlers 
were  amply  protected  against  market  losses.  If  they  did  they  would 
get  sick. 

We  in  Milwaukee  are  engaged  in  buying  and  shipping  grain  verv 
largely,  buying  it  in  the  West  and  shipping  it  to  eastern  points.  TVe 
handle  some  wheat  but  more  corn  and  oats  than  anything,  else. 

A  point  has  been  made  here  to  the  effect  that  the  southwestern 
elevator  owners  do  not  hedge  in  the  sale  of  futures.  We  make  a 
practice  of  puttingout  so-called  card  bids  overnight  to  the  countrj- 
elevator  people.  We  also  put  out  overnight  quotations  to  buyers 
in  the  East.  The  southwestern  people,  I  think  pretty  generally, 
instead  of  hedging  their  purchases  by  the  sale  of  futures,  sell  their 
grain  on  card  bids  to  arrive  to  people  like  ourselves,  who  are  engage<l 
in  the  marketing  of  that  grain  and  Who  put  out  bids  overnight.  In 
the  Southwest  they  get  daily  bids  from  exporters  and  from  millers 
nnd  from  terminal  elevator  operators.    We  are  engaged  in  putting 
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out  just  that  sort  of  bids.    I  think  we  are  typical  of  those  houses  who 
do  that  regularly. 

I  want  to  say  that  if  we  were  not  able  to  hed^e  our  purchases^ 
should  they  exceed  our  cash  sales,  which  they  frequently  do,  we 
would  not  be  able  to  put  those  bids  out  in  the  countnr  without  figur- 
ing on  a  very  much  larger  margin  of  profit  than  we  ao  at  the  present 
time.  I  think  all  grain  dealers  when  they  speak  of  hedging  do  not 
mean  that  they  hedge  every  transaction  that  they  enter  into,  but  they 
either  buy  or  sell  futures  to  even  themselves  up  on  the  market  as 
they  go  along. 

If  we  were  to  put  out  card  bids  all  over  the  West  to-night  and 
were  to  buy  100,000  bushels  of  grain,  and  if  we  were  at  the  same  time 
to  put  out  quotations  to  our  customers  in  the  East  who  buy  from  us 
and  were  to  sell  only  60,000  bushels  overnight,  we  would  sell  50,000 
bushels  in  the  future  market  with  a  hedge  against  our  excess  pur- 
chases. Or  we  would  perform  the  reverse  operation  if  we  happened 
to  sell  more  overnight  than  we  bought. 

My  experience  has  been  that  we  never  find  that  the  country  is  dis- 
posed to  sell  grain  and  the  eastern  trade  is  disposed  to  buy  grain  at  one 
and  the  same  time.  Our  purchases  and  sales  very  seldom  match  up. 
We  find  that  if  we  are  to  get  the  business  at  all* we  have  to  sell  the 
eastern  buyer  grain  when  he  wants  to  buy  it.  We  can  not  tell  him 
when  to  buy  it.  And  we  have  to  take  the  grain  from  the  western 
shipper  when  he  wants  to  ship  it;  and  that  means  the  farmer,  when 
he  is  ready  to  sell  it.  It  very  seldom  occurs  that  these  two  trades  will 
match  up ;  that  is,  the  western  farmers  will  not  be  willing  to  sell  at 
the  time  the  eastern  people  are  buying. 

The  result  is  that  we  have  inquiries  from  our  customers  in  the  East 
for  com  or  oats  to  be  shipped  four  or  five  months  later.  We  will 
figure  out  a  price  and  sell  it  to  them  and  protect  ourselves  by  buying  a 
future  that  most  nearly  corresponds  to  the  time  of  delivery  specified 
in  our  sale. 

On  the  other  hand,  a  great  deal  of  grain  is  offered  in  the  West  at  a 
time  when  we  are  experiencing  no  demand  from  the  East,  but  we  will 
buy  that  grain  and  pay  the  market  price  for  it  and  protect  ourselves 
by  selling  futures.  In  that  way  we  even  ourselves  up  all  the  time  and 
take  no  unusual  hazard  of  a  market  loss. 

It  is  for  that  reason  that  the  banks  will  loan  us  a  great  deal  more 
money  than  they  would  if  they  thousrht  we  were  standing  open  on 
large  purchases  or  sales. 

On  jesterday  Mr.  Voigt,  I  think,  asked  some  questions  about  the 
commissions  involved  in  this  tremendous  speculative  trading  which 
does  not  represent  actual  deliveries.  I  have  outlined  here  a  typical 
shipment  of  cash  wheat  from  the  country  to  the  ultimate  consumer 
with  a  view  to  showing  you  just  what  that  wheat  would  have  to  stand 
in  the  way  of  margins  all  the  way  through.  A  typical  shipment  of 
wheat  would  be  sold  by  a  farmer  to  a  country  elevator  man,  who  might 
be  an  independent  elevator  owner  or  a  line-house  elevator  operator, 
or  a  cooperative  elevator  operator.  We  will  say  that  he  sends  it  to 
the  terminal  market  to  be  sold  by  the  commission  man.  He  might  sell 
it  direct  to  a  miller,  but  we  will  take  the  longest  route.  ^  The  commis- 
sion man,  when  it  reaches  the  terminal  market,  will  sell  it  to  a  miller  or 
to  a  terminal  elevator. 
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The  Chairmax.  When  you  say  the  longest  route  you  mean  the  usual 
Toute,  do  you  not? 

Mr.  Stratton.  I  want  to  give  you  what  would  be  involved  in  as 
lon^  a  transaction  as  we  can  get.  The  commission  man  will  sell  it  to 
a  miller  or  to  a  terminal  elevator  operator  at  the  terminal  market  If 
he  sells  it  to  a  miller,  that  miller  may  sell  it  to  a  wholesale  grocer  or 
to  a  flour  jobber.  That  wholesaler  will  sell  it  to  a  retailer,  and  the 
retailer  will  sell  it  to  the  consumer. 

.  Of  course,  we  know  it  to  be  a  fact  that  frequently  the  miller  seUs 
to  large  bakers  direct,  and  that  would  eliminate  two  of  those  people 
from  the  transaction.  We  also  know  that  it  is  a  fact  that  frequently 
the  country-elevator  man  would  sell  to  the  miller  direct.  In  that 
case  only  three  people  would  be  involved.  But  if  it  takes  the  long- 
est route  there  would  be  six  transactions  in  a  typical  shipment  of 
ivheat  from  the  farmer  to  the  consumer.  If  it  were  sold  to  a  termi- 
nal-elevator man  at  the  market  instead  of  to  the  miller,  he  probably 
•would  in  turn  sell  it  to  an  exporter  at  the  seaboard,  or  he  mi^ht  sell 
it  to  a  miller  located  farther  east,  who  in  turn  might  sell  it  to  a 
wholesaler  and  then  to  a  retailer  and  then  to  the  consumer. 

The  Chairman.  You  mean  by  selling  it  to  a  wholesaler  after  it  is 
manufactured  into  flour  by  the  miller  ? 

Mr.  Stratton.  Yes,  sir.  He  might  sell  it  to  a  wholesale  grocer. 
I  do  not  say  he  will,  but  on  a  big- volume  transaction  he  might.  The 
point  I  wish  to  make  on  that  is  that,  even  though  there  might  be 
mvolved  a  tremendous  lot  of  speculative  trading,  that  much  of  the 
commissions  are  paid  by  those  involved  in  them,  and  are  not  a  direct 
charge  against  the  gram,  and  are  not  borne  by  the  producer  or  the 
consumer.  Those  trades  pretty  well  even  themselves  up,  and  those 
who  are  engaged  in  the  trading  pay  the  exposes. 

Mr.  VoiGT.  Maybe  you  did  not  get  the  point  that  I  tried  to  make. 
We  all  know  that  there  is  a  great  deal  of  gambling  going  on  on  the 
exchanges.  You  know  and  I  know  that  men  speculate  in  wheat  who 
never  expect  to  see  the  wheat.  Thej  are  simply  speculating  and 
gambling  on  the  future  price.  For  instance,  suppose  that  I  think 
wheat  is  going  up,  and  I  am  speculating.  I  go  to  my  broker  and 
tell  him  to  buy  me  so  manv  thousand  bushels  oi  wheat,  and  I  deposit 
a  certain  margin.    Now,  then,  if  my  guess  comes  through  and  wheat 

foes  up  2  or  3  or  5  cents  a  bushel,  I  am  satisfied  with  my  profits,  and 
order  him  to  close  it  out,  and  I  take  my  profit.  Of  course,  I  do 
not  ever  expect  to  see  any  wheat,  and  the  man  who  was  on  the  other 
end  of  that  deal,  or  to  whom  that  deal  might  have  been  transferred, 
did  not  ever  expect  to  see  any  wheat.  You  will  admit  that  any  num- 
ber of  such  transactions  are  made  on  the  exchanges,  won't  you ! 

Mr.  Stratton.  Yes;  they  may  be. 
•  Mr.  VowT.  Why  do  you  say  they  may  be? 

Mr.  Stratton.  Well,  I  say  that,  Mr.  Voigt,  because  you  say  the 
man  who  buys  it  from  you  aoes  not  expect  to  ever  see  it,  and  in  fact 
he  may  expect  to  see  it. 

Mr.  VoiOT.  He  may  expect  to  see  it ;  but  you  know,  as  a  matter  of 
fact,  that  in  millions  of  such  cases  neither  side  to  the  transaction 
ever  contemplates  any  delivery  of  wheat  ? 

Mr.  Strattok.  Well,  delivery  is  contemplated  in  the  contract,  but 
X  admit  that  a  very  large  volume  of  traaing  is  purely  speculs^ive, 
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if  you  please,  and  I  favor  trading  of  that  kind,  becau^  I  think  it  is 
to  the  benefit  of  the  public  at  large. 

Mr.  VoiGT.  Well,  of  course,  that  is  a  point  on  which  people  may 
differ.  But  getting  back  to  the  point  I  had  in  mind,  it  was  this: 
Suppose  that  all  of  the  real  transactions  and  all  the  speculative 
transactions  would  amount  to  selling  every  bushel  of  wheat  that  is 
raised  in  this  country  this  year  100  times.  That  would  mean  that 
somebody  in  the  aggregate  had  paid  25  cents  on  the  turnover  on  that 
bushel  oi  wheat? 

Mr.  Stbatton.  Yes,  sir ;  but  it  does  not  mean  that  either  the  pro- 
ducer or  the  consiuner  pays  any  part  of  that. 

Mr.  VoiGT.  I  did  not  say  that. 

Mr.  Stratton.  I  know  you  did  not.  I  think  I  get  the  point  you 
wish  to  make. 

Mr.  VoiGT.  I  said  that  that  25  cents  was,  in  my  judgment,  largely 
an  economic  loss  to  the  country.  In  other  words,  if  this  hedging 
process  is  a  good  thing,  then  the  country  as  a  whole,  assuming  that 
every  bushel  of  wheat  was  turned  over  100  times,  is  paying  an 
insurance  charge  of  25  cents  per  bushel  ? 

Mr.  Stratton.  No;  I  do  not  think  that  that  is  quite  a  fair  state- 
ment of  it.  It  means  this,  perhaps,  that  those  engaged  in  speculative 
trading  have  wasted  a  part  of  their  effort  which  might  have  been  di- 
rected  to  better  pursuits.  But  the  fact  is  that  the  commission  charges 
which  accrue  on  that  volume  of  speculative  trading  are  pretty  well 
evened  up  between  buyers  and  sellers,  and  it  is  not  a  charge  against 
the^ain. 

Mr.  YoiGT.  I  did  not  say  that  that  whole  thing  is  charged  against 
the  p'ain.  I  do  not  believe  it.  But  I  do  say  that  it  is  a  loss  to  the 
Nation,  because  there  is  that  amount  of  energy,  represented  by  that 
amount  of  money,  which  results  in  nonproduction. 

Mr.  Stratton.  Well,  perhaps,  those  people  engaged  in  speculative 
trading  could  put  in  tneir  time  to  better  results,  but  that  is  all  the 
loss  there  is  to  it.  A  portion  of  their  effort  is  wasted,  perhaps,  but 
the  commissions  which  are  earned  and  charged  against  that  specula- 
tive trading  are  divided  up  pretty  evenly  among  those  engaged  in 
them. 

Mr.  VoiGT.  I  did  not  say  that  the  producer  or  the  consumer  stood 
it.  It  may  be  some  fellow  who  is  a  shoemaker  that  takes  a  flyer  in 
wheat,  and  whether  he  wins  or  loses  he  pays  that  quarter  of  a  cent. 

Mr.  Stratton.  Yes;  that  is  right. 

The  Chairman.  Thank  you,  Mr.  Stratton.  The  committee  will 
now  stand  in  recess  until  2  o'clock. 

(Thereupon,  at  12  o'clock  and  15  minutes  p.  m.,  the  committee 
recessed  until  2  o'clock  p.  m.) 

after  recess. 

The  committee  met  pursuant  to  recess,  Hon.  Gilbert  N.  Haugen 
(chairman)  presiding. 
The  Chairman.  The  committee  will  now  hear  Mr.  L.  F.  Gates. 


520  FUXTJBE  TRADING. 

STATEMENT  OP  IQL  I.  F.  GATES,  OF  LAKSON  BBOS.  ft  CO.,  SEP- 
SESEHTINa  THE  CHICAOO  BOABD  OF  TRADE,  CEICAQQ,  ILL 

Mr.  Gates.  My  name  is  L.  F.  Gates ;  I  am  a  member  of  the  firm  of 
Lamson  Bros.  &  Co.,  commission  merchants.  I  also  represent  the 
Chicago  Board  of  Trade.  In  opening,  Mr.  Chairman,  I  would  like 
to  make  three  requests : 

First,  that  when  I  begin  to  make  my  statement  I  be  allowed  to  com- 
plete it  without  interruption,  and  then  I  shall  gladly  submit  to  ques- 
tions, although  I  hope  my  statement  to  anticipate  a  good  many  of 
your  inquiries. 

The  Chairman.  Proceed  in  your  own  way. 

Mr.  Gates.  Second,  that  the  Federal  Trade  Commission  is  requested 
to  furnish  by  4  o'clock  to-day,  if  possible,  the  figures  showikg  the 
total  value  of  sales  of  wheat  for  future  delivery  on  the  Chicago  ^ard 
of  Trade  from  July  15  to  July  31, 1920,  both  dates  inclusive,  with  the 
amounts  on  each  day,  if  that  data  is  available. 

I  understand  the  data  is  readily  available,  but  it  is  not  available 
to  me ;  it  is  available  to  this  committee. 

The  Chairman.  Is  Mr.  Watkins  in  the  room  ? 

Mr.  Watkins.  I  am  here.  I  can  give  the  quantity  traded  in  during 
that  period. 

Mr.  Gates.  I  will  ask  for  that  when  I  come  to  that  point  in  my 
statement. 

Mr.  Watson.  I  do  not  have  it  as  to  dates. 

The  Chairman.  Mr.  Gates,  do  you  suggest  that  the  committee  ask 
the  Federal  Trade  Commission  for  that  aata  ? 

Mr.  Gates.  I  ask  that  you  request  it  of  them,  so  that  I  may  have  it 
available  in  order  to  determine  as  to  the  amount  of  trading  in  July. 

Mr.  TiNCHER.  July  of  last  year? 

Mr.  Gates.  July,  1920. 

Third,that  the  Bureau  of  Internal  Hevenue  of  the  Department  of  the 
Treasury  be  requested  to  furnish  for  inclusion  as  a  part  of  the  pub- 
lished report  ox  these  hearings  the  data  in  its  possesion  showing  sep- 
arately by  grains  the  total  volume  of  sales  of  wheat,  oats,  rye,  and 
barley  for  ruture  delivery  each  month  in  each  of  the  following  years: 
1918,  1919,  and  1920,  on  each  of  the  following  grain  exchanges  or 
boards  of  trade :  Chicago,  Minneapolis,  Duluth,  Milwaukee,  Kansas 
City,  St.  Louis,  and  Toledo,  together  with  a  statement  of  the  amount 
of  taxes  as  collected  on  such  sales  in  each  of  the  above-mentioned 
markets  during  the  years  of  1914  to  1920,  inclusive ;  and,  further,  that 
the  Federal  Trade  Commission  be  requested  to  furnish  for  similar 
inclusion  in  the  printed  report  of  these  hearings  all  data  in  its  pos- 
session similarly  showing  separately  the  sales  of  grains  for  future 
delivery  in  each  of  the  above-mentioned  markets  during  the  vears 
1913  to  1917,  inclusive. 

The  requests  for  data  are  made  because  during  these  hearings^  and 
in  the  recent  report  of  the  Federal  Trade  Commission  on  its  investi- 
gation of  the  causes  of  the  decline  in  wheat  prices^  there  has  been  an 
implied  criticism  of  members  of  exchanges  tor  failure  to  disclose  in* 
formation  which  they  did  not  have,  whiai  they  could  not  under  their 
rules  obtain,  and  much  of  which  is  readily  available  to  this  commit- 
tee through  the  various  departments,  bureaus,  and  commissions  of 
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the  Government.  .  We  have  nothing  to  hide  from  you,  nor  did  we 
hide^  anything  from  the  investigators  of  the  Federal  Trade  Com- 
mission. 

A  few  years  ago  I  supposed  that  the  introduction  of  a  bill  in  Con- 
gress was  a  serious  attempt  to  secure  the  enactment  of  that  particular 
bill  into  law.  I  now  believe  that  many  such  bills  represent  local  dis- 
content and  are  introduced  either  on  request  or  in  an  honest  attempt 
to  secure  more  lig^ht  on  some  controversial  Question. 

Such  information  as  we  can  ffive  you  we  snail  very  gladly  give  you. 
It  is  not  likely  that  we  can  teU  you  much  that  is  new,  except  as  the 
war  experience  has  given  us  additional  information.  It  has  enabled 
us,  in  some  instances,  to  prove  things  which  heretofore  we  could 
assert  but  which  we  could  not  prove. 

These  hearings,  begun  something  like  30  years  ago,  first  with  the 
Industrial  Commission  of  Congress,  give  a  very  complete  record  of 
the  grain  business  as  at  present  conducted.  You  will  recall  that  in 
the  ninety's  there  was  extreme  depression,  not  only  in  prices  but  in 
general  business.  You  will  recall  how  complaint  came  irom  the  ag- 
ricultural districts  because  of  those  declines.  You  will  remember 
that  prices  for  com  were  less  than  20  cents  in  Chicago;  wheat  sold 
under  50  cents.  As  we  look  back  at  that  we  consider  it  as  simply  part 
of  the  general  economic  situation  at  that  time.  But  at  that  particu- 
lar time,  so  far  as  the  farmer  was  concerned,  it  was  blamed  on  the 
machinery  through  which  prices  were  determined.  We  have  a  recur- 
rence of  that  situation  to-day. 

Xo  one  knows  it  all  about  the  grain  business.  No  matter  how  long 
we  have  been  in  the  grain  business,  every  man  must  be  more  or  less 
of  a  specialist.  A  man  may  know  all  about  the  country  end  of  it,  and 
does  not  have  adequate  information  and  should  not  oe  considered  a 
good  witness  in  regard  to  what  is  done  in  the  terminal  market.  The 
terminal-market  man  is  not  the  best  witness  as  to  what  is  done  in  the 
seaboard  export  trade. 

And  so  there  are  specialists  in  the  grain  business  just  as  in  any 
other.  If  you  wish  us  to  admit  that  during  the  war  times  the  ma-  . 
chinery  which  functions  normally  in  peace  has  not  functioned  nor- 
mally, we  will  admit  it ;  we  will  not  only  admit  it,  we  will  assert  it, 
because  there  has  not  been  any  business  machinery  in  this  coimtry 
which  has  functioned  normally  during  the  time  of  the  war. 

There  have  been  some  rather  broad  statements  made  as  to  what  the 
board  of  trade  is  and  does.  Let  me  say  that  it  is  an  organized 
market  place.  It  is  concerned  with  the  raw  material  as  distinguished 
from  the  distribution  of  the  manufactured  article — from  the  manu- 
facturer to  the  retailer.  We  can  not  be  held  accountable  for  any  dis- 
crepancies between  the  manufacturer  and  the  retailer.  You  may 
well  question  us  in  regard  to  the  handling  of  the  grain  from  the  raw 
material  to  the  mill ;  and  you  may  question  the  miller  in  re^ad  to  the 
grain  through  his  mill  and  the  corresponding  reflection  in  price  of 
the  flour  which  he  sells. 

This  market  machinery  was  organized  not  simply  for  the  producer ; 
and  it  was  not  organized  for  me  consumer.  It  was  organized  to 
facilitate  business.  It  serves  both  classes;  it  serves  all  the  people; 
but  it  was  not  organized  either  for  producer  or  consumer.^  It  was 
organized  simply  as  a  business  proposition,  to  facilitate  business  and 
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to  furnish  a  service  which  would  attract  to  the  market  the  grain 
which  was  tributary  to  it. 

These  markets  are  conducted  under  rules  which  are  framed  by  the 
membership.  We  have  the  initiative  and  referendum  in  connection 
with  our  rules — ^the  membership  itself,  not  simply  the  board  of 
directors,  may  initiate  rules.  There  is  no  possibilitv  of  a  control  over 
the  ruJes  by  any  few  men;  every  rule  must  be  voted  upon  by  the  asso- 
ciation as  a  whole. 

We  have  a  membership  part  of  which  is  local  and  part  of  which  is 
scattered  throughout  the  country.  Out  of  about  1,600  members  be- 
tween 1,100  and  1,200  live  in  and  about  Chicago,  and  the  remaining 
number  reside  at  the  seaboard  or  in  other  termmal  markets  or  in  the 
country.  They  are  members  because  of  the  facilities  offered  and 
because  members  who  do  a  lars^e  business  can  save  enough  to  justify 
their  purchasing  a  membership        ,  ..  . 

The  board  of  trade  is  a  commercial  organization,  organized  under 
the  laws  of  the  State  of  Illinois — not  for  profit — and  does  no  business 
itself.  It  furnishes,  as  I  said,  the  rules  and  regulations  under  which 
business  is  conducted. 

The  business,  however,  is  done  by  private  contract.  The  records  of 
the  contracts  that  are  made  are  sent  out  as  quotations.  They  are 
known  ais  "  board  of  trade  quotations  " ;  consequently,  a  great  many 
people  get  the  idea  that  the  board  of  trade  officially  determines  prices 
at  which  trades  shall  be  made.  That  is  not  a  fact.  The  quotations  are 
a  record  of  private  contracts  in  an  open  market. 

Those  contracts  are  enforceable  in  law,  and  once  made  can  not  be 
disturbed  during  normal  times  by  the  board  of  directors  or  any  officer 
of  the  association.  There  is  no  public  record  of  these  private  transac- 
tions other  than  the  price  at  which  they  are  made.  That  applies  to 
both  the  cash  grain  received  on  the  market  and  the  trading  for  future 
delivery. 

The  prices  at  which  the  trades  are  made  become  a  matter  of  offi- 
cial record.  The  records  of  the  trades  themselves  are  the  private 
property  of  the  individual  members  who  make  the  trades,  who  enter 
mto  these  contracts.  The  board  of  directors  has  no  right  whatever 
to  inquire  from  any  member  for  his  record  except  in  case  there  is 
complaint  against  a  member.  Then  our  rules  require  that  every 
member  must  submit  his  books  to  an  examining  committee,  in  order 
that  they  may  determine  the  facts  in  cases  of  particular  transac- 
tions, or  suffer  discipline  under  our  rules,  which  is  suspension  until 
such  time  as  he  is  willing  to  show  his  books. 

This  market,  like  most  others,  gi*ew  from  a  wagon-load  market  to 
a  car-lot  market.  The  first  future  trading  was  m  grain  to  arrive. 
We  distinguish  now  somewhat,  in  common  usage,  ^  between  ^'to- 
arrive "  and  grain  for  "  future  delivery,"  that  grain  for  "  future 
delivery  "  being  grain  to  be  delivered  in  warehouses  in  the  city  of 
Chicago  or  on  car  lots,  or  in  other  wavs  specified  by  the  rules. 

The  origin  of  these  contracts  for  "  future  delivery  "  was  a  desire 
to  divide  the  risk  on  Government  contracts  during  the  Civil  War. 
The  business  men  in  Chicago  were  taking  lar^e  contracts  from  the 
Government.  The  Government  wished  to  deiu  with  one  man«  So 
that  one  man  had  to  make  the  contri^ct ;  he  did  not  wish  to  assume 
the  entire  risk  of  a  big  Government  contract  and  oonsequently  he 
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went  to  numerous  other  people  and  tried  to  get  them  to  take  part 
of  the  contract.  That  was  the  origin  of  the  trade  for  future  de- 
livery as  we  now  know  it,  and  that  practice  is  followed  out  to-day 
by  people  who  are  furnishing  forage  to  the  Army  and  to  other 
departments  of  the  Government  and  was  largely  used  in  that  way 
during  the  recent  war  by  people  who  had  such  contracts. 

It  has  been  said  by  some  one — ^I  think  it  was  Congressman  Hoch— 
that  no  change,  no  reform  is  ever  made  within  the  trade ;  it  must  be 
forced  from  without.  I  wish  to  state  for  the  record  that  while  it 
has  been  occasionally  true  that  the  suggestion  of  some  change  has 
come  from  without,  as  a  general  practice  every  reform  that  has  been 
made  in  the  trade,  every  improvement  that  has  been  made  in  the 
facilities  has  been  worked  out  by  the  members  of  the  exchanges 
themselves. 

I  can  understand  very  well  the  restlessness  of  to-day  on  the  part 
of  the  man  who  raises  the  grain,  because  we  find  the  same  thing  in 
our  own  membership  whenever  business  is  dull,  and  there  are  during 
such  periods  frequent  attempts  on  the  part  or  members  to  legislate 
prosperity  to  themselves.  Rules  are  suggested — ^Ihanj  ideas  are  sug- 
gested as  to  how  a  portion  of  the  membership  may  legislate  prosperity 
to  itself.  So  that  I  understand  somewhat  the  feeling  that  there 
should  be  legislation  in  these  times,  because  of  the  decline  in  price, 
which  decline  is  part  of  a  general  situation,  but  which  causes  loss, 
hardship,  and  unrest  among  the  producing  element  as  well  as  among 
other  portions  of  the  community. 

Futures — and  in  saying  "  futures ''  I  want  to  refer  to  trading  in 
^ain  for  "  future  delivery  " — includes  two  sorts  of  trading.  There 
IS  no  physical  differentiation  between  the  "  hedge  "  and  the  specu- 
lative trades ;  they  are  both  in  the  same  form,  x  ou  can  not  tell  by 
the  form  of  the  order  whether  it  is  a  hedge  or  whether  it  is  a  specula- 
tion. There  is  not  anything  about  it  to  differentiate  one  from  the 
other.  A  "  hedge  "  is  tne  making  of  a  contract  for  "  future  delivery  " 
to  offset  a  contract  for  cash  grain  made,  it  may  be,  a  few  minutes 
before  or  a  few  hours  before  or  a  few  days  before.  But  if  a  dealer 
has  bought  cash  grain  he  hedges  by  selling  for  future  delivery ;  if 
he  has  sold  cash  grain,  he  hedges  by  a  purchase  for  future  delivery. 

I  would  like  to  refer  to  Volume  I  of  the  Federal  Trade  Report  on 
the  grain  business,  page  208  [reading]  : 

Hedging  Is  the  term  commonly  applied  by  the  grain  trade  to  the  method  em- 
ployed by  many  dealers  in  cash  grain  of  protecting  themselves  against  losses 
due  to  market  fluctuations  by  executing  with  cash  purchases  and  sales  practi- 
cally simultaneously  future  transactions  ux)on  the  opposite,  side  of  the  market. 
•     ♦     * 

Country  elevators  which  hedge  their  grain  do  so  primarily  for  the  purpose 
of  protecting  their  buying  margin — that  is,  the  difference  between  the  prices 
paid  the  farmer  and  those  prevailing  In  the  terminal  and  other  markets. 
If  these  elevators  should  sell  the  actual  grain  immediately  after  purchase 
hedging  would  be  unnecessary,  since  in  sneh  even  the  risk  in  market  fluctua- 
tions between  the  time  of  purchase  and  the  time  of  sale  would  be  comxmratively 
slight. 

Hedging  eliminates  wholly  or  partly  one  of  the  risks  of  owner- 
ship oi  grain.  There  are  many  risks  in  the  handling  of  grain.  The 
shrewd  dealer  shifts  as  many  of  those  risks  as  possible.  He  buys  fire 
insurance ;  in  some  sections  out  our  wa^  he  buys  tornado  insurance. 
There  is  danger  from  explosion,  in  addition  to  the  danger  of  change 
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in  grade  of  the  commodity  which  he  handles  through  deterioration; 
and  the  largest  risk  of  all  is  the  risk  of  chan^  in  value  of  the  com- 
ijiodity  while  he  may  own  it.  Everything  is  relative^  nothing  is 
absolute.  It  is  difficult  to  get  100  per  cent  insurance  on  any  risk. 
The  hedge  eliminates  most  of  the  risK  of  ownership  which  may  come 
from  a  change  in  prices.  That  risk  is  inherent  in  tlie.  commoditv 
itself;  it  can  not  be  separated  from  the  ownership  of  the  grain.  A 
man  who  has  grain  is  either  speculating  on  it,  must  hold  it  specu- 
latively, or  he  may  hedge  and  transfer  that  risk  very  largely  to  some 
one  else. 

I  would  Hke  to  say  that  Mr.  Bain,  of  the  Canadian  Grain  Grower, 
in  speaking  before  the  Committee  of  Seventeen  in  Chicago,  said,  as 
concerning  the  possibility  or  advisability  of  price  fixing  [i*eading]  : 

So  far  as  Canada  is  concerned,  their  wheat  price  must  always  be  lixed  by 
supply  and  demand. 

Since  his  organization  occupied  the  unique  position  of  holding  a 
membership  on  the  grain  exchanges,  Mr.  Bain  was  asked  to  what 
extent  he  favored  future  trading.    He  stated  that — 

Legitimate  selling  of  grain  for  future  delivery,  thereby  getting  their  money  fur 
it  or  insuring  against  loss  or  decline  in  price,  is  absolutely  essential.  We  could 
not  live  24  hours  without  selling  for  future  delivery.  We  buy  wheat  to-day  for 
delivery  two  weeks  from  now  and  immediately  sell  the  same  amount  on  the 
board  of  trade  for  future  delivery. 

'The  financial  feature  of  the  hedge  is  also  important,  as  has  been 
brought  out  by  the  bankers,  and  I  am  perfectly  willing  to  let  their 
statements  stand,  simply  adding  to  it  this :  That  the  grain  trade  is 
composed  of  men  of  moderate  means.  The  belief  thai  the  grain  trade 
is  composed  of  men  of  great  wealth,  who  have  become  wealthy 
through  unfair  practices  toward  the  farmer,  is  absolutely  unjustifie<!. 
Our  merchants  are  sound  merchants,  carrying  on  a  very  large  busi- 
ness with  moderate  capital,  because  of  their  ability  to  eliminate  a 
large  part  of  the  risk. 

The  market  for  future  delivery  originated  as  a  hedging  market. 
It  was  found  to  be  altogether  too  narrow  as  trade  developed.  It  was 
difficult  to  quickly  bring  together  buyers  and  sellers  of  the  par- 
ticular grade  of  the  commodity  dealt  in,  consec^uently  there  was  need 
for  a  ready  buyer  and  a  ready  seller.  You  will  understand  that  in 
hedging  a  man  who  sells  a  hedge  must  find  either  a  hedging  or  specu- 
lator buyer,  and  conversely. 

The  ready  buyer  is  necessary  if  the  hedging  buyer  is  not  at  hand 
at  the  time  the  hedging  seller  wishes  to  trade,  lliere  is  need  for  a 
broad,  liquid  market  in  order  to  facilitate  business,  to  accomplish  it 
quickly.  Otherwise  trade  would  be  in  very  small  units,  on  the  stage* 
coach  basis,  rather  than  on  the  basis  of  modem  transportation.  Con- 
sequently, a  class  has  grown  up  that  we  look  upon  as  a  speculative 
class.  Originally,  you  understand,  the  merchant  assumed  not  only 
the  merchandising  function,  but  the  speculating  function  as  well. 
Gradually  those  two  separated  and  the  merchandiser  as  a  class  be- 
came simply  a  merchandiser,  and  the  speculator  followed  that  as  a 
business. 

There  are  still  People  in  the  grain  business  who  combine  both 
those  characteristics.  There  are  many  who  handle  merchandise  in  a 
speculative  way.    The  need  for  that  speculative  class  is  due  to  the 
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fact  that  supplies  do  not  come  oa  the  market  exactly  as  needed.  The 
period  during  which  the  heavy  movement  occurs  is  not  a  period 
ordinarily  of  unusual  consumption.  The  wheat  crop  in  this  country 
for  domestic  use,  aside  from  seeding,  is  consumed  aoout  one-twelfth 
each  month,  but  that  is  not  the  way  the  wheat  is  marketed.  Con- 
sequently, the  need  exists  for  some  ready  buyer  until  the  consumer 
needs  it. 

There  has  been  a  great  deal  of  confusion  in  the  use  of  the  terms 
^'  speculation  "  and ''  gambling.''  They  are  not  by  any  means  synono- 
mous  terms,  but  they  have  l^en  confused  even  by  such  keen  minds 
as  those  who  wrote  the  Tincher  bill.  The  brief  accompanying  the 
Capper  bill,  before  it  was  introduced,  shows  very  clearly  the  con- 
fusion in  the  mind  of  the  writer,  or  else  the  synonomous  use  of 
those  two  terms.  And  I  found  the  same  thing  a  few  weeks  ago  in 
speaking  to  the  International  Farm  Congress  in  Kansas  City.  There 
were  a  number  of  Kansas  farmers  there,  and  there  was  a  good  deal 
of  questioning,  and  all  through  it  there  was  that  confusion  between 
speculation  and  gambling,  and  I  said  to  one  gentlemen,  '^Will  you 


farmer  gainbles  on  the  weather,"  and  so  on. 

If  you  are  willing  to  consider  it  all  in  that  way,  well  and  good.  I 
consider  that  a  legitimate  and  necessary  speculation.  If  you  are 
^oing  to  talk  about  gambling  in  that  way,  we  shall  be  glad  to  have 
it  understood  in  advance.  If  you  are  going  to  discriminate  between 
speculation  and  gambling,  then  let  us  have  the  definition.  Specu- 
lation is  the  assumption  of  an  existing  risk ;  gambling  is  an  assump- 
tion of  a  risk  that  is  self -created.  The  Supreme  Court,  in  one  of  the 
bucket  shops  cases — and  we  shall  come  to  that  later — ^in  which  the 
board  of  trade  was  securing  and  did  secure  a  property  right  in  its 
quotations,  said  that  speculation  of  that  sort  was  ^Hhe  adjustment 
of  society  to  the  probable,"  and  the  making  of  contracts  accordingly. 

There  is  often  a  question  in  speculation. as  to  who  gets  the  money. 
What  becomes  of  what  is  made  or  lost  in  speculation?  May  I  say, 
that  in  my  experience,  it  is  largely  a  revolving  fund — a  revolving 
insurance  fund  to  cover  this  risk.  One  speculator  may  have  a  larger 
share  of  that  revolving  fund  to-day,  then  another,  and  as  a  general 
thing  that  is  continued  as  a  revolving  fund.  For  instance  those  who 
made  a  large  amount  of  money  during  the  war  period  of  up-turn  in 
prices,  as  a  general  thing,  put  back  into  that  insurance  fund  a  large 
part  of  what  they  had  previously  made  during  the  period  of  decline, 
and  vice  versa  no  doubt.  That  is  not,  of  course,  absolutely  true  as 
to  the  individual,  but  it  is  true  in  a  very  general  way. 

The  difference  between  speculation  and  gambling  leads  to  a  dis- 
cussion of  bucket  shops,  and,  there  again,  there  is  a  great  deal  of 
confusion  in  the  public  mind.  Bucket  shops  have  been  put  out  of 
business  by  the  courts  on  action  brought  by  the  Chichago  Board  of 
Trade  and  other  exchanges.  In  1905,  after  a^  fight  which  had  lasted 
over  20  years,  the  United  States  Supreme  Court  gave  to  the  Chicago 
Board  of  Trade  a  property  right  in  its  quotations,  and  no  one  may 
now  secure  those  ijuotations  except  by  a  recognition  of  those  property 
rights.    All  that  is  necessary,  as  the  usual  thing,  is  to  secure  the  co- 
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operation  of  the  local  authorities  in  order  to  enforce  that  conn  de- 
cision. 

The  last  large  set  of  bucket  shops  was  in  western  Pennsylvania 
and  Ohio,  with  a  central  office  at  Pittsburgh,  and  that  was  eliminated* 
I  think,  in  1^16.  through  the  cooperation  of  the  attorney  general 
of  the  State  of  Pennsylvania.  Bucket  shops,  if  there  are  now  any, 
are  purely  sporadic  things,  and  if  you  can  show  us  a  bucket  shop  we 
will  immediately  put  it  out  of  business. 

Now,  why?  Because  in  a  bucket  shop  there  is  a  direct  bet  between 
the  customer  and  the  operator  of  the  bucket  shop.  He  may  pretend 
to  have  the  facilities  for  sending  orders  as  was  the  case  in  Pennsyl- 
vania. He  may  have  a  pretenckd  exchange  there  in  which  fellows 
just  matched  up  their  orders  in  order  to  make  their  record.  That 
was  eliminated  by  law,  it  was  eliminated  through  legal  action.  That 
has  brought  a  certain  number  of  people  to  the  grain  exchange  trade. 
What  their  intent  may  be  when  they  individually  trade,  I  do  not 
know.  Their  intent  may  be  obvious  when  they  were  dealing  with 
the  bucket  shops,  yet,  as  a  matter  of  fact,  they  were  gambling,  be- 
cause they  were  not  assuming  any  existing  ris^^  ihey  were  creating 
a  risk. 

On  the  other  hand,  a  man  who  assumes  a  risk  which  does  and 
must  exist  is  not  a  gambler  but  a  speculator  and  performs  in  the 
case  of  the  grain  traoe  a  useful  service. 

If  any  one  cares  to  look  it  up,  he  will  find  a  discussion  of  that  in 
"  speculation  on  the  Chicago  board  •'  on  page  89  and  the  following 
pages,  of  a  book  written  by  James  E.  Boyle,  who  was  one  of  the  in- 
vestigators for  the  Bureau  of  Markets  in  the  recent  joint  investiga- 
tion for  the  Bureau  of  Markets  and  the  Federal  Trade  Commission. 
He  was  a  man  brought  up  in  Kansas.  He  was  a  professor  in  the 
North  Dakota  University  at  the  time  he  undertook  this  work.  He 
is  now  a  professor  in  Cornell  University,  and  I  should  be  glad  to 
give  a  copy  of  this  book  to  any  Member  of  Congress  who  will  promise 
to  read  it.    It  is  well  worth  while. 

I  would  also  refer  in  this  connection  to  the  Board  of  Trade  rules, 
rule  4,  section  8,  in  regard  to  any  one  who  deals  with  or  for  a  bucket 
shop. 

These  markets  are  dependent  upon  adeouate  transportation  more 
than  upon  anything  else.  You  can  not  conduct  satisfactorily  an  open 
market  without  free  adequate  transportation.  That  fact  is  respon- 
sible for  many  of  the  troubles  that  arose  with  us  during  the  period 
of  the  war  when  transportation  was  preferential  as  between  grains. 
It  was  used  on  Government  order  rather  than  on  the  necessities  of 
the  individual  trade.  Due  to  changes  in  this  transportation  that  is 
sometimes  adequate  and  sometimes  inadequate,  the  terminal  supplies 
sometimes  become  very  inadequate.  Prices  are  determined  at  a  par- 
ticular place  by  the  supply  ana  demand  at  that  particular  place.  The 
situation  at  that  point  is  not  relieved  by  the  fact  that  the  farmer  him- 
self may  have  hundreds  of  millions  of  bushels,  if  he  can  not  reach  the 
market  under  those  abnormal  conditions.  Then,  the  price  at  the 
market  simply  represents  the  scarcity  at  that  point  as  compared 
with  the  demand  for  it ;  for  instance,  the  Com  Products  Eefinin^  Co. 
at  a  time  when  there  was  a  great  demand  for  glucose  as  a  substitute 
for  sugar,  and  for  corn  oil  as  a  substitute  for  lard,  was  wanting  to 
grind  all  the  time  at  a  maximum  capacity.    You  see  readily  how  that 
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situation,  which  was  a  purely  legitimate  demand,  might  be  disturbing 
in  the  situation  at  times,  because  of  the  prices  that  they  would  pay 
at  the  particular  time  rather  than  close  down  their  plant.  I  just 
mention  that  briefly ;  I  might  go  into  it  in  some  detail. 

What  are  the  services  m  general  which  these  markets  perform? 
In  the  first  place,  they  furnish  a  constant  market.  The  Chicago 
Board  of  Trade,  since  it  was  first  established,  has  never  closed,  in 
peace  or  war  or  panic  or  prosperity,  except  due  to  the  radical  market 
action  during  the  early  days  after  we  had  declared  war,  and  later 
due  to  the  requests  of  the  Federal  authorities  in  this  country  that 
had  in  charge  the  handling  of  foodstuffs. 

And  right  there  I  might  say  this :  There  was  no  national  scandal 
in  the  handling  of  gram  during  the  war.  I  think  it  is  about  the 
really  only  large  undertaking  which  has  not  had  something  of  a 
large  scandal  connected  with  it.  The  grain  division  of  the  Food  Ad- 
ministration was  handled  entirely  by  grain  men  themselves,  and  yet 
there  was  no  charge  of  profiteering  by  the  trade.  There  was  no 
charge — I  mean  any  charge  that  could  be  substantiated — of  any 
misuse  by  these  grain  men  of  their  positions  in  the  (jovernment 
service.  That  speaks  well  for  the  character  of  the  general  member- 
ship of  the  gram  trade.  In  so  far  as  that  membership  is  found  on 
exchanges,  let  me  say  that  1,600  men,  wherever  you  pick  them,  are 
much  alike.  We  have  represented  in  our  membership  about  every 
human  characteristic.  We  have  this  in  our  favor,  however,  that  we 
do  not  admit  to  membership  any  man  of  known  uncommercial 
methods,  no  dishonest  man^  no  man  whom  we  have  reason  to  believe 
will  not  be  a  credit  to  the  institution ;  and  furthermore,  if  any  man 
gets  in  who  does  violate  the  principles  of  trade  and  the  rules  of  the 
board,  disciplinary  action  is  taken  and  he  is  eliminated.  . 

The  record  of  years  will  prove  that,  I  think,  when  you  come  to 
examine  the  Federal  Trade  Report  which  will  result  from  the  inves- 
tigations of  the  last  three  and  a  half  years.  Then  we  shall  find  it 
clearly  stated  that  discipline  in  enforced  in  the  public  interest. 

The  advantage  of  a  constant  market  may  well  be  thought  of  in 
connection  with  such  a  market  as  wool.  I  was  here  in  June  to  attend 
a  conference  between  the  governor  of  the  Federal  reserve  bank — Gov. 
Harding — and  the  raisers  and  users  of  wool,  together  with  bankers 
from  all  over  the  country.  It  occurred  to  me  then  what  a  diflfereni 
situation  would  have  resulted  if  they  had  had  any  such  open  market 
for  wool  as  we  conduct  for  grain.  1  immediately  got  in  communica- 
tion with  the  Bureau  of  Markets  to  see  if  the  grades  of  wool  had 
been  standardized  so  that  it  would  be  satisfactory  to  trade  in  such 
contract  for  future  delivery.  The  speculator  will  carry  even  wool 
at  a  price.  He  will  anticipate  the  ultimate  betterment  of  that  con- 
dition which  may  be  temporarily  bad  or  may  be  permanently  bad. 
So  I  tried  to  find  out  whether  the  grades  of  wool  had  been  standard- 
ized and  I  found  that  they  had  not  been  sufficiently  standardized  to 
undertake  it.  I  thought  possibly  we  might  organize  something  in 
the  way  of  the  wool  exchange,  and  I  believe  that  that  will  be  one 
of  the  evolutions  of  business  practices  following  this  war.  I  believe 
that  other  products  will  be  handled  in  organized  markets  under 
known  rules,  to  the  betterment  of  the  condition  of  the^  producer  and 
consumer.  • 
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In  our  rules 'We  h&ye  provision  for  the  adjustment  of  business 
disputes,  and  you  will  hardly  ever  find  members  of  the  grain  trade 
engaged  in  legal  action  among  themselves. 

That  is  simply  incidental  to  the  general  efficiency  of  the  rules. 

Our  market  is  not  onl^  constant  but  open — is  open  to  all  on  the 
same  terms.  Everyone  is  treated  alike  under  the  rules  of  the  ex- 
change. 

Farmers  are  eligible  for  membership  just  as  well  as  anybody  else, 
and  on  the  same  terms.  We  have  in  our  membership  two  farmer 
elevator  concerns,  one  the  Grain  Growers'  Export  Co.,  a  Canadian 
enterprise 

Mr.  TiNCHER.  You  do  not  want  to  be  interrupted  until  you  have 
gotten  entirely  through? 

Mr.  Gates.  No,  if  you  please.  The  other  is  a  farmers'  elevator 
company  in  Illinois,  at  Plainfield,  represented  on  the  board  through 
the  membership  of  one  of  their  officers.  We  have  never  had  an 
application,  so  far  as  I  know,  from  any  farmers'  organization,  or  of 
the  officer  of  any  farmers'  organization,  which  has  not  been  passed 
upon  favorably. 

The  advantage  of  an  open  market — that  is,  one  of  the  advantages- 
is  that  if  prices  are  considered  too  low  anyone  may  come  in  and  buy. 
If  prices  are  considered  too  high,  anyone  may  come  and  sell,  tlirough 
a  contract,  you  will  understand,  that  is  enforcible  in  law,  and  conse- 
q^uently  a  continuous  service.  These  open  markets  facilitate  distribu- 
tion, otherwise  you  might  have — I  am  assuming  now  adequate  and 
free  transportation — a  great  scarcity  in  one  section  and  a  great 
plentv  in  another  section;  one  would  be  the  section  of  plenty,  not 
even  knowing  of  the  section  of  scarcity.  But  under  this  system  that 
distribution  is  facilitated.  The  high  price  attracts  sellers,  whether 
of  cash  grain  or  of  futures;  a  low  price  attracts  buyers,  whether  of 
cash  or  of  futures. 

Last  September  there  were  shipped  to  the  city  of  Chicago  some- 
thing like  13,000,000  bushels  of  corn,  fully  10,000,000  bushels  of  which 
went  to  satisfy  contracts  for  future  delivery.  That  corn  was  brought 
out  of  its  natural  channels  in  some  cases  to  satisfy  that  temporary 
demand,  but  the  deliveries  were  made — ^the  deliveries  were  taken. 
The  farmer  was  benefited  by  that  higher  price.  He  thinks  that  he 
was  harmed  by  the  decline  later.  But  the  concentrated  buying  of 
that  amount  of  grain  made  the  price  temporarily  higher  than  natu- 
ral conditions  would  warrant.  It  was  not  manipulation.  It  ap- 
peared like  manipulation.  But  the  demand  was  satisfied  and  the 
grain  was  merchandised. 

Inadequate  transportation,  as  I  have  already  explained,  upsets 
the  machinery  to  a  large  extent.  We  can  not  expect  to  stabilize 
conditions  al^olutelv.  Conditions  must  be  stabilized  in  order  to 
have  stabilized  markets,  and  that  is  almost  a  human  impossibility 
so  far  as  absolute  stabilization  is  concerned. 

The  facilities  furnished  by  this  open  market  aid  the  financing 
not  only  of  the  country  dealer,  through  loans  by  dealers  in  the  ter- 
minals and  from  local  banks,  but  through  the  ready  use  of  bills  of 
lading  as  collateral.  One  firm  of  which  I  know  has  at  times  had  as 
high  as  $2,000,000  loaned  on  bills  of  lading,  on  car  lots  of  grain 
coming  from  the  country  to  the  Chicago  market.    The  advantage  of 
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that,  of  course,  to  the  country  dealer  is  that  he  may  readily  deposit 
his  bill  of  lading  with  his  draft  and  use  the  money  to  buy  some  more 
^ain.  In  other  words,  it  aids  the  man  of  small  capital.  Otherwise, 
the  man  of  larger  capital  would  be  the  only  man  who  might  engage 
in  it  in  anjr  such  volume. 

In  the  cities  the  situation  is  somewhat  different.  The  loans  are 
sometimes  made  on  corporation  paper,  indorsed  with  the  guaranty 
that  the  grain  is  hedged,  or  in  other  cases  is  loaned  on  the  warehouse 
receipts  themselves.  And,  as  the  usual  thing,  the  banker  does  not 
ask  me  whether  the  grain  on  which  I  borrow  monw  is  hedged  in  the 
market  or  not.  But  he  will  loan  me  90  per  cent  oi  its  value.  Why? 
Because  thejr  know  that  if  the  value  of  that  grain  declines  and  I 
do  not  furnish  additional  collateral,  they  may  themselves,  if  I  have 
not  already  done  it,  go  into  the  market  arid  protect  themselves  by 
sales  for  future  delivery,  or  by  a  sale  as  cash  grain  in  the  elevator. 
Those  warehoase  receipts,  so  lar  as  our  market  is  concerned,  are  of 
two  kinds:  One,  the  public-warehouse  receipts,  which  are  certified 
by  the  State  grain-inspection  department,  which  now,  I  think,  is  a 
section  of  the  public  utilities  commission  of  the  State  of  Illinois. 
They  are  officially  stamped;  the  official  certificate  that  the  grain  is 
actually  in  the  warehouse.  Several  times  each  year  representatives 
of  the  banks  and  the  board  of  trade  go  to  the  elevators  and  make 
an  estimate  of  the  grain  in  each  bin,  and  determine  whether  the 
grain  is  physically  there,  and  the  variation  is  the  smallest  part  of 
a  per  cent  in  most  cases. 

The  other  kind  is  what  we  call  "  custodian  receipts."  There  was  a 
time  when  grain  commg  to  a  merchant  in  Chicago  and  sold  to  an  ele- 
vator man  operating  a  private  house  miffht  come  into  that  house  and 
go  out  of  the  house  without  being  paid  tor.  Custodian  receipts  were 
devised  for  the  protection  of  our  own  merchants,  who  would  other- 
wise have  to  pass  the  loss  back  to  the  country  unless  they  were  willing 
to  take  it  themselves,  which  was  the  case  in  one  or  two  failures  that 
I  recall.  The  country  dealer  lost  nothing.  The  city  dealer  took  the 
loss,  because  of  the  failure  of  the  man  to  whom  he,  as  agent  for  the 
conntryman  had  sold  the  grain;  and  that  brought  about  a  reform  in 
that  method,  and  the  custodian  department  was  established  to  pro- 
tect the  collateral  value  of  that  grain. 

One  of  the  greatest  functions  of  the  board,  through  its  members,  is 
that  of  collecting  and  distributing  valuable  market  information. 
That  which  the  board  collects  officially  is  largely  statistical.  Such 
information  as  the  members  send  out  under  uie  regulations  of  our 
board  of  directors  must  be  vouched  for.  -Ajiy  man  who  may  be 
quoted  by  a  member  as  a  crop  expert  must  be  a  man  registered  by 
the  boara  of  directors,  or,  in  other  words,  licensed  by  the  exchange 
as  a  crop  reporter,  and  everyone  sending  out  such  iniormation  mi^ 
have  at  hand  definite  authority  for  the  statements  that  he  makes. 
During  the  war  the  offering  of  any  ^advice  was  discouraged;  not  only 
discouraged,  but,  I  think,  prohibited.  You  might  give  advice  if  a 
man  asked  you ;  otherwise,  not.  You  could  not  volunteer  any  advice 
in  regard  to  the  market. 

It  might  be  mentioned  right  here  that  the  ^ving  of  market  advice 
without  very  careful  study  of  the  situation  is  a  dangerous  think  on 
the  part  of  anyone.  There  are  throughout  the  country  a  great  many 
men  who  have  been  well  trained  to  tell  you  how  to  breed  cattle,  just 
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how  to  seed  a  particular  kind  of  oats  that  is  best  suited  to  particular 
soils,  or  who  will  tell  you  how  you  may  best  prune  your  apple  trees* 
He  has  never  been  trained  in  marketing  methods.  But  the  farmer 
during  the  last  year  has  taken  a  particular  interest  in  marketing,  and 
those  men,  with  the  best  of  intentions,  with  good  education  as  far  as 
most  matters  are  concerned,  but  not  trained  in  marketing,  have  at- 
tempted oftentimes  to  give  advice,  which  has  consequently  led  to  a 
great  deal  of  trouble  not  only  in  grain  but  in  wool  and  crt;her  farm 
commodities 

I  am  not  blaming  them;  I  am  simply  explaining  the  situation. 
Thev  undoubtedly  have  felt  that  they  must  satisfy  the  men  who  came 
to  them.  I  have  no  doubt  that  in  some  cases  they  felt  thev  vrould 
not  be  so  well  thought  of  if  they  did  not  assume  to  know  what  they 
had  not  sufficient  trainingto  know. 

In  Volume  11  of  the  federal  Trade  Eeport,  on  the  ^ain  busi- 
ness, there  is  a  recognition  of  the  value  of  the  information  distributed. 
In  the  old  days,  before  there  were  such  facilities  for  handling  busi- 
ness, farmers,  generally  speaking,  were  ignorant  of  current  market 
values.  Undoubtedly  under  sucn  conditions,  advantage  was  taken 
by  people  who  had  more  accurate  and  more  speedy  iniormation.  I 
do  not  Delieve  that  that  can  be  avoided  in  any  line  of  business.  The 
man  with  the  best  information,  of  course^  will  profit  by  that  superior 
knowledge,  by  that  information  which  is  more  readily  availaole  to 
him. 

This  system  distributes  the  risk  of  ownership ;  otherwise  the  dealer 
would  have  to  deal  speculatively.  If  he  dealt  in  a  speculative  way. 
he  would  either  have  to  suffer  loss  himself  or  pass  along  the  cost  of 
assuming  that  risk  as  a  part  of  the  cost  of  the  goods ;  that  is,  grain 
would  have  to  be  merchandised  the  same  as  any  other  merchandise, 
with  a  large  margin  for  each  man  handling,  more  so,  than  in  general 
merchandise,  because  of  the  character  of  the  commodity  and  the  fact 
that  76  or  80  per  cent,  I  think,  of  the  total  wheat  grown  in  the  course 
of  the  year  is  harvested  within  a  period  of  three  months  in  the 
northern  hemisphere. 

I  want  to  show  you,  as  an  interesting  thing,  a  Lloyd  policy.  [Ex- 
hibiting document  to  the  committee.]  There  is  a  risK  of  £20,000. 
It  is  divided,  through  Lloyd's  policy,  among  384  different  indi- 
viduals. That  is  distribution  of  riskj  all  insurance  is  distribu^ 
tion  of  risk.  Even  a  small  part  of  this  risk  is  subdivided  amongj 
people  in  a  group.  Here  will  be  a  man,  for  instance,  who  is  willing 
to  take  one  thirty-ninth  of  a  total  risk  of  £400 ;  another  man  take^ 
two  thirty-ninths;  another  four  thirty-ninths  of  that  particular  par^ 
of  the  whole  risk.  j 

I  shall  be  glad  to  have  you  look  at  that  a  little.  It  is  well  worth 
study,  because  that  is,  in  general,  the  way  the  risk  is  divided  in  conJ 
nection  with  the  grain  business.  A  man  buys  over  night  at  his  eleJ 
vator,  we  will  say,  150,000  bushels,  which  he  hedges  for  future  den 
livery.  There  is  not  some  one  man,  as  a  usual  thing,  who  takes  th^ 
risk  of  that  whole  150,000  bushels.  There  may  be  a  half  dozen  mer 
who  will  take  a  risk  of  5,000  bushels,  a  few  more  10,000  bushels,  t 
few  more  25,000,  or  mayoe  some  one  50,000  bushels.  The  risk  ij 
distributed. 

Now,  economically,  it  is  the  wise  thing  to  have  that  risk  distribute* 
as  widely  as  possible.    It  is  the  economic  theory  on  which  all  insur 
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ance  is  based,  and  people  now  do  use  insurance  more  than  ever  before 
in  general  business.  They  even  now  take  out  life  insurance  to  cover 
even  the  inheritance  taxes  which  the  Government  has  imposed,  in 
addition  to  all  insurance  which  they  previously  carried. 

Insurance,  then,  is  generally  recognized  as  souiid.  If  you  could 
study  this  hedging  enough  so  that  you  might  recognize  it  as  insur- 
ance, which  it  IS,  much  of  your  feeling  of  prejudice  against  it  would 
disappear.  I  speak  with  due  regard  to  the  committee,  Mr.  Chairman, 
because  I  assume  that  there  is  some  prejudice;  there  usually  is  in 
regard  to  something  which  appears  to  be  mysterious,  and  there  is 
nothing  mysterious  about  this ;  it  is  as  simple  as  it  can  be,  though  it 
looks  complicated.  It  is  a  delicate  machme  having  a  ^ood  many 
parts ;  but,  when  analyzed,  it  is  simply  a  distribution  of  nsk  through 
insurance. 

This  open  constant  market  stabilizes  values.  As  I  said  before, 
there  is  nothing  that  is  absolute ;  everything  is  relative.  To  stabilize 
values  completely,  you  would  have  to  completely  stabilize  conditions. 

Dr.  Boyle,  in  his  work,  has  very  properly  compared  the  fluctua- 
tions in  wheat  one  with  another,  over  a  period  of  100  years,  of  which 
I  think  about  60  were  years  in  which  there  were  no  future  trades; 
and  about  40  were  years  in  which  there  was  future  trading.  That 
investigation  showed  that  the  fluctuations  were  twice  as  great  when 
there  was  no  future  trading  as  during  the  period  when  there  was 
future  trading.  I  would  like  to  have  inserted,  if  I  may,  in  the 
record,  Mr.  Chairman,  that  table. 

The  Chairman.  Without  objection  it  will  be  so  ordered. 

(The  table  referred  to  and  submitted  by  Mr.  Gates  is  here  printed 
in  full,  as  follows:) 

Wheat  Pmcb  Fluctuations  Befobe  and  Atier  Grain  Exchanges  Were 

Established  vor  100-Yeab  Period. 

The  foUowing  table,  showing  the  price  of  wheat  per  bushel  at  Albany,  N.  Y., 
on  the  1st  day  of  January  In  each  year,  from  1793  to  1852,  has  been  prepared 
from  tables  kept  at  the  office  of  the  Van  Rennselaer  Manor  at  Albany  (Hunt's 
Merchants*  Magazine,  Vol.  XXXI,  p.  109) : 

Prices  of  wheat  at  Albany  before  exchanges  were  established  for  60  years, 

1199-1S52. 


1793 $0.75 

1794 1.00 

1795 1.87} 

1796 2.00 

1797 1. 50 

1798 1. 25 

1799 1. 181 

1800 1.56i 

1801 1. 81} 

1802 1. 00 

1803 1.12} 

1804 1.26 

1805 2.00 

1806 1.48} 

1807 . 1.37} 

1808 1.12} 

1809 1. 00 

1810 1.56} 

1811 1.75 

1812 1.  87} 


1813 $2. 25 

1814 1. 87} 

1815 1.62} 

1816 1. 75 

1817 2.25 

1818 1.87} 

1819 1. 75 

1820 1.00 

1821 .  75 

1822 1.12} 

1823 1.25 

1824 1.25 

3825 1.00 

J  826 .87} 

1827 1.00 

1828 1.00 

1829 1.  75 

1830 1.00 

1831 1.25 

1832 1. 25 


1833 $1.25 

1834 1. 00 

1885 1. 00 

1836 1.50 

1837 2.25 

1838 1.62} 

1839 1.75 

1840 1. 12} 

1841 1.00 

1842 1.25 

1843 1.87J 

1844 1.00 

1845 .  93i 

1846 1. 181 

1847 1.12} 

1848 1.31} 

1849 1. 18} 

1850 1.18f 

1851 1. 12} 

1852 1.00 
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Price  ranges,  20  years: 

1793-1812,  $0.75  to  $2 $1.25 

1813-1832,  $0.75  to  $2.25 1.50 

1833^1852,  $0.93}  to  $2.25 1.31i 

The  following  table,  showing  the  price  of  No.  2  wheat,  Chicago,  on  the  first 
business  day  of  the  year,  from  1874  to  1913,  has  been  prepared  from  the  annual 
reports  of  the  Chicago  Board  of  Trade : 

Prices  of  wheat y  Chicago  Board  of  Tra^,  after  grain  exchanges  were  estab- 
lished, 40  years,  1874-191S. 


1874 $1. 17i 


1875. 
1876- 
1877. 
1878- 
1879. 
1880. 
1881- 
1882. 
1883. 
1884. 
1885. 
1886. 
1887. 


.951 

1.24f 

1.071 

.82i 

1.321 

.98i 

1.27 

.931 

.94^ 

.78} 

.79i 


1888 $0. 77f 

1889 .  991 

1890 .  77} 

1891 .  88} 

1892 .  88i 

1893 .  72J 

1894 .  59} 

1895 .  53i 

1896 .  57 

1897 .  81 

1898 .  90} 

1899 .  67} 

1900 .  66} 

1901 .  73} 


1902 $0. 78} 

1903 .  m 

1904 .  82 

1905 1. 15} 

1906 .  85 

1907 w .  71 

1908 .  91} 

1909 1.03} 

1910 1.21J 

1911 .  92J 

1912 .  93i 

1913 1. 07i 


Price  ranges,  20  years: 

1874-1893,  $0. 72}  to  $1.32} $0. 60| 

1894-1913,  $0.53}  to  $1.21} 0.681 

From  the  above  table  it  is  evident  that  price  fluctuations  in  wheat  were  twice 
as  large  in  amount,  before  future  trading  was  used,  as  they  were  after  future 
trading  was  used. 

Mr.  Gates.  There  is  also  another  table  which  I  would  like  to  pre- 
sent, showing  the  differences  in  regard  to  the  different  grains,  some 
of  which  are  traded  for  future  delivery  and  some  of  which  are  not. 
Cash-price  fluctuations  by  per  cents  for  18  years  of  wheat,  barley, 
and  oats  on  the  Chicago  board  showed  the  widest  fluctuations  in 
barley,  which  was  not  until  very  recently  traded  in  for  future  de- 
livery. The  extreme  price  ranges  for  each  year  are  taken  as  the  basis 
of  these  figures.    I  would  like  to  insert  that  also. 

The  Chairman.  Without  objection,  it  will  be  so  ordered. 

(The  table  last  referred  to  and  submitted  by  Mr.  Gates  is  here 
printed  in  full,  as  follows:) 

Cash-price  fiuctuaiians  by  per  cents  for  18  years. 


Year. 

Wheat. 

Bar- 
ley. 

Oats. 

Year. 

Wheat. 

Bar. 
ley. 

Oats. 

Per 

cent. 
24.2 
42.6 
26.6 
41.0 
32.5 
M.3 
69.2 
42.9 
•      71.8 

Per 

cent, 
57.1 
97.6 
73.2 
93.3 
72.2 

103.3 
67.1 
62.7 

175.0 

Per 

cent. 

46.7 

26.0 

107.6 

103.4 

44.0 

62.9 

38.0 

48.0 

68.6 

1908 

Per 
eeru, 
31.4 
61.2 
44.7 
40.5 
43.6 
43.1 
70.1 
70.4 
207.3 

Per 

cent. 

130.4 

91.0 

114.3 

152.6 

233.3 

102.4 

79.5 

87.5 

120.6 

Per 

cent, 
31.5 

1900 

1900 

73.3 

1901 

1910 

64.  T 

1902 

1911 

65.S 

1903 

1912 

9a.4 

1904    

1913 

37.1 

1905               

1914 

S2.6 

1906 

1915 

6<.0 

1907 

1916 

32.  i 
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Mr.  Gates.  The  advantage  of  the  low  toll  on  grain  is  not  generally 
recognized.  The  Federal  Trade  Report,  Volume  I,  pages  192  to  195, 
discussed  that.  There  is  a  recognition  of  it  in  the  brief  which  I  re- 
ferred to  before,  which  accompanied  the  Capper  bill  before  it  was 
presented.  It  was  recognized  in  the  investigation  by  Congressman 
Hoch's  predecessor,  Congressman  Doolittle,  who  in  1914  investigated 
the  price  of  wheat. 

1  ou  will  find  that  in  House  Document  1271,  Sixty-third  Congress, 
third  session.  It  shows  that  the  entire  toll  between  the  producer  in 
Kansas  and  the  export  sale  at  Philadelphia  was  about  7  per  cent — I 
mean,  excepting  the  cost  of  transportation.  All  other  charges  for 
all  handling  of  it  were  about  7  per  cent,  added  to  the  price  that  the 
Kansas  farmer  received.  Between  the  Kansas  point  and  Liverpool 
the  toll  was  about  10  per  cent,  total,  for  all  people  handling  it  with 
the  exception  of  transportation  charges. 

A  gentleman  who  handles,  through  the  elevators  under  his  control, 
from  100,000,000  to  125,000,000  bushels  of  grain  a  year  told  me  not 
many  days  ago  that  the  net  return  to  him  from  the  handling  of  that 
amount  of  grain — that  is,  to  his  company — was  a  net  profit  of  about 
10  per  cent  on  the  amount  invested  in  the  plants  and  the  business. 

To  these  other  services  may  be  added  the  value  from  the  standpoint 
of  the  public  of  the  prevention  of  monopoly.  This  is  another  fact 
that  is  recognized  in  the  brief  that  accompanied  the  Capper  bill  be- 
fore it  was  introduced. 

The  Chairman.  Speaking  of  the  investments,  does  that  include 
borrowed  capital  ? 

Mr.  Gates.  I  understood  not;  I  understood  it  was  10  per  cent  on 
the  stock. 

The  Chairman.  The  actual  investment? 

Mr.  Gates.  Yes,  sir. 

Where  there  is  not  an  open  market  there  is  likely  to  be  a  concentra- 
tion in  the  trade.  You  have  that  in  Argentina.  The  trade  of  Argen- 
tina is  handled  very  largely — almost  exclusively,  I  might  say — by 
four  or  five  large  companies.  It  is  my  opinion  tnat  something  simi- 
lar to  that  would  have  happened  in  this  country  long  ago  but  for  the 
presence  of  the  exchange.  There  were  attempts  made  in  the  old  days 
to  monopolize  the  market  for  grain,  just  as  the  Standard  Oil  Co.  mo- 
nopolized the  oil  business,  but  every  attempt  of  that  kind  was  de- 
feated because  the  open  market  was  the  impediment,  and  the  man 
who  tried  to  do  that  was  said  to  have  made  the  remark  that  he  would 
yet  make  the  grass  grow  in  the  pits  of  the  Board  of  Trade  in  Chi- 
cago. 

That  was  the  great  obstacle.  That  will  always  be  the  great  ob- 
stacle to  the  man  who  wishes  to  monopolize.  There  is  an  advertise^ 
price  that  is  known,  that  will  attract  buyer  or  seller. 

Through  this  system  has  been  worked  out  a  minimization  of  mr. 
nipulation.  The  grain  exchanges  have  recognized  in  their  rules  that 
there  are  opportunities  of  manipulation,  and  the  evidences  of  that 
are  sporadic,  unusual,  infrequent;  but  much  publicity  is  given  to 
that,  and  the  man  who  gets  his  information  about  the  markets,  from 
his  paper,  in  which  these  things  are  spread  out  in  large  type  while 
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the  daily  work  of  the  board  is  given  little  attention,  gets  the  im- 
pression that  that  is  the  usual  situation,  which  is  far  from  the  truth. 

Several  steps  have  been  taken  by  the  boards  themselves  to  minimize 
manipulation,  to  make  it  as  difficult  as  possible,  and  still  maintain  an 
open  market.  The  board  of  directors  in  May,  1910,  adopted  a  resolu- 
tion branding  as  uncommercial  and  dishonorable  conduct  the  prac- 
tice of  selling  out  the  Chicago  grain  on  other  markets  at  less  than 
the  Chicago  prices  in  order  to  produce  a  shortage.  Delivery  at  a 
fair  price  was  determined  in  June,  1910.  The  membership  adopted 
a  drastic  anticorner  rule  by  a  vote  of  348  to  191,  providing  that  a 
short  in  case  of  a  market  squeeze  could  settle  at  a  lair  market  price 
plus  liquidated  damages  not  over  10  per  cent,  etc. 

The  grades  deliverable  on  these  contracts  in  regard  to  which  there 
is  some  complaint  were  made  wide.  A  number  of  grades  were  made 
deliverable  in  order  to  make  difficult  manipulation  and  in  order  to 
protect  the  man  who  wished  to  deliver  on  a  hedge.  The  market 
should  be  generally  useful  and  not  useful  simply  to  a  man  who  is 
handling  one  particular  variety  of  wheat.  The  greater  the  number 
of  grades  deliverable  the  more  difficult  to  manipulate,  to  monopolize, 
to  influence  the  market  out  of  its  natural  course. 

Delivery  on  track  of  carlots  from  the  country  is  permitted  in  the 
last  three  days  of  any  business  month  under  the  rules.  That  is  a 
more  recent  provision;  also  there  is  a  provision  for  making  addi- 
tional warehouse  space  available. 

I  believe  that  so  long  as  human  nature  is  what  it  is  we  can  not 
entirely  eliminate  attempts  to  monopolize  or  attempts  to  manipulate. 
We  can  not  entirely  eliminate  the  incidental  evils,  such  as  the  misuse 
of  these  facilities  by  incompetent  people  or  by  people  who  may  extract 
funds  that  do  not  belong  to  them  in  order  to  trade  on  the  Doard  of 
trade.  Those  are  incidental  evils.  We  avoid  as  many  of  them  as 
possible  through  our  operations;  that  is,  as  many  as  we  have  been 
able  to  work  out. 

We  will  continue  to  do  that.  It  has  so  far  been  found  far  more 
satisfactory  for  the  trade  itself  that  understands  the  situation  to  work 
out  remedies  than  for  people  who  have  not  the  intimate  knowledge 
of  conditions. 

Now,  the  causes  of  complaint,  in  so  far  as  I  can  determine  them 
from  having  listened  to  these  discussions,  are:  First,  that  there  has 
been  a  big  decline  in  prices  in  the  last  eight  months,  and  particu- 
larly during  the  last  six  months.    We  have  never  had,  except  in  a 
very  general  way  from  consumers,  any  complaint  about  advances 
Prices,  as  is  well  known,  have  during  tne  last  few  years  been  abnor 
mally  nigh,  but  there  has  been  very  little  complaint  until  at  the  time 
the  United  States  entered  the  war  in  1917,  when  our  markets  were 
in  the  hands  of  the  foreign  buj^ing  agencies  and  cornered,  if  I  may 
say  it,  there  was  an  investigation  started  by  Congress.    And  now 
before  we  get  through  with  Siat  investigation  and  have  a  report  we 
have  an  investigation  from  the  other  side,  both  due  to  abnormal 
conditions  rather  than  to  conditions  of  peace  under  which  the  ma 
chinery,  we  hope,  will  continue  to  work  for  a  great  many  years  as 
it  has  in  the  past. 

This  sudden  decline  in  the  price  of  commodities  in  this  country, 
particularly  of  grain,  I  believe  may  be  a  blessing  in  disguise  to  the 
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farmer  himself.  Why?  Europe  is  particularly  interested  in  her 
future  food  supplies.  Had  these  prices  been  maintained  at  a  high 
level  continuoiisly,  new  lands  with  cheap  labor  would  have  been 
opened  up  immecuately  as  a  more  or  less  prominent  competitor  with 
our  surplus.  So  long  as  we  are  a  surplus-producing  nation  it  is  of 
interest  to  us  that  that  development  of  new  lands  in  other  countries 
shall  be  gradual  and  natural,  and  not  overestimated  by  a  high  price 
level  which  brings  to  our  farmers  more  competition  than  they  would 
otherwise  ^et. 

Let  me  illustrate :  Following  our  Civil  War,  during  which  there 
were  exceedingly  high  prices  for  that  time,  the  settlement  of  the  West 
occurred  more  rapidly  than  there  was  demand  to  take  care  of  it,  and 
we  had  a  declining  scale  of  prices  for  25  years,  culminating  in  the 
nineties.  In  the  past  25  years  we  have  overcome  that  to  a  large  extent 
and  consumption  has  overtaken  production  to  such  an  extent  that  we 
have  had  a  gradual  trend  of  prices  upward  for  nearly  25  years. 

Now,  to  prevent  a  25-year  decline  the  farmer  may  well  sustain — I 
mean  from  his  own  standpoint  as  a  business  man — a  loss  this  year  as 
compared  with  what  he  considers  a  fair  price.  I  do  not  believe  that  is 
the  way  the  decline  has  come  so  rapidly.  I  believe  that  it  came  be- 
cause of  the  effect  of  the  general  propaganda  against  buying.  When- 
ever we  try  to  help  out  natural  adjustments  we  are  likely  to  get  into 
trouble.  We  kept  pressing  against  this  wave  of  buying  until  we  finally 
got  it  turned,  and  when  it  turned  the  American  people,  being  to  a 
certain  extent  a  nation  of  extremists,  went  all  the  way  in  the  other 
direction.  You  could  not  get  them  to  buy  even  normally.  Not  in  the 
flour  business  could  you  get  them  to  buy;  bankers  discouraged  it. 
Consequently,  even  though  you  had  a  very  good  export  demand  for  a 
time,  and  have  had  a  good  demand  most  of  the  time — not  all  the 
time — ^you  have  not  had  normal  buying  for  domestic  use.  There  has 
Bot  even  been  such  provision  during  periods  of  plenty  for  future  needs 
as  is  usual.  From  that  we  may  have  a  material  reaction,  when  those 
needs  must  be  met  by  people  who  have  the  means  to  meet  them. 

The  machinery  is  blamed  for  this  decline.  If  the  machinerv  were 
at  fault  you  would  have  a  decline  in  the  price  of  grains  handled  by 
this  machinery,  but  you  would  not  have  a  general  decline  in  other 
products.  As  a  matter  of  fact,  the  decline  in  silk  and  wool,  and  a 
good  deal  of  it  in  hides,  came  before  the  sharp  decline  in  wheat.  The 
declines  in  copper,  rubber,  pota1;oes,  sugar,  coffee,  and  tobacco  have  all 
been,  I  think,  larger  in  per  cent  than  the  decline  in  the  price  of 
wheat. 

I  would  like  to  leave  with  the  committee  some  Government  charts 
showing  these  ranges  of  prices.  These  I  secured  from  the  Bureau 
of  Maraets.  There  is  one  of  the  decline  in  hides.  There  is  a  cer- 
tain kind  of  hides  that  are  sold  at  61  cents,  and  at  the  end  of  their 
chart  they  were  selling  at  18^ — a  loss  of  over  75  per  cent.  Potatoes 
declined  irom  around  $10  per  hundred  last  Jime  to  $1.50. 

(On  file  with  the  Committee  and  also  with  the  Bureau  of  Markets, 
Department  of  Agriculture.) 

The  fibres  prepared  bv  Mr.  Bussell,  who  was  the  statistician  for 
the  Gram  Corporation  auring  the  war,  are  of  exceeding  interest. 
He  has  taken  the  farm  prices  of  wheat  marketed  in  1920  and  1919. 
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The  farm  price  in  July,  1^20,  was  $2.42 ;  August,  $2.254 ;  September, 
$2,165;  October,  $2,016;  November,  $1,662;  the  average  being  $2,176, 
with  an  amount  sold  of  447,000,000  bushels. 

The  average  for  the  same  time  last  year,  under  Government  con- 
trol, was  $2,126  and  the  amount  sold  was  607,000,000  bushels.  The 
farmer  has  done  5  cents  a  bushel  on  the  average  better  this  year,  in- 
cluding the  declines  of  July  to  November,  inclusive,  than  he  did 
last  year  under  a  Government  guaranteed  price. 

At  the  time  the  Federal  Trade  Commission  was  investigating  the 
causes  for  the  decline  in  wheat  I  asked  a  gentleman  in  the  office  of 
the  secretary  of  the  board  to  prepare  a  statement  as  to  what  the 
prices  had  been  during  the  last  four  years.  The  price  on  No.  2  hard 
wheat  in  1917,  after  the  Government  took  hold,  was,  you  will  remem- 
ber, a  fixed  price.    There  was  just  one  price  for  the  first  crop  year. 

In  1918  during  the  entire  period  from  July  15  to  October  15, 
No.  2  hard  wheat  sold  at,  or  only  a  cent  or  so  above,  the  minimum 
price  determined  by  the  Government,  the  minimum  guaranteed 
price,  for  all  the  wheat  that  moved  from  July  15  to  October  15. 
There  was  a  similar  situation  in  1919,  while  in  1920  with  no  Gov- 
ernment guarantee  there  was,  with  the  exception  of  the  first  business 
day  of  August,  no  sale  whatever  as  low  as  the  old  guaranteed  price, 
until  October,  when  the  Canadian  crop  began  to  be  offered  in  our 
market  at  less  than  American  wheat. 

Those  sales  of  Canadian  wheat  began  earlier  than  that,  but  be- 
fore the  situation  was  generally  recognized  the  price  had  been  main- 
tained under  the  inadequately  working  open  market  at  a  price  higher 
than  during  the  entire  period  of  Government  control — that  is,  dur- 
ing the  period  (July  15  to  October  15)  of  heaviest  movement. 

I  have  copies  of  that  tabulation,  which  I  can  give  to  any  member 
of  the  committee. 

The  farmer  complains  because  he  has  suffered  a  decline  in  price 
below  the  cost  of  production,  whereas  the  economist  will  tell  him 
that  he  can  not  always  insure  to  himself  the  cost  of  production.  The 
consumption  for  which  the  production  occurs  is  the  thing  that  must 
determine  the  price.  It  is  consumption,  and  not  only  the  "need  but 
the  ability  of  the  buyer  that  determines  it.  Europe  needs  all  our 
wheat,  but  she  has  trouble  to  finance  her  absolute  needs,  and  her  in- 
ability to  buy  as  much  as  she  needs  is  a  large  market  factor. 

The  Country  Gentleman  of  last  week  has  in  it  a  very  interesting 
article  on  the  wheat  business  by  Philip  S.  Rose,  and  on  pages  40  ana 
41,  if  you  are  interested,  you  will  find  a  very  good  aiscussion  of 
world  competition  as  the  basis  of  price. 

You  will  also  find  in  the  Agricultural  Review,  a  paper  published 
as  the  official  organ,  as  I  understand  it,  of  the  International  Farm 
Bureau,  a  discussion  of  the  subject  in  an  article  of  December  20 
issue. 

Mr.  Powell,  of  Californiaa,  an  officer  of  one  of  the  frult-marketlng  corporations, 
in  testifying  before  the  committee  of  seventeen  in  Chicago,  said : 

**  Cost  of  production  influences  the  permanent  policy  of  an  industry  but  does 
not  determine  the  immediate  price.  The  price  day  after  day  is  fixed,  and  must 
be  fixed,  by  what  the  consumer  is  willing  to  pay  and  ci\n  be  fixed  by  nothing  else. 
There  is  a  very  interesting  situation  with  lemons  at  the  present  time.  For  months 
we  have  been  selling  lemons  below  the  cost  of  produ<^ion.  This  is  due  to  the  cool 
summer,  which  lessened  the  demand  for  lemons,  and  also  the  heavy  imports  of 
Italian  lemons,  which,  on  account  of  the  rate  of  exchange,  can  seU  below  Calt- 
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fornia  lemons.    This,  naturally,  can  not  continue  indefinitely,  but  must  be  met 
occasionally. 

"  We  would  not  attempt  to  set  a  price  if  we  could,"  said  Mr.  Powell,  "  it  would 
not  do  us  any  good.  If  the  price  were  more  than  the  consumer  would  pay  we 
would  hold  the  lemons  this  year  and  could  not  compel  him  to  buy  them." 

The  causes  of  the  decline  are  given  in  various  ways. 

Mr.  Hoover,  speaking  out  in  Kansas  to  representatives  of  the  farm- 
ers and  to  a  great  many  farmers  personally,  has  emphasized  the  Euro- 
pean financial  situation  and  the  inability  of  the  buyer  to  take  care  of 
himself.  Mr.  Barnes  has  laid  some  emphasis  on  the  injection  of  the 
foreign  governmental  buying  agencies  into  the  situation.  The  Ameri- 
can Farm  Bureau,  through  their  committee  on  economics,  of  which 
Mr.  Henrv  Wallace  is  one  of  the  members,  said,  as  reported  in 
Wallace's  banner — in  speaking  about  a  resolution  they  passed  advo- 
cating that  courses  in  economics  be  given  in  certain  western  colleges  in 
order  to  prepare  people  to  serve  on  commissions  from  the  farmers' 
standpoint — that  they  believed  that  the  cause  of  the  recent  decline  in 
all  sorts  of  farm  products  had  been  largely  due  to  the  activities  of  the 
Federal  reserve  banks. 

The  Federal  Trade  Commission  has  given  seven  causes,  in  none  of 
which  is  future  trading  even  mentioned  as  a  cause. 

My  own  belief  is  that  renewed  transportation  has  been  a  material 
factor — ^that  renewal  of  ready  facilities  for  getting  grain  to  market. 
It  is  well  known  that  the  carry-over  of  all  grains  except  oats  was  very 
large — I  mean  the  wheat  and  corn — due  partly  tq  indifference  on  the 
part  of  the  producer,  but  more  largely  due  to  lack  of  transportation 
facilities.  A  part  of  the  trouble  at  the  present  time  is  that  the  grain 
that  now  moves  moves  at  higher  freight  rates.  The  injection  of  any- 
thing into  the  difference  between  the  price  the  consumer  is  willing  to 
pay  and  the  producer  is  taken  off  the  producer.  That  can  not  be 
avoided,  because  he  must  meet  competition  in  a  broad  world  market. 

The  farmer,  I  think,  is  just  beginning  to  appreciate  the  fact  that 
on  corn,  for  instance,  the  present  rate  is  196  per  cent  of  the  prewar 
rate  from  Iowa  stations  to  Chicago.  Consequently  the  price  in  Chi- 
cago, which  previously  was  attractive  to  him,  is  reflected  back  to  him 
in  a  very  much  lower  price  than  was  tnie  before  the  war,  before  this 
increase  in  freight  rates. 

Mr.  Wilson.  You  mean  it  has  increased  196  per  cent? 

Mr.  Gates.  No,  sir ;  I  mean  the  present  rate  is  196  per  cent  of  the 
old  rate.  The  increase  would  be  96  per  cent,  figuring  it  on  a  100  per 
cent  basis. 

That  is  due,  may  I  add,  to  the  fact  that  previous  to  1918,  when  Mr. 
McAdoo,  then  Director  of  the  United  Stat^  Railway  Administration, 
put  in  the  new  rates  there  was  a  coarse-grain  rate  on  com  and  oats 
from  Iowa  to  Chicago.  It  was  thought  hy  the  people  in  Iowa  that 
their  increase  was  going  to  be  25  per  cent  in  freight  rates.  As  a  matter 
of  fact,  they  made  one  grain  rate,  which  was  an  increase  of  25  per 
cent  over  the  wheat  rate.  There  was  formerly  a  difference  of  from  15 
to  20  per  cent  between  the  coarse-grain  rate  and  the  wheat  rate.  The 
increase  was  added  to  the  old  wheat  rate,  which  made  an  increase  for 
those  stations  that  I  figured — ^and  I  was  at  that  time  visiting  a  number 
of  elevators  in  the  State  of  Iowa — it  made  their  increase  on  corn  and 
oats  from  40  to  50  per  cent  at  that  time,  when  theoretically  it  was 
only  a  25  per  cent  increase. 
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There  is  a  desire  for  direct  marketing.  May  I  point  out  that  there 
is  more  direct  marketing  than  ever,  m  the  orainary  processes  of 
evolution  of  the  trade.  And  that  is  one  of  the  things  that  we  have  to 
encounter  in  our  marketing.  Formerly  Chicago  handled  much  of  the 
Western  grain,  both  in  cash  and  in  futures,  xhe  tendency  to  direct 
marketing  has  brought  about  a  situation  where  outside  markets, 
smaller  markets  but  more  direct,  have  to  a  certain  extent  taken  the 
place  of  the  Chicago  market  in  the  handling  of  the  commodity  itself, 
while  the  hedge  is  still  carried  in  Chicago.  That  will  continue  to  be 
the  problem,  i  believe,  in  the  more  direct  marketing  from  the  country 
point  to  the  eastern  buyer.  The  tendency  of  the  whole  system,  in 
other  words,  has  been  toward  decentralizing  rather  than  toward  cen- 
tralized monopoly,  and  there  is  less  of  that  grain  actually  moving  to 
the  point  where  it  is  hedjged  than  formerly. 

Tnere  is  a  desire  to  eliminate  short  selhng.  I  wish  that  anyone  in- 
terested in  that  short  selling  matter  would  take  the  trouble  to  read 
Herbert  Knox  Smith's  report  on  cotton  exchanges,  volume  4.  There 
is  an  exceedingly  interesting  discussion  that  starts  on  page  24. 

There  is  a  desire  to  figure  on  a  shorter  term  contract.  That  is 
apparently  on  the  theory  that  a  long-term  contract  makes  it  more 
easily  subject  to  abnormal  influences.  I  was  quite  interested  in  the 
attitude  of  a  member  of  the  Kansas  State  Board  of  Agriculture,  half 
a  dozen  members  of  which  board  conferred  with  us  in  Chicago  at 
about  the  time  of  the  stock  show  this  year.  They  met  us  at  their 
request  to  talk  over  the  grain-marketing  system,  and  one  of  the  mem- 
bers of  the  board  suggested  that  we  should  not  only  trade  as  far 
ahead  as  we  do  now,  but  we  ought  to  trade  far  enough  ahead  so  that 
the  farmer  might  use  the  market  at  the  time  he  see<kd  his  crop.  So 
you  see,  there  are  differences  of  opinion  which  have  to  be  harmonized 
to  a  certain  extent  in  determining  what  shall  be  done  by  the  terminal 
market. 

We  had,  too,  a  previous  experience  with  the  short-time  contract  in 
time  of  peace.  I  understand  there  was  a  60-day  contract  adopted.  It 
was  done  away  with,  because  the  people  in  towa  who  cribbed  com 
protested  that  it  did  not  give  them  long  enough  in  which  to  get  the 
com  to  market. 

There  seems  to  be  a  wish  to  eliminate  the  speculator,  on  the  theory 
that  the  speculator  causes  fluctuations.  May  I  say,  as  I  said  before, 
that  the  nsk  of  ownership  of  grain  is  inherent  in  the  product,  would 
always  be  there,  and  will  always  be  there  no  matter  how  that  risk 
is  carried.  There  will  always  be  a  changing  price — ^that  is,  except 
under  some  artificial  condition,  as  Government-fixed  price — ^because 
of  changing  conditions,  and  to  eliminate  the  necessity  tor  speculation 
in  such  a  commodity  you  must  eliminate  the  conditions  which  compel 
speculation. 

Now,  if  the  elimination  of  speculation  would  eliminate  radical  mar- 
ket changes  we  might  have  some  right  to  that  theory,  but  we  had  an 
experience  during  the  war.  In  the  fall  of  1917,  I  think  it  was,  a 
limit  was  placed  by  the  board,  under  a  special  war  authority,  on  the 
value  of  a  contract  in  com  for  December  delivery  and  for  May  deliv- 
ery. What  was  the  result  ?  The  limit  was  $1.28.  Consequently,  the 
future  trading  could  go  no  higher  than  $1.28.    Do  I  make  that  clear  ? 

We  limited  the  value  of  that  contract  to  $1.28.    Consequently,  there 
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could  be  no  advance  in  the  price  of  com  for  future  above  $1.28.  And 
cash  corn  during  that  period  when  those  limits  were  on  sold  as  high 
as  $2  and  no  lower  than  $1.60.  The  putting  on  of  the  limit  did  not 
have  anything  to  do  with  the  fluctuations  in  the  cash  commodity, 
but  it  made  the  future  market  practically  worthless  as  a  hedge  to  the 
buyer. 

You  will  find  evidence  of  a  poor  working  of  the  machinery  in  the 
Federal  Trade  Commission  report,  volume  1,  page  20,  in  which 
they  say : 

The  abolition  of  trading  in  wheat  futures  so  dleturbed  the  normal  operation 
of  the  grain-trade  mechanism  that  any  statistics  secured  during  the  war  period 
would  have  been  practically  worthless  for  the  permanent  solution  of  problems 
of  prain  marketing. 

I  would  like  to  show  you  some  charts  of  what  happened  to  the  mar- 
kets incident  to  the  war,  and  if  the  charts  are  not  too  large  I  hope 
they  may  be  included  in  the  report  [exhibiting  chart  to  the  com- 
mittee]. 

This  is  a  chart  covering  the  price  of  wheat,  corn,  and  oats  in  the 
markets  of  Minneapolis,  Chicago,  St.  Louis,  Kansas  City,  and  so  on. 
The  period  previous  to  the  war,  beginning  with  the  1st  of  January, 
1910,  and  ending  with  the  beginning  of  the  war  in  July,  is  shown 
right  here.  I  wish  you  to  note  the  relative  steadiness  of  the  markets 
previous  to  that  time — ^not  absolutely  stabilized,  but  relatively  steady. 

NoWj  let  us  see  what  happened  when  the  war  broke  out.  The  farmer 
immediately  got  the  result  of  that  so  far  as  wheat  was  concerned. 
Wheat  advanced  very  rapidly.  Then  came  the  poor  crop — or  crop 
of  poor  quality — which  is  never  a  factor  in  promoting  higher  prices, 
and  you  get  tms  lower  level  here,  but  still  higher  than  before  the  war. 

Mr.  HuLiNGS.  Would  a  big  crop  year  mean  also  a  reduction  in 
prices? 

Mr.  Gates.  Yes ;  it  was  a  large  crop.  It  was  the  largest  crop  we 
have  ever  raised,  and  is  was  of  poor  quality.  Am  I  not  right  ?  That 
is  my  remembrance. 

The  Chaikman.  What  year  have  you  reference  to  ? 

Mr.  Gates.  1915.  It  rained  all  summer,  and  much  of  the  grain 
was  injured  after  it  was  cut. 

The  Chairman.  It  was  of  poor  quality,  and  very  little  of  it. 

Mr.  Gates.  No :  there  was  a  great  deal  of  it,  Mr.  Chairman. 

In  1916,  from  June,  I  want  you  to  notice  the  effect  of  a  decreased 
yield  of  winter  wheat  and  an  almost  complete  annihilation  of  the 
spring  wheat,  through  black  rust,  through  this  very  sharp  upward 
movement.  From  there  on  I  attribute  that  very  sharp  advance  to  the 
fact  that  the  British  Government  injected  itself,  for  itself  and  for  its 
allies,  in  competition  with  the  neutrals  into  our  wheat  market  by  the 
buying  of  futures. 

Now,  a  speculator  buys  a  future.  He  is  willing  to  take  a  small 
profit  or  suffer  a  small  loss.  A  Government  enters  the  market,  not 
as  a  speculator  but  with  a  result  which  you  would  usually  expect 
from  extreme  manipulation.  They  cornered  our  market,  a  thing  that 
is  contrary  to  law,  a  thing  that  would  not  have  been  tolerated  on 
the  part  of  any  individual  or  any  group  of  individuals  in  this  coun- 
try, but  it  was  done  by  the  British  Government  and  the.  Allies  in 
competition  with  neutral  Governments,  all  of  whom  desired  addi- 
tional supplies. 
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This  is  an  exceedingly  interesting  chart,  Mr.  Chairman.  1  pro- 
cured it  from  the  Bureau  of  Markets ;  it  is  authentic,  and  I  should  like 
very  much  if  it  might  be  included  as  a  part  of  the  report  of  these 
hearings. 

The  Chairman.  Without  objection  that  will  be  done — that  is,  if 
we  find  it  can  be  done. 

(The  chart  referred  to  is  as  follows :) 

(On  file  with  the  Committee  and  also  with  the  Bureau  of  Markets, 
Department  of  Agriculture.) 

Mr.  Gates.  I  also  have  here  a  chart  showing  the  decline  in  hides« 
from  61  cents  to  13  cents,  within  a  period  of  a  little  over  a  year. 

Mr.  Wii^oN.  What  is  the  highest  point  there?    What  date? 

Mr.  Gates.  That  is  in  late  August  and  early  September,  1919. 

I  wish  also  to  show  these  wool  charts,  terminating  abruptly  in 
May,  and  the  Bureau  of  Markets  experts  told  us  they  found  it  im- 
possible to  chart  it  any  further,  and  that  even  yet  there  was  not  a 
market  that  they  could  chart;  the  bottom  just  dropped  out. 

(On  file  with  the  Committee  and  also  with  the  Bureau  of  Markets, 
Department  of  Agriculture.) 

Now,  Ve  come  to  this  volume  of  trading.  A  year  ago  I  would  have 
told  you,  just  as  these  gentlemen  have,  that  they  did  not  know  any- 
thing about  what  the  volume  was.  There  have  been  certain  occur- 
rences during  the  past  year  which  give  insufficient  data  but  allow  us 
to  make  in  a  general  way  a  deduction  approximately  as  to  the  aggre- 
gate amount. 

The  first  was  the  fact  that  Prof.  Boyle,  who  had  made  part  of  the 
investigation  for  the  Bureau  of  Markets,  asked  peimission  to  secure 
information  from  our  members  in  regard  to  one  day's  trading.  He 
has  compiled  his  results,  to  the  effect  that  the  total  volume  of  future 
trading  by  1,476  persons  on  the  25th  of  August,  1919,  was  36,686,(KX> 
bushels  for  com,  oats,  and  rye.  At  that  time  there  was  no  future 
trading  in  wheat.  On  that  basis  the  total  volume  for  the  year  would 
be  11,005,800,000  bushels. 

Now,  comes  the  Federal  Trade  Commission  and  gives  us  a  little 
information  in  connection  with  the  investigation  of  the  causes  of  the 
decline  in  wheat.  Incidental  to  the  causes  that  they  attribute,  in 
which  they  do  not  include  any  mention  of  future  trading,  they  tell 
us  something  about  the  figures.  They  show  a  total  for  wheat,  corn, 
and  oats  for  the  months  of  August,  September,  and  October  ranging 
from  a  billion  and  a  quarter  to  a  billion  and  a  half  bushels  per  month. 
They  also  state  that  that  is  not  very  far  from  the  total  trade  in 
periods  of  large  trading  in  more  normal  times,  but  that  the  propor- 
tion of  the  trading  which  was  wheat  trading  was  very  much  smaller 
than  usual,  a  larger  proportion  being  com  and  oats. 

From  their  statement  that  wheat  usually  constitutes  about  50  per 
cent  of  the  total  trade  for  future  delivery,  we  judge  from  Prof. 
Boyle's  figures  that  with  wheat,  corn,  and  oats  all  going  at  the  same 
time  the  total  trade  would  be  somewhere  in  the  neighborhood  of 
20,000,000,000  bushels  of  all  three  grains,  of  which,  in  the  course  of 
an  entire  year,  one-half  would  be  wheat — 10,000,000,000. 
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That  looks  like  a  large  amount.  It  is  a  large  amount.  Not  all  of 
that  amount  is  traded  in  Chicago,  but  a  large  proportion  of  it  is. 
But  let  us,  for  the  sake  of  argument,  agree  that  it  is  all  traded  in 
Chicago — 1,000,000,000  in  the  course  of  a  year.  Now,  that  is  not 
fourteen  times  and  it  is  not  forty  times  the  amount  of  wheat  that  is 
^own,  and  it  is  not  traded  in  fourteen  or  forty  times  before  the  crop 
is  thrashed ;  it  is  gradual  throughout  the  year. 

Mr.  TiNCHER.  How  many  times  would  that  be? 

Mr.  Gates.  Ten  or  twelve  times  for  the  entire  year,  depending  on 
the  crop. 

Now,  let  me  say  this:  We  have  heard  of  the  scalper.  In  the 
market  the  scalper  is  the  man  who  temporarily  assumes  a  risk  until 
a  permanent  bu,yer  or  seller  makes  his  appearance.  The  statistics  of 
Prof-  Boyle  indicate  that  52  per  cent  of  all  the  trading  is  done  by 
scalpers  and  speculators  who  trade  for  themselves.  That  temporary 
buyer  or  seller  of  the  commodity  assumes,  then,  5,000,000,000  of  the 
10,000,000,000.  He  is  neither  long  nor  short,  as  a  general  rule,  at  the 
end  of  the  day.  He  does,  however,  perform  a  very  necessary  though 
minor  service,  because  he  steadies  the  market. 

Half  of  his  transactions  on  the  average,  if  I  may  go  by  the  expe- 
rience of  people  whose  trades  I  have  seen — half  of  the  scalper's 
trades  are  bought  and  sold  at  the  same  price ;  that  is,  he  temporarily 
holds  the  contract  and  sells  it  to  another  man  at  the  same  price  in 
half  the  cases  in  which  he  trades. 

Of  the  other  5,000,000,000  bushels,  about  20  per  cent  as  a  total,  as 
given  by  Prof.  Boyle — 20  per  cent  of  the  trading  is  by  people  other 
than  members  of  the  exchange;  that  is,  members  of  the  Chicago 
Board  of  Trade.    Only  20  per  cent. 

Now,  let  me  say  this :  I  have  shown  you  how,  through  the  Lloyd 
policy,  the  risk  on  the  grain  that  is  hedged  is  distributed  with  a  large 
number  of  p)eople.  Mr.  Moore,  I  think  it  was,  brought  out  that  even 
in  the  moving  of  grain  from  the  producer  to  the  consumer  was 
handled  and  hedged  as  much  as  six  times.  Possibly  the  average 
would  not  be  as  high  as  that,  but  the  grain  is  hedged  in  many  in- 
stances several  times. 

Now,  the  man  who  assumes  the  risk  of  that  hedge  carries  it  for  a 
short  period  or  a  long  period,  depending  on  his  own  attitude  toward 
that  risk.  Some  men  are  willing  to  carry  it  for  a  few  minutes  or  a 
few  hours — the  scalper.  Other  men  are  willing  to  assume  that  risk 
for  days  or  weeks  or  months. 

Now,  as  that  risk  is  passed  to  the  next  man,  if  it  is  legitimate  for 
this  man  to  hedge  it  is  legitimate  for  the  other  man  to  carry  his 
hedge ;  that  is,  to  assume  that  risk.  He  carries  to  the  man  next  to 
him,  if  he  is  no  longer  willing  to  carry  that  risk,  the  same  right  that 
he  had,  and  that  makes  one  more  sale  on  the  exchange.  It  is  a  sale 
of  the  same  grain,  a  sale  that  is  made  to  dispose  of  a  risk  originally 
assumed  on  the  same  body  of  grain.  So  that  with  a  cargo  of  stun 
hedged — we  will  say  200,000  bushels — there  may  be  five  or  six  or  a 
dozen  people  who  carry  a  part  of  that  risk.  One  man  is  willing  to 
assume  it  for  a  small  profit,  but  he  wants  to  eliminate  the  risk  for 
himself  if  there  is  a  small  loss,  and  so  that  is  carried  on. 

That  is  part  of  the  distribution  of  the  risk,  and  consequently  the 
volume  does  not  mean  an  immense  amount  of  gambling,  as  you  men 
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hare  been  led  to  believe,  but  it  means  a  distribution  of  that  risk,  an 
insurance  of  that  man  in  his  lemtimate  operation,  a  protection  for 
the  man  who  is  merchandising  the  grain,  in  such  a  way  that  he  does 
not  have  to  add  so  much  as  the  cost  of  carrying  his  risk,  and  is  con- 
sequently beneficial  to  both  producer  and  consumer.  The  largest  part 
of  that  benefit,  however,  comes  to  the  producer. 

Now,  let  me  say  this :  Some  one  has  said  that  these  men  perform 
no  service,  which  I  object  to — ^that  they  might  better  be  doing  some- 
thing else.  All  right.  Now,  there  are  some  of  these  so-called  scalpers : 
they  are  not  a  very  large  number  of  men,  but  they  are  very  active  in 
their  trade.  They  j)ossess  a  very  keen,  intimate  knowledge  of  how 
to  do  a  particular  thing.  There  are  men  who  are  doing  that  scalping 
that  are  pa;^ing  the  Government  in  taxes  each  year  from  $10,0(S)  to 
$20,000,  during  this  period  when  we  are  being  taxed,  and  at  the  same 
time  do  not  save  enough  for  themselves  so  that  they  have  to  fill  out 
an  income-tax  statement.  They  have  large  earning  ability,  but  the 
tax  on  that  is  such  a  handicap  that  all  they  can  do  is  to  overcome  that 
handicap^  and  some  of  them  can  not  do  that. 

I  mention  that  because  I  do  not  believe  that  you  could  put  those 
men  to  work  at  anything  else  and  have  them  render  the  service  to 
the  Government  that  they  do  in  paying  a  tax  of  $10,000  or  $20,000. 
Of  course,  they  do  not  all  pay  a  tax  as  large  as  that,  you  understand. 

Now,  may  I  say  this  in  regard  to  the  volume:  We  have  in  this 
country  about  $4,000,000,000  gold,  I  think— have  we  not?  The  bank 
clearances  are  $470,000,000,000  for  1920,  or  something  like  that. 
Were  they  legitimate  transactions?  How  much  currency  was  there? 
Well,  suppose  there  was — I  do  not  know  the  exact  figures;  maybe 
some  of  you  do.  Suppose  it  was  $40,000,000^00  in  currency' of 
various  kinds.  Federal  reserves  notes  and  all.  Then  the  gold  is  the 
grain  that  flows  to  a  market,  to  Chicago  we  will  say.  That  is  the 
basis  of  the  whole  thing.  The  currency  is  the  grain  that  is  constantly 
in  transit,  in  a  merchandising  way,  throughout  the  country.  The 
clearances  are  the  large  volume  of  contracts  that  are  made  in  order 
to  facilitate  business,  to  carry  that  risk. 

Now,  perhaps  I  do  not  make  that  clear.  I  think  we  have  j^ome- 
thing  liice  $25,000,000,000  in  Liberty  and  Victory  bonds. 

The  Chairman.  Sixteen  billion. 

Mr.  Gates.  Is  that  all?  Sixteen  billion,  all  payable  in  gold,  are 
they  not  ? 

The  Chairman.  Yes. 

Mr.  Gates.  How  many  securities  of  other  kinds  that  are  payable 
in  gold  do  you  suppose  there  are  out  ?  For  instance,  I  have  a  mort- 
gage on  my  house.  It  is  payable  in  gold.  I  dont  ever  expect  to  pay 
it  m  gold;  I  dont  exped;  to  have  to.  They  can  force  me  to  do  so 
at  the  conclusion  of  tnat  contract  or  suffer  the  damage.  That  is  a 
legally  enforceable  contract,  but  it  does  not  mean  that  I  must  pay 
the  gold  on  that  contract,  and  such  notes  are  not  usually  settled  by 
the  payment  of  gold. 

I  wonder  if  you  get  the  general  illustration  of  that?  The  fact 
that  physical  delivery  of  the  grain  is  not  made  on  those  contracts 
is  not  an  evidence  or  their  being  illegal  or  wrong  or  that  they  dt> 
not  perform  a  public  function.  It  is  evidence  that  there  is  an  oppor- 
tunity to  distribute  grain  along  the  lines  of  least  resistance  through 
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the  use  of  this  insurance  system  without  the  necessity  of  delivering 
on  the  contract  the  particular  grain  that  was  hedged. 

Now,  do  not  get  away  from  the  distinction  between  the  delivery 
of  the  exact  grain  that  was  hedged  and  the  delivery  of  the  grain  on 
those  contracts.  Those  are  contracts  for  future  delivery  of  grain, 
and  it  does  not  take  very  large  deliveries,  physically,  to  settle  all 
those  contracts.  For  instance,  we  have  a  kind  of  clearing-house 
system  that  takes  care  of  that.  We  have  a  clearing-house  sys- 
tem that  is  very  little  more  than  a  post  office  for  the  members. 
All  their  memoranda  of  contracts  go  through  that  office.  In  that 
clearing  house  the  sheets  are  from  ifay  to  day  put  in,  covering  such 
contracts  as  the  members  adjust  among  themselves.  The  board  of 
trade  has  not  anything  to  do  with  it,  and  any  member  who  has  a 
contract  may  hold  it  open,  refuse  to  adjust  it,  and  accept  the  delivery 
of  the  grain  at  the  termination  of  the  contract. 

That  wt)uld  require  the  holding  open  of  a  large  number  of  con- 
tracts. The  Supreme  Court  in  its  decision  has  held  that  the  offset 
is  legal  delivery,  that  there  is  no  reason  why  we  should  hold  a  con- 
tract open  that  might  be  settled  by  offset,  and  physically  deliver  the 
evidence  of  the  title  to  the  property  on  the  contract. 

But,  as  a  matter  of  fact,  while  you  may  have  bought  and  sold  a 
contract  of  like  kind  for  future  delivery — say  May  wheat — ^your 
conmiission  merchant  has  both  sides  of  that  open  on  his  books,  and 
he  may  not  be  able  to  get  that  adjusted  by  any  offset.  He  may  re- 
ceive and  deliver  on  that  contract  next  May — without  your  knowl- 
edge, to  be  sure,  but  in  the  ordinary  processes  of  trade.  In  other 
words,  the  commission  house  itself  must  have,  or  almost  always  does 
have  a  very  much  larger  body  of  contracts  than  those  that  are  not 
long  or  short  on  their  books,  through  our  system. 

Now,  I  will  tell  you  why  that  is  true  In  our  market.  The  necessity 
of  protecting  those  open  contracts  is  one  of  the  greatest  points^  of 
safety  to  the  trade.  Otherwise  there  mi^ht  be  unlimited  trading 
by  x>eople  who  would  close  their  trades  durmg  the  course  of  the  day 
and  simply  go  and  get  their  money  for  the  balance  between  the 
value  of  the  grain  bought  and  the  value  of  the  grain  sold.  Under  this 
system  they  must  consider  those  contracts  as  contracts  subject  to 
protection  through  our  calling  on  the  merchants  among  the  houses 
to  deposit  in  the  banks  the  funds  to  protect  those  contracts. 

Consequently,  what  happened  when  the  war  opened  ?  The  last  of 
July  and  early  in  August,  1914,  there  were  about  40  or  60  such 
concerns  that  nad  temporarily  to  stop.  A  good  many  of  these  men 
wanted  to  go  in  and  trade  heavily.  The  opportunity  was  there, 
but  they  were  prevented  because  they  could  not  trade  on  a  basis 
of  adjustment  at  the  end  of  the  day  of  the  cash  balance  between 
the  value  bought  and  the  value  sold ;  they  had  to  consider  them  as 
contracts  and  protect  them.  That  meant  that  they  must  have  some 
more  or  less  large  means  behind  them.  Consequently,  there  is  pro- 
tection for  those  who  do  business  through  the  market,  through  the 
necessity  of  having  a  lot  of  traders  and  merchants  who  have  behind 
them  suDstantial  ability  to  protect  and  meet  their  contracts. 

A  good  deal  of  the  manipulation  that  is  talked  about  is  not,  as  a 
matter  of  fact,  manipulation.  Oftentimes  the  buying  of  a  miller^ 
like  Mr.  Crosby  and  other  millers  who  fill  a  legitimate  demand  at 


544  KUTURE  TRADING. 

a  particular  time— because,  as  he  explained  to  you,  it  comes  spas- 
modically— the  buying  of  those  men  appears  to  be  temporarily 
manipulation,  and  the  investor,  or  sometimes  a  newspaper  reporter, 
gets  the  notion  that  that  is  manipulation,  which  it  is  not.  It  appears 
to  be,  but  most  of  the  so-called  manipulation  is,  I  think,  not  manipu- 
lation at  all.  That  is,  if  the  buying  and  selling  are  not  in  line  with 
the  general  conditions,  the  effect  is  absolutely  temporary.  There  is 
no  possibility — at  least  we  have  so  felt — of  manipulatmg  for  any 
length  of  time  except  on  the  long  side.  We  have,  consequently^  in 
our  rules  recognized  the  danger  of  manipulation  on  the  lon^  side, 
the  cornering  of  the  market,  and  have  taken  every  means  to  protect 
ourselves  against  that. 

We  have  not  taken  similar  steps  on  the  short  side,  and  I  myself 
am  still  unconvinced  that  it  is  possible  to  manipulate  more  than  in  a 
very  narrow  and  temporary  way,  the  downward  tendency  of  the 
market,  because  a  man  has  made  a  contract  to  sell.  The  manipu- 
lator is  a  man  who  becomes  immediately  the  enemy  of  the  rest  of 
the  membership.    He  is  the  wolf  in  the  herd  of  cattle  that  is  tram- 

{>led  to  death  by  the  cattle.  There  is  not  a  man  that  tries  to  manipu- 
ate  but  immediately  incurs  the  opposition  of  every  other  man  in  the 
trade.  Why  ?  Because  he  is  trying  to  disturb  conditions,  whereas 
every  man  nas  the  right  to  have  his  judgment  work  alon^  some- 
thing like  normal  lines.  If  there  enters  in  a  factor  which  is  inten- 
tionally disturbing,  everyone  immediately,  without  any  conspiracy, 
but  by  instinct  almost,  or  natural  tendency,  is  against  the  manipu- 
lator. And  that  is  the  reason  why  nine  times  out  of  ten,  or  ninety- 
nine  times  out  of  a  himdred,  a  man  in  attempting  to  manipulate 
suffers  terrible  loss.  As  we  sometimes  say,  he  makes  on  his  futures 
and  loses  in  burying  the  corpse — if  you  know  what  that  means. 
That  is,  in  merchandising  the  grain  that  residts. 

Now,  in  any  such  transaction,  if  the  grain  is  raised  in  value,  the 
farmer  supplies  the  demand  through  the  dealer.  As  has  been  stated 
here,  grain  was  brought  over  the  ice,  grain  was  sent  by  express  at 
times,  and  so  on,  because  of  the  desire  to  eliminate  the  manipulator. 
The  board  of  trade  itself,  through  its  members,  desires  to  do  that 
thing,  and  does  it  if  left  to  itself. 

Now.  let  us  see  what  situation  we  had  this  fall.  Suppose,  for  the 
sake  ox  argument — ^I  do  not  admit  it  as  a  fact,  but  suppose  there 
had  been  an  attempted  manipulation  on  the  bear  side.  What  sort 
of  situation  did  we  have  which  would  have  helped  that?  We  had 
this  propaganda  against  all  buying.  We  tried — ^I  do  not  mean  the 
board  of  trade ;  I  mean  that  there  was  a  general  propaganda  throiigh- 
out  the  country  to  stop  buyin«^,  to  return  to  a  lower  level  of  prices, 
and  finally  it  got  into  people  m  general,  so  that  there  was  an  almost 
entire  absence  of  buyers  for  any  commodity.  That  reflected  itself 
in  the  situation  this  fall,  at  a  time  when  supplies  were  pressing  on 
the  market  from  the  producer. 

Now,  what  are  we  going  to  do  about  this?  Well,  let  us  abolish 
the  board  of  trade,  i  am  not  of  those  who  say  that  we  can  not  get 
along  without  it.  The  grain  trade  will  land  on  its  feet  They  are 
the  best  lot  of  men  to  adjust  themselves  to  a  new  situation  that  you 
come  in  contact  with,  because  they  are  meeting  changing  conditions 
every  day.  Let  us  get  rid  of  the  board  of  trade;  let  us  have  con- 
ditions similar  to  those  that  they  have  in  other  countries. 
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We.  would  be  foolish  if  we  did  that,  because  we  have  the  experi- 
ence of  Germany  in  that  matter,  and  you  have  in  your  Government 
documents  sufficient  evidence  of  that.  I  shall  not  read  this:  I  shall 
simply  refer  vou  to  the  documents :  United  States  Consular  Reports, 
volume  52,  No.  194,  November  9,  1896.  That  describes  the  German 
law  against  speculation.  ITnited  States  Consular  Beports,  volume 
02,  No.  235,  oi  April,  1900,  in  regard  to  the  working  of  the  German 
law  on  exchange  speculation.  "C^ted  States  Consular  Reports,  vol- 
ume 64,  No.  243,  of  December.  1900,  in  regard  to  the  workmg  of  the 
German  law  against  speculation  in  ^ain. 

This  statement  is  made  by  Consul  General  Frank  H.  Mason : 

On  the  whole,  the  Government  is  thoroughly  conTinced  of  the  nnjustlfted  injury 
which  legitimate  commerce  has  suffered  through  the  prohibition  of  dealing  in 
grain  futures.  It  knows  quite  as  weU  as  the  agrarians  that  tliis  prohibition 
has  secured  for  cereals  grown  in  the  interior  of  Germany  no  better  market  and 
no  higher  prices — 

And  he  says  that  in  view  of  the  present  unrest  it  was  thought  not 
wise  to  do  it,  but  to  repeal  it,  and  it  was  repealed  in  1900  and  trading 
was  permitted. 

Now,  let  us  see  what  Germany  does  in  her  present  dire  distress. 
Here  is  a  Berlin  cable  to  the  Philadelphia  Ledger,  which  is  published 
in  the  market  bulletin  of  December  21 : 

The  council  of  the  Empire  have  approved  a  bill  for  the  legalization  of  dealing 
in  futures  on  the  foreign  exchange  market  by  which  it  is  hoped  to  check  the 
wide  fluctuations  in  German  exchange  and  permit  German  manufacturers  and 
merchants  to  deal  In  the  world  market  with  some  assurance  as  to  what  they 
will  receive  for  their  wares.  The  risk  wiU  be  transferred  to  professionals  deal- 
ing on  the  exchange  market. 

We  have  been  meetingfor  26  years  and  more  in  the  markets  of  the 
world  the  surpluses  of  Kussia  and  Argentine.  Do  you  know  what 
the  situation  is  among  the  peasants  in  Russia?  Do  you  know  how 
much  the  toll  is  for  each  man  that  handles  it  over  there?  There  was 
a  gentleman  told  me  a  few  days  ago  that  a  Russian  grain  dealer 
came  to  him  with  letters  such  that  they  gave  him  access  to  the  books 
of  his  corporation.  He  studied  the  method  of  handling  grain  in  this 
country,  and  he  found  that  the  greatest  profit  on  that  large  line  com- 
pany's books  was  from  2^  to  3  cents  per  bushel.  That  is  gross.  He 
figured  it  out  in  rubles,  and  he  said,  "  Why,  we  get  each  one  of  us 
about  25  cents  a  bushel,  each  one  of  us  who  handles  it  in  the  chain." 

Now,  the  crops  meet  in  the  same  world  market,  and  there  is  more 
taken  off  in  the  method  of  handling  between  ]producer  and  con- 
sumer in  the  case  of  the  Russian  peasant  jthan  m  the  case  of  the 
American  farmer. 

We  can  get  along  without  the  present  organized  system  if  we  are 
willing  to  pay  the  price.  Are  we  willing  to  pay  the  price  of  putting 
our  American  farmer  on  the  same  basis  of  living  with  the  Russian 
peasant?  Are  we  willing  to  put  him  on  the  same  oasis  as  the  farmer 
m  Argentine?  And  anyone  who  has  traveled  in  that  country  can 
tell  you  that  the  farmers  generally  are  exceedingly  poor  and  get 
poor  compensation  for  their  year's  work. 

I  believe  that  we  can  make  this  change.  I  believe  we  can  make 
this  adjustment  if  we  do  away  with  the  exchanges,  but  I  do  not 
believe  that  the  Ameritsan  people  can  afford  to  pay  the  price.  The 
farmer  is  too  important  a  class  to  be  considered  in  that  way,  and 
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I  do  not  believe  that  this  committee  would  for  a  minute  listen  to 
that. 

If  these  markets  were  to  be  done  away  with  in  this  country,  they 
would  be  established  in  other  countries.  Canada  has  a  very  large 
market.  There  would  be  provision  there  for  hedging  facilities,  and 
that  business  would  go  out  of  the  hands  of  our  merchants  into  the 
hands  of  Canadian  merchants.  Or  if  there  were  no  such  thing  estab- 
lished, then  we  should  drift  toward  monopoly,  because  the  specula- 
tive risks  of  ownership,  which  could  not  be  passed  over  to  some  one 
else,  could  not  be  shifted,  would  have  to  be  borne  by  people  of  large 
means  or  in  very  small  units  by  people  of  small  means.  It  would 
give  the  very  rich  man  an  unfair  advantage  over  the  man  of  very 
moderate  means;  and  it  is  one  of  the  prides  of  the  present  system 
that  it  permits  a  man  of  moderate  means,  through  the  use  of  this  ma- 
chinery, to  handle  grain  in  large  volume  with  comparative  safety. 

If  we  stop  short  selling,  we  have  the  same  general  ultimate  effect : 
otherwise  we  are  running  our  cart  on  two  wheels.  If  you  were  to 
stop  the  seller  who  did  not  want  to  make  delivery  himself  of  the 
particular  physical  property,  the  speculative  short  seller,  who  we  will 
say  acts  on  behalf  of  the  consumer,  then  we  must  prevent  buying 
by  anyone  unless  he  actually  wants  to  use  that  wheat  in  his  business 
or  eat  it.  We  can  not  operate  an  open  market  on  the  basis  of  a  real 
estate  boom.  It  would  be  fine  for  a  while,  but  you  would  have  terrible 
fluctuation.  Suppose  there  comes  along  a  crop  scare  which  brings  a 
great  many  buyers  into  the  market,  with  no  one  to  sell  except  those 
who  have  previously  purchased.  It  is  fine  so  long  as  there  are  new 
buyers  to  relieve  you  of  what  you  have,  but  just  the  minute  that  you 
get  a  change  in  sentiment  and  some  one  wants  to  sell  when  there  is 
no  buyer,  then,  as  in  the  case  of  wool,  the  bottom  drops  out. 

Well,  let  us  make  it  a  hedging  market  only.  We  had  that  kind  of 
market,  and  it  is  a  very  peculiar  thing  that  the  very  conditions  which 
brought  about  the  introduction  of  this  bill  were  the  conditions  which 
there  is  a  desire  to  make  permanent.  We  had  just  that  kind  of  a 
market  in  July  and  August — a  very  narrow  market,  almost  entirely 
on  the  part  of  the  hedgers.  I  lookea  over  the  report  of  open  contracts 
at  the  close  of  business  in  August,  previous  to  which  time,  as  you 
will  remember,  there  had  been  complaints  against  the  board  of  trade 
because  of  the  decline,  and  I  found  total  open  interests  in  December 
wheat  of  about  10,000,000  bushels.  That  is  less  than  one  week's  supplv 
for  this  country  that  was  open  at  this  one  particular  time  when  1 
called  for  the  report. 

I  really  exceeded  my  authority  in  calling  for  the  report,  because 
the  board  of  directors  had  voted  earlier  in  the  year  to  police  only  the 
current  deliveries.  That  was  under  the  special  war  rule ;  they  would 
not  think  of  doing  it  in  peace  time,  because  it  is  a  policing  by  a  man 
who  is  a  competitor  of  the  rest,  and  you  know  very  well  they  would 
not  stand  for  it.  It  means  that  while  that  policing  is  going  on  it  is 
necessary  for  that  man  to  separate  himself  from  his  own  business, 
treat  every  report  as  sacredly  confidential,  and  divulge  nothing  of 
it  so  far  as  its  details  concern  anyone  else. 

Let  me  give  you  another  physical  evidence  of  the  narrowness  of 
that  market.  We  traded  in  the  oats  pit  when  we  first  started  trading 
in  wheat.    The  pit  was  not  half  full ;  there  are  only  a  few  men  there. 
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There  were  no  scalpers;  there  were  no  speculators.  At  the  end  of 
August  when  we  looked  at  the  report,  so  lar  as  we  could  distinguish 
at  all  the  suspicion  as  to  the  speculation,  there  were  not  two  dozen 
speculative  accounts  on  the  books  on  either  side,  taking  all  the  firms 
in  Chicago,  In  other  words,  it  was  a  market  almost  entirely  in  the 
trade  itself — a  hedging  market. 

Now,  what  kind  of  a  market  did  we  have  ?  We  had  a  market  which 
when  an  order  came  in,  a  market  order  to  sell,  it  had  to  go  down  until 
it  found  somebody  with  an  order  on  the  other  side,  and  that  quotation 
would  no  more  than  be  flashed  on  the  wires  all  over  the  country  than 
some  one  would  cdtoe  in  with  a  buying  order,  possibly  for  a  smaller 
amount,  and  the  market  would  come  clear  back. 

That  is  a  most  unsatisfactory  market  to  the  trade,  the  most  un- 
satisfactory market  to  the  producer  that  you  could  possibly  have.  It 
is  the  kind  of  a  market  that  to  my  mind  started  the  agitation  for  this 
legislation. 

Now,  those  are  not  normal  conditions.  You  can  not  expect  to  take 
a  tractor  out  of  the  shed  that  had  been  in  there  for  three  years  and 
without  doing  any  work  on  it  have  it  run  right  off  in  the  way  in 
which  it  worked  when  you  put  it  in  the  shed  three  years  ago.  You 
can  not  start  a  machine  to  work  normally  after  a  long  period  of  dis- 
use. That  is  true  of  the  wheat  market.  We  had,  in  addition  to  that, 
the  unusual  situation  where  during  May  and  June  and  July  the 
British  royal  commission  had  been  a  very  heavy  buyer  of  wheat  for 
export. 

Now,  some  one  has  spoken  about  the  relative  steadiness  of  the 
market  through  June.  The  figures  he  gave  were  not  correct.  There 
was  very  materially  more  fluctuation  than  he  has  quoted,  but  we  will 
say  there  was  relative  steadiness  as  compared  with  the  sharp  break 
at  the  end  of  July.  There  were  every  day  firm  bids  from  exporters 
which  anv  dealer  could  accept.  You  heard  that  man  from  Feoria 
tell  how  ne  accej)ted  bids  from  Baltimore.  Those  bids  were  based 
back  on  the  British  commission  bids,  and  so  on  through  the  trade. 
At  that  time  wheat  was  selling  at  the  ports  of  clearance  at  any- 
where from  $3  to  $3.18  per  bushel.  I  think  that  will  be  borne  out  by 
these  men  who  are  directly  in  that  line.  The  farmer  in  Illinois — and 
I  am  closer  to  him — was  getting  about  $2.50  a  bushel.  He  did  not 
know  that  there  was  any  such  price  for  wheat  at  the  seaboard,  and 
he  could  not  have  taken  advantage  of  it  if  he  had. 

There  was  no  hedging  market.  Every  fellow  that  was  handling 
it  was  taking  his  great  big  toll.  The  farmer  was  getting  less  of  what 
the  British  paid  than  I  ever  knew  in  the  export  trade.  There  was 
a  spread  of  anywhere  from  50  to  60  cents  between  the  Illinois  situa- 
tion and  the  seaboard^  and  the  broker — ^I  have  known  brokers  who 
had  been  handling  grain  on  a  margin  of  a  quarter  of  a  cent  who  were 
petting  from  5  to  Y  cents  a  bushel.  Why  ?  We  did  not  have  any 
hedging  market.  We  did  not  have  the  distribution  of  information 
which  IS  incidental  to  the  conduct  of  a  future  market.  The  farmer 
was  in  ignorance ;  everyone  was  more  or  less  in  ignorance.  He  could 
not  shift  his  risk,  and  consequently  he  took  a  bigger  margin.  Also, 
in  my  opinion,  he  took  a  bigger  margin  because  trie  other  man  was 
Ignorant  of  the  condition.  And  everyone  does  have  that  disposition, 
bumanly,  to  take  advantage  of  the  other  man.    We  do  not  reel  that 
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we  want  our  people  to  contend  against  that  sort  of  situation  perma- 
nently. 

Now,  suppose  we  confine  speculaion  to  the  trade.  In  this  Tincher 
bill  there  is  a  disposition  to  confine  it  to  the  trade.  There  is  a  recog- 
nition of  the  fact  that  you  would  have  a  wheat  market  that  would  be 
altogether  too  narrow  to  trade  on  to  be  satisfactory  if  somebody  did 
not  trade  in  grain  beyond  hedging.  Now,  their  solution  is  this,  to 
leave  that  to  the  trade,  to  let  the  trade  handle  three  times  as  much  in 
the  way  of  future  sales  and  purchases  as  they  handle  of  grain. 

Now,  I  just  submit  this  to  you.  What  do  you  think  woSd  happen? 
There  are  five  or  six  very  large  concerns  that  now  Vise  the  marlket  to 
hedge.  Suppose  they  each  use  the  market  to  hedge  under  this  new 
system,  but  they  speculate.  Each  one  of  them,  we  will  say,  handles 
in  the  regular  order  of  trade  100,000,000  bushels  of  stuff.  That 
would  give  each  one  a  speculative  right  of  200,000,(X)0  bushels.    Sup- 

Jose  four  or  five  of  these  men  should  get  together  in  a  narrow  mar- 
et  at  any  one  time  when  they  know  that  the  general  buyer  has  no 
access  to  that  market  because  speculation  is  limited.  Do  you  think 
there  would  be  the  temptation  to  manipulate?  I  do.  We  do  not 
want  that  sort  of  situation,  and  I  do  not  believe  the  people  of  any 
State  want  that  sort  of  situation. 

In  Greece  a  good  many  years  ago  prices  were  high.  They  found 
a  solution  of  the  thing  by  nanging  the  grain  dealers,  but  after  they 
had  handed  the  grain  dealers  the  market  went  even  higher.  Peopfe 
can  not  interfere  with  economic  laws;  they  can  impede  their  appli- 
cation at  times,  but  they  can  not  with  safety  interiere  with  the  op- 
erations of  economic  laws. 

I  believe  that  so  far  as  this  situation  can  be  bettered  it  can  be  done 
in  two  ways :  First,  by  the  farmer  himself,  in  the  way  of  stabilizing 
the  market  in  so  far  as  he  can  by  a  gradual  marketing,  not  putting  aU 
his  grain  on  the  market  during  the  short  period.  That  is  going  to 
require  him  and  his  representatives  to  work  out  a  storage  and  financ- 
ing proposition.  He  will  not  then  entirely  stabilize,  feause  condi- 
tions in  other  countries  will  be  changing;  but  he  will  very  largely  do 
away  with  intense  speculation,  if  you  want  to  call  it  that,  by  taking 
away  the  opportunitjr  for  that  speculation.  People  speculate  because 
there  is  the  opportunity  to  speculate  on  occasion.  The  more  you  can 
stabilize  values  and  the  less  range  they  are  likely  to  travel  tnrough, 
the  less  incentive  there  is  to  manipulation.  Anything  that  affects  the 
stabilization  of  supplies  from  the  farm  or  will  make  the  demand 
more  stable  will  be  more  helpful. 

But  you  can  not  entirely  stabilize  either  side.  You  can  not  effect 
an  absolutely  perfect  movement  on  either  side,  either  on  the  part  of 
the  buyers  or  on  the  part  of  the  sellers ;  and  consequently  you  never 
can  fully  stabilize  except  you  have  a  great  governmental  naonopoly 
with  unlimited  resources  oehind  it  to  determine  how  far  in  either 
direction  it  should  go. 

From  the  exchange  standpoint,  I  believe  this,  that  we  have  made 
a  great  mistake  in  wing  so  busy  with  our  own  business  that  we  have 
failed  to  explain  to  the  farmer  and  his  representatives  the  workings 
of  this  macninery.  There  is  nothing  mysterious  about  it,  and  we 
shoidd  have  helped  to  educate  him  long  before  we  did  as  to  what 
were  the  real  fimctions  of  tiie  exchange.    Well,  we  are  trying  and 
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have  been  for  the  last  two  years  to  get  this  work  started.  I  am  firm 
in  the  belief  that  it  will  take  a  lon^  time  to  effect  that  education. 
Any  man  is  afraid  of  what  seems  to  oe  mysterious  and  a  thin^;  that 
he  does  not  fully  know  about. 

Now,  I  say  that  the  board  of  trade  and  the  grain  exchanges  are 
ready  always  for  improvements,  but  they  are  not  ready  to  have 
supposed  improvements  thrust  upon  them.  They  will  better  work  out 
a  remedy  for  the  situation  themselves,  and  have  done  so  in  so  far  as 
they  can,  than  will  anybody  work  it  out  for  them. 

1  want  to  read  from  Wallace's  Farmer  of  December  10.  This  is  a 
paper  edited  by  Henry  Wallace,  of  Des  Moines,  Iowa,  and  what 
he  has  to  say  may  be  of  quite  a  good  deal  of  interest : 

An  Adams  County  (Iowa)  subscriber  writes: 

**  If  it  was  a  good  thing  to  close  the  board  of  trade  during  the  war,  I  would 
like  to  know  why  it  would  not  be  a  good  thing  to  kick  the  whole  business  into 
the  lake  now.  It  can  not  be  shown  in  a  single  instance  that  it  has  been  helpful 
to  the  poor  man." 

Dur  friend  is  mistaken  in  assuming  thnt  the  board  of  trade  was  closed  during 
the  war.  Dealing  in  wheat  was  discontinued  on  the  board  of  trade  during  a 
part  of  the  war,  but  it  must  be  remembered  that  during  that  period  the  price 
of  wheat  was  fixed  by  the  Government. 

Wallace's  Farmer  holds  no  brief  for  the  board  of  trade  and  makes  no  excuses 
for  the  evils  which  have  grown  up  in  connection  with  it;  but  we  would  like 
to  ask  those  in  favor  of  closing  the  board  of  trade  just  what  price-making 
system  they  have  to  substitute  for  It  If  the  various  boards  of  trade  should  be 
closed,  surely  we  must  have  some  other  system  of  price  making.  Otherwise 
the  farmer  would  have  no  means  of  forming  an  intelligent  idea  of  what  his 
com  is  worth  on  the  market. 

Wallace's  Farmer  believes  it  would  be  possible  to  work  out  a  better  price- 
making  system  than  we  now  have  In  the  board  of  trade,  provided,  say,  two- 
thirds  of  the  farmers  of  the  country  are  willing  to  go  into  the  enterprise  under  a 
contract  which  will  be  maintained.  Until  some  such  plan  is  worked  out,  we  do 
not  see  how  we  can  do  away  with  our  present  price-making  system.  If  any 
of  our  readers  have  a  clearer  light  on  the  subject,  we  would  like  to  hear  from 
them. 

That  completes  the  statement  that  I  desired  to  make.  I  would 
like  to  ask  permission  to  make  corrections  in  the  record  if  I  find 
in  reading  it  that  I  have  made  any  unintentional  mistakes  or  to 
amplify  somewhat  as  may  be  necessary. 

The  Chairman.  You  will  have  that  privilege.  Are  there  aiiy 
questions? 

Mr.  Wilson.  I  have  none  now. 

Mr.  PuRNEix.  None  at  this  time. 

Mr.  Tlncher.  I  do  not  know  whether  I  can  remember  the  different 
points  that  I  want  to  ask  you  about  or  not,  and  I  presume  the  dif- 
ferent questions  I  shall  ask  will  appear  rather  disconnected,  but  I 
want  to  refer  back  to  one  of  the  advantages  of  .the  exchange  that  you 
mentioned.  That  was  the  proposition,  fliat  it  prevented  any  litiga- 
tion ;  that  all  the  differences  were  settled.  I  suppose  you  have  ref- 
erence to  the  arbitration  called  for  in  vour  rules  ? 

Mr.  Gates.  I  said,  as  between  members,  in  the  adjustment  of  dis- 
putes between  members. 

Mr.  TiNCHER.  I  did  not  so  understand.  I  did  not  understand  you 
to  speak  of  it  as  being  between  members,  and  that  is  the  point  I 
wanted  to  call  attention  to.    Now,  I  can  trade  on  the  board  oi  trade ; 
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I  can  have  dealings  there;  but  I  can  not  settle  my  differences  by 
arbitration. 

Mr.  Gates.  Oh,  yes,  sir ;  you  have  the  same  access  to  it  that  anyone 
has,  and  the  records  of  the  committee  on  arbitration  become  a  part 
of  the  court  records  in  the  enforcement  of  the  award. 

Mr.  TiNCHER.  Let  me  see  if  I  understand  you.  If  a  man  having 
a  membership  on  your  exchange  has  to  settle  his  differences  by  ar- 
bitration  

Mr.  Gates.  Oh,  no. 

Mr.  Tinciier.  Well,  he  agrees  to  settle  his  differences  by  arbi- 
tration ? 

Mr.  Gates.  No,  sir. 

Mr.  TiNCHER.  Don't  you  have  a  court  of  arbitration  within  your 
organization? 

Mr.  Gates.  Not  a  compulsory  court  of  arbitration,  sir. 

Mr.  TiNCHER.  Are  certain  members  of  your  organization  elected 
by  the  organization  or  selected  in  some  manner  to  act  as  arbiters  ? 

Mr.  Gates.  They  are  elected  by  the  membership  at  large,  and  any 
man  may  be  elected  to  the  committee  who  is  nominated  by  a  petition 
containing  25  names. 

Mr.  TiNCHER.  Twenty-five  names  of  whom? 

Mr.  Gates.  Names  of  members  of  the  association. 

Mr.  TiNCHER.  Then  I  rather  think  my  question  was  fair.  Then 
the  arbiters  of  your  exchange  are  members  of  the  exchange? 

Mr.  Gates.  Yes.  sir. 

Mr.  TiNCHER.  Elef»ted  by  the  members  of  the  exchange  ? 

Mr.  Gates.  If  I  did  not  answer  you  correctly,  you  will  understand 
I  did  not  understand  the  question.  I  thought  you  said  that  somebody 
appointed  them. 

Mr.  TiNCHER.  Well,  they  are  selected  either  by  election  or  appoint- 
ment; I  do  not  know  the  process.  You  elect  them  at  your  annual 
meetings,  do  you? 

Mr.  Gates.  Yes,  sir. 

Mr.  TiNOHER.  How  many  do  you  have? 

Mr.  Gates.  We  have  10,  5  of  whom  are  elected  each  year  for  a 
period  of  2  years.    You  will  find  that  in  rule  8,  page  27. 

Mr.  TiNCHER.  Now,  if  I  have  a  controversy  with  a  member  of  your 
exchange  can  I  as  an  outsider  demand  arbitration? 

Mr.  Gates.  You  can  demand  it,  but  it  need  not  be  given. 

Mr.  TiNCHER.  Now,  if  I  am  a  member,  and  I  demand  arbitration 
with  another  member  on  a  controversy  in  the  exchange,  what  is  the 
result  of  that? 

Mr.  Gates.  The  situation  is  exactly  the  same. 

Mr.  TiNCHER.  He  can  say  he  will  not  arbitrate,  and  then  I  go  to 
court? 

Mr.  Gates.  Yes,  sir. 

Mr.  TiNCHER.  And  he  does  not  agree  anywhere  in  the  rules  of 
membership  to  submit  to  arbitration  ? 

Mr.  Gates.  No,  sir. 

Mr.  TiNCHER.  I  believe  you  stated  that  the  law  of  supply  and 
demand  governs  the  market? 

Mr.  Gates.  Yes ;  it  does. 

Mr.  TiNCHER.  And  that  under  our  present  arrangement  we  have  a 
constant  market? 
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Mr.  Gates.  Yes,  sir;  every  day  we  have  a  market.  That  is  what 
I  mean. 

Mr.  TiNCHER.  And  by  virtue  of  the  constant  market  we  have  cash 
bids  for  wheat  every  day  in  the  year — that  is,  every  market  day  ? 

Mr.  Gates.  Not  by  virtue  of  that ;  oh,  no. 

Mr.  TiNCHER.  Well,  we  have  the  cash  bids,  do  we  not  ? 

Mr.  Gates.  You  have  the  cash  bids ;  yes. 

Mr.  TiNCHER.  It  is  not  over  12  or  15  or  40  days  that  we  have  cash 
bids,  but  there  is  an  every-day  cash  market  for  wheat? 

Mr.  Gates.  Well,  some  one  is  usually  buying;  it  may  be  in  more 
or  less  limited  quantities,  but  some  one  is  usually  in  the  market  for 
certain  supplies. 

Mr.  TiNCHER.  The  board  of  trade  that  you  are  a  member  of  is 
against  the  bucket  shop,  as  I  understand  you  ? 

Mr.  Gates.  We  have  put  them  out  of  business,  sir. 

Mr.  TiNCHER.  And  you  are  ready  now  to  annihilate  any  that  may 
be  called  to  your  attention  ? 

'Mr.  Gates.  Yes,  sir.  We  have  a  case  against  some  now  out  in 
Colorado.  One  or  two  showed  up  out  there  and  we  got  after  them 
at  once. 

Mr.  TiNCHER.  You  are  doing  that  as  an  organization? 

Mr.  Gates.  Yes. 

Mr.  TiNCHER.  You  have  a  fund,  I  suppose,  or  have  arrangements 
for  the  necessary  steps? 

Mr.  Gates.  Any  expense  incident  to  it  comes  out  of  the  general 
funds  of  the  association,  which  are  the  result  of  assessments  on  the 
membership  very  largely. 

Mr.  TiNCHER.  I  believe  you  testified  that  the  firm  you  are  con- 
nected with  had  at  times  as  much  as  $2,000,000  loaned  on  car  lots  of 
grain  to  the  farmers? 

Mr.  Gates.  No  ;  I  beg  your  pardon.  Car  lots  of  grain  to  country 
dealers  on  bills  of  lading  with  accompanying  drafts. 

Mr.  TiNCHER.  Will  you  just  explam  so  that  some  of  us  that  may 
not  understand  the  grain  business  as  well  as  jrou  do  may  know  just 
what  you  mean  ? .  That  is  your  property,  isn't  it  ?     It  is  your  wheat  ? 

Mr.  Gates.  No;  it  is  not  our  wheat.  We  hold  title  to  the  property, 
but  we  hold  it  as  aj^ents  for  the  man  who  has  shipped  it,  in  case  it  is 
a  consi^ment.  If  it  has  been  purchased  based  on  one  of  these  bids 
"  to  arrive  "  that  you  spoke  of,  then  it  is  our  property  on  arrival  at 
the  official  scales. 

Mr.  TiNCHER.  WeU,  you  have  simply  paid  for  the  wheat  at  the 
point  where  it  was  shipped  from  at  the  time  it  was  shipped  or  billed 
to  you? 

Mr.  Gates.  In  which  case? 

Mr.  TiNCHER.  In  either  case.  You  have  paid  for  it,  as  far  as  that 
is  concerned,  haven't  you  ? 

Mr.  Gates.  We  have  not  paid  for  it;  we  have  advanced  money 
against  it  in  the  case  of  a  consignment.  If  the  value  of  the  grain  in 
the  car  is  not  sufficient  to  cover  the  advance  that  has  been  made,  you 
have  what  is  called  an  overdraft,  which  is  collectible. 

Mr.  TiNCHER.  Yes;  I  have  heard  of  them. 

Mr.  Gates.  That  is,  if  the  man  is  solvent  it  is  collectible. 
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Mr.  TiNCHER.  Well,  you  have  a  rating  on  the  man  and  know  some- 
thing about  his  solvency  before  you  establish  business  relations  with 
him? 

Mr.  Gates.  Yes. 

Mr.  TiNCHER.  I  believe  you  stated  that  at  times  you  borrowed  that 
money  of  banks. 

Mr.  Gates.  I  did  not  say  anything  about  borrowing  money  to  ad- 
vance on  bills  of  lading.  I  think  only  twice  since  we  have  been  in 
business  have  we  ever  borrowed  on  bills  of  lading  from  the  banks. 
But  it  is  done  in  the  trade ;  it  is  an  ordinary  practice. 

Mr.  TiNCHER.  I  did  not  mean  to  refer  to  your  own  transactions. 

Mr.  Gates.  Oh;  I  thought  you  were  asking  about  the  particular 
business  transactions  of  the  firm  with  which  I  am  connected. 

Mr.  TiNCHER.  No.  When  the  money  is  borrowed  on  the  bill  of 
lading  it  is  borrowed,  then,  virtualy  on  the  actual  wheat  ?  The  wheat 
is  in  existence,  in  transit,  or  in  the  warehouse? 

Mr.  Gates.  No,  sir ;  it  is  borrowed  just  the  same  as  any  other  money 
borrowed  on  collateral.  It  is  borrowed  on  the  note  of  the  borrower, 
on  which  certain  collateral  is  deposited,  and  not  only  that  collateral, 
but  the  name  on  the  paper  with  security  to  the  bank. 

Mr.  TiNCHER.  I  understand  that ;  but  it  is  not  borrowed  on  a  hedge 
of  a  future  sale,  and  there  would  not  be  any  bill  of  lading  unless  there 
was  actual  wheat  would  there  ? 

Mr.  Gates.  No  one  will  assert  that  a  hedge  is  collateral.  A  hedge 
is  a  shifting  of  risk,  making  business  safe. 

Mr.  TiNCHER.  It  is  not  used  as  collateral  in  any  way? 

Mr.  Gates.  I  do  not  understand  that  it  ever  is  collateral,  but  it 
makes  the  hedger  a  safe  man  to  do  business  with.  There  was  a  gen- 
tleman from  the  Southwest  who,  as  I  understand  it,  came  up  to 
Chicago.  He  did  a  good  deal  of  business  with  Chicago  banks  during 
the  period  of  movement.  He  came  up  there  to  a  meeting,  and  went 
around  to  his  bank,  just  as  a  matter  of  saying  "Good  morning.'' 
He  said,  "  I  suppose  my  line  of  credit  is  all  right  up  here  any  time 
I  want  to  use  it  ?^'  "  Well,  I  don't  know,"  the  banker  said.  "Are  you 
hedging  your  wheat?"  He  said,  "  Why,  no ;  we  are  not  hedging  our 
wheat."  "Well,  then,"  the  banker  says,  "you  have  not  any  line 
here."  He  went  away  and  came  back  and  said  that  he  had  thought 
it  over  and  would  hedge  his  wheat.  He  was  a  man  of  his  word — that 
is,  they  had  confidence  in  his  integrity — and  when  he  assured  them 
that  he  would  hedge  his  wheat  and  conduct  his  business  in  it  not  on 
a  speculative  basis  but  on  a  basis  of  merchandising  on  a  relatively 
small  margin,  and  avoiding  all  risk  possible,  then  they  felt  he  was  a 
safe  man  to  do  business  with ;  but  they  felt  they  would  be  making  a 
mibtake  in  loaning  him  anything  when  he  was  risking  a  change  in 
price  of  the  commodity  that  he  was  handling  when  he  might  shift 
that  risk  to  some  one  else,  and  particularly  in  view  of  the  high  price 
of  grain  at  that  particular  time. 

Mr.  TiNCHER.  Well,  you  say  you  have  known  of  these  bankers, 
when  they  had  the  collateral  and  if  a  man  did  not  hedge,  taking  some 
steps  in  that  direction  themselves? 

Mr.  Gates.  That  is,  that  because  of  that  they  would  themselves 
have  to  sell  out  the  collateral 

Mr.  TnrcHEiL  Yes. 
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Mr.  Gates.  That  is  true  where  the  loan  is  made  on  a  warehouse  re- 
ceipt; but  in  a  /i^reat  many  cases  it  is  not  made  on  a  warehouse  re- 
ceipt itself;  it  is  made  on  the  paper  of  the  company. 

Mr.  TiKCHER.  Have  you  ever  known  of  a  banker  selling  short  a 
loan  of  that  kind  for  protection? 

Mr.  Gates.  Personally  I  have  never  handled  any  such  order,  so 
far  as  I  know.  That  has  been  done  many  times — I  say  many  times ; 
it  is  my  impression  it  has  been  done  several  times.  Warehouse  re- 
ceipts have  been  sold  out  by  the  banks  that  were  originally  held  by 
the  bank  as  collateral. 

Mr.  TiNCHER.  You  know  of  cases,  do  you? 

Mr.  Gates.  I  will  try  to  cite  you  a  particular  case ;  I  will  make  a 
note  of  that. 

Mr.  TiNCHBR.  You  spoke  about  one  of  the  steps  that  the  exchange 
had  taken  itself  being  that  its  future  contracts  provide  for  a  settle- 
ment of  the  claims,  instead  of  the  actual  delivery,  on  a  10  per  cent 
damage  basis. 

Mr.  Gates.  I  am  sure  you  do  not  mean  to  misquote  me. 

Mr.  TiNCHER.  I  assure  you  that  I  do  not. 

Mr.  Gates.  I  know  that  you  do  not ;  but  that  is  not  an  exact  state- 
ment of  the  situation. 

Mr.  TiNCHER.  It  would  be  remarkable  if  it  were,  because  I  was  not 
permitted  to  examine  you  at  the  time,  and  can  not  remember  word 
for  word  how  you  stated  it. 

Mr.  Gates.  I  will  read  the  rule: 

RuT^  23.  Section  1.  In  case  any  property  contracted  for  future  delivery  1» 
not  deUvered  at  maturity  of  contract,  the  president  shall  appoint  a  committee 
of  three  from  the  membership  at  large,  to  be  approved  by  the  board  of  directors, 
which  committee  shall  determine  as  nearly  as  possible  the  true  commercial 
value  of  the  commodities  in  question  on  the  day  of  maturity  of  the  contract, 
and  the  price  so  established  shall  be  the  basis  upon  which  settlement  is  mada 
As  liquidated  damage  the  seller  shall  pay  to  the  purchaser  not  less  than  5  per 
cent  nor  more  than  10  per  cent  of  the  value  of  the  commodity  as  established 
by  the  committee,. the  percentage  within  said  limits  to  be  such  as,  in  the  judg- 
ment of  the  committee,  may  be  Just  and  equitabla  Settlements  cdiaU  be  made 
without  delay,  and  the  damage  as  determined  under  the  provisions  of  this  sec- 
tion shall  be  due  and  payable  Immediately  upon  the  finding  of  the  committee. 
This  section  shall  not  be  considered  as  applying  to. any  parties  having  property 
both  bought  and  sold,  in  any  of  which  cases  settlements  shaU  be  made  upon  the 
basis  of  the  contracts  established  in  such  instances. 

Mr.  TiNCHER.  That  is  a  rule  of  your  exchange  that  I  want  you 
to  explain  to  me.  Why  does  not  that  rule  contemplate  cash  settle- 
ment instead  of  delivery? 

Mr.  Gates.  Because,  sir,  it  provides  for  the  exceptional  case ;  it 
does  not  provide  for  the  general  conduct  of  business.  It  provides 
for  the  exceptional  case,  wnere  default  is  made  by  the  seller  of  the 
grain. 

Mx.  TiNCHER.  Then  you  tell  this  committee  that  it  is  the  excep- 
tional case  when  there  is  not  delivery? 

Mr.  Gates.  Yes,  sir.  Now,  I  understand  you  fully.  The  physical 
delivery  of  the  particular  grain  hedged  is  not  made.  A  $5  bill  will 
settle  a  great  many  debts  if  properly  started.  We  have  contracts  alt 
the  way  around.  1  deliver  5,000  bushels  to  Congressman  McLaugh- 
lin. He  delivers  to  Congressttian  Lee.  Congressman  Lee  deliver* 
to  vou.     You  deliver  to   Congressman  Pumell,  and  he  to   Mr.. 
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Steenerson  and  Chairman  Haugen,  and  so  on  around  the  table. 
There  has  been  actual  delivery  in  that  case  of  the  grain,  one  lot,  or 
contracts  of  equal  size,  we  will  say.  which  has  settled  numerous  con- 
tracts. It  is  a  physical  delivery  oi  the  warehouse  receipt  or  the  no- 
tice calling  for  that  warehouse  receipt,  as  property,  as  evidence  of 
ownership  of  the  property. 

The  Supreme  Court  has  held  that  it  does  not  even  need  to  do  that 
If  I  can  before  the  time  of  actual  delivery  offset  a  purchase  against 
a  sale  which  would  otherwise  wait  for  this  actual  delivery  it  has 
served  its  purpose  and  is  fully  as  legal  as  though  it  were  held  open 
and  the  actual  physical  delivery  made.  It  is  just  as,  through  the 
banks,  payment  by  a  check  which  is  recognized  is  just  as  good  satis- 
faction as  though  the  currency  were  paid,  and  the  bulk  of  our  money 
transactions  are  settled  through  payment  by  check,  not  by  the  paj- 
melit  of  currency. 

Mr.  TiNCHER.  You  have  given  the  conmiittee  some  figures — ^I  be- 
lieve an  estimate  made  by  you,  based  upon  certain  figures  that  you 
have  taken  from  some  other  man  or  organization— as  a  basis  of  the 
amount  of  grain  actually  bought  and  sold  in  the  future  trade,  aggre- 
gating, I  believe,  some  10,000,000,000  bushels  of  wheat,  in  your  judg- 
ment? 

Mr.  Gates.  Oh,  I  should  say  that  that  is  a  reasonable  deduction 
from  inadequate  data.  I  have  very  meager  data,  naturally,  from 
which  no  one  could  form  an  exact  judgment.  But  in  a  general  way 
I  should  say  that  that  would  be  pretty  near  the  maximum. 

Mr.  TiNCHER.  Then,  based  on  your  judgment,  arrived  at  in  the 
inadeouate  manner  in  which  jou  arrived  at  it,  you  took  occasion  to 
remark  that  that  did  not  constitute  14  times,  nor  40  times ! 

Mr.  Gates.  No,  sir ;  because  those  figures  had  been  quoted  here  as 
if  they  were  a  true  statement  of  the  situation  even  tnis  year  when 
the  market  was  not  open. 

Mr.  TiKCHER.  And  as  an  officer  in  the  Chicago  Board  of  Trade, 
you  are  satisfied  with  the  answer  that  you  are  now  making  to  those 
figures — ^your  estimate  based  on  those  inadequate  figures? 

Mr.  Gates.  I  was  trying  to  show  my  willingness  to  discuss  the  mat- 
ter with  this  committee.  The  figures  which  will  be  furnished  by  the 
Federal  Trade  Commission  will  be  better  for  the  ^idance  of  anyone 
than  the  estimate  that  I  have  made.  I  am  not  satisfied  with  the  esti- 
mate I  have  made. 

Mr.  TiNCHER.  I  think  I  gave  the  figures  fourteen  times  or  forty 
times  in  your  presence — I  got  the  figures  from  some  other  Member  of 
Congress  here— -and  stated  then  that  I  did  not  know  they  were  correct. 
However,  if  the  legitimate  dealer  has  that  hedge  six  times,  which 
was  testified  here  yesterday,  and  there  were  1,000,000,000  bushels  of 

§rain  produced  in  the  United  States  last  year  and  only  10,000,000,000 
ushels  dealt  it,  that  would  only  leave  4,000,000,000  for  what  you 
might  call  the  purely  speculative  trade  ? 

Mr.  Gates.  I  made  the  remark  that  probably  that  average  was  not 
any  such  niimber  of  times  for  the  dealer  himself.  I  said  a  case 
had  been  cited  of  six  times. 

Mr.  TiNCHER.  A  dealer  testified  vesterday  that  that  was  the  neces- 
sary method  of  hed^ng  in  grain  tutures,  that  they  all  used  it. 

Mr*  HuLiNos.  Oh,  no. 

Mr.  Gates.  No  ;  there  was  no  such  testimony  as  that 
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Mr.  TiNOHBR.  He  said  that  was  the  customary  way,  and  I  asked 
him  if  they  all  used  it,  and  he  said  they  did. 

Mr.  HuMNGs.  I  do  not  remember  it  that  way. 

Mr.  TiNCHER.  The  next  witness,  however,  said  that  he  hedged  once, 
and  that  was  the  way  he  handled  it,  so  I  do  not  know.  You  say  that 
the  objection  to  the  limiting  of  hedging  to  three  times  would  be  the 
possibility  of  manipulation  oy  the  large  dealers? 

Mr.  Gates.  I  say  that  that  might  happen,  sir.  There  is  a  possibil- 
ity of  that  happening,  and  it  could  happen  under  the  provisions  of 
that  bill. 

Mr.  TiNCHER.  I  believe  you  testified  that  you  have  rules  in  your 
exchange  designed  to  prevent  manipulation  that  will  permit  of  too 
high  a  market  1 

Mr.  Gates.  No,  sir;  I  said  that  we  had  a  belief  that  manipulation, 
except  of  a  very  temporary  character,  could  not  be  accompUshed  on 
the  short  side  of  the  market.  I  said  that  we  had  tried  to  safeguard 
the  market  against  the  manipulator  who  buys. 

Mr.  TiNCHBR.  I  understood  you  to  say  that  you  had  adopted  rules. 
Maybe  I  am  becoming  forgetful.  I  understood  you  to  say  that  you 
had  adopted  rules  and  had  taken  steps  to  prevent  the  manipulation  of 
the  market  on  the  part  of  the  purchaser  to  put  the  price  higher. 

Mr.  Gates.  I  said  that  that  was  the  chief  danger,  that  we  nad  never 
thought  it  was  possible  to  manipulate  the  market  in  the  other  way, 
except  for  a  very  temporary  period  and  a  small  amount. 

Mr.  TiNCHER.  I  do  not  want  to  haggle  with  you.  Did  you  say  you 
had  adopted  any  rules  or  not? 

Mr.  (xATEs.  I  said  we  had  adopted  rules  to  prevent  comers,  to 
hamper  the  manipulator  who  wished  to  comer  the  market  or  to 
affect  it. 

Mr.  TiNCHER.  Then  I  was  right  in  my  recollection  of  your  testi- 
mony, that  you  had  adopted  rules.  Now,  am  I  right  in  this,  that 
you  stated  you  had  not  adopted  any  rules  tending  to  hamper  the 
manipulator  that  was  putting  the  price  down,  except  that  he  would 
be  the  open  enemy  of  all  the  other  buyers,  and  they  would  take  care 
of  that  for  themselves? 

Mr.  Gates.  Oh,  no,  sir;  it  is  any  manipulator.  The  other  man  is 
just  as  much  an  enemy  of  the  trade;  the  trade  will  all  try  to  put  him 
out  of  business  if  they  can,  either  way.  I  never  have  found  any  in- 
dication of  manipulation  on  the  down  side.  If  there  were  any  such, 
if  there  were  a  disposition  on  the  part  of  a  man  to  depress  tHe  mar- 
ket there  would  be  the  same  attitude  toward  him  as  there  is  on  the 
part  of  the  trade  on  the  other  side.  The  attitude  is  going  to  be  the 
same  toward  any  man  who  tries  to  throw  it  out  ot  line  in  either 
direction.  But  in  the  case  of  the  man  who  sells  they  will  check  him 
un  very  quickly,  because  they  will  simply  hold  him  to  the  fulfillment 
of  his  contracts  and  he  will  not  be  able  to  get  away  with  it. 

Mr.  TiNCHER.  I  take  it  from  your  statement  that  you  have  as 
much  as  $2,000,000  out  on  bills  of  lading  at  one  time ;  that  you  do  an 
extensive  business? 

Mr.  Gates.  I  said  that  to  illustrate  that  the  movement  of  grain  at 
times  is  verv  heavy.  I  do  not  suppose  that  at  present  we  have  one- 
tenth  of  that  out^probably  we  have  now,  because  there  has  been  a 
movement  of  corn. 


556  irUTURB  TRADING. 

Mr.  TiNCHSR.  A  gentleman  holding  a  position  similar  to  yours  but 
with  a  smaller  concern  testified  before  this  committee  yesterday  that 

Eersonally  and  from  his  firm's  standpoint  he  wanted  fluctuations, 
dcause  it  was  on  fluctuations  that  they  thrived.  Were  you  here 
when  that  gentleman  gave  his  testimony? 

Mr.  Gates.  I  do  not  think  you  can  put  it  just  that  way.  Mr, 
Berry,  of  Indianapolis,  I  think,  said  they  liked  a  fluctuating  market. 

Mr.  TiNCHER.  i  think  he  said  they  made  their  money  out  of  fluc- 
tuations.   Is  not  that  the  answer  he  made? 

Mr.  Gates.  I  heard  one  answer,  but  I  did  not  follow  him  through 
his  testimony. 

Mr.  TiNGHER.  Does  your  company  make  any  money  out  of  fluc- 
tuations ? 

Mr.  Gates.  No,  sir. 

Mr.  TiNCHER.  X  ou  folks  want  a  steady,  stable  market  ? 

Mr.  Gates.  Why,  I  want  a  market  that  is  stabilized  so  far  as  it 
can  be  stabilized,  but  you  never  can  fully  stabilize  a  market. 

Mr.  TiNCHER.  Mr.  Dickinson  in  asking  some  witness  a  question 
the  other  day,  said  that  the  price  of  wheat  fluctuated  only  about  7 
cents,  I  thinK,  during  a  given  period  in  June,  and  as  I  understand 
you  to-day,  you  say  those  fig|ures  are  inaccurate. 

Mr.  Gates.  I  understood  him  to  say  it  had  only  changed  7  cents  a 
bushel  between  the  first  of  June  and  the  middle  of  July.  Was  that 
the  gentleman's  statement  ? 

Mr.  TiNCHER.  I  do  not  remember  his  figures,  but  if  you  want  to 
correct  something  that  he  put  in 

Mr.  Gates.  I  am  not  going  to  correct  it  for  him.  I  stated  they 
were  essentially  in  line  with  the  fluctuations;  that  is,  I  had  not  the 
full  data.  I  should  be  very  glad  to  see  what  the  figures  were ;  they 
were  very  much  more  than  that. 

Mr.  TiNCHER.  I  should  like  to  know,  for  my  own  information,  what 
the  fluctuations  were  from  the  1st  of  June  to  the  15th  of  July? 

Mr.  Gates.  From  $2.73  to  $3.01  in  June. 

Mr.  TiNCHER.  Is  that  cash  grain? 

Mr.  Gates.  Yes,  sir :  that  is  all  there  was.  And  from  $2.80  to  $2.92 
in  the  first  15  days  of  July.   That  is  on  hard  wheat 

Mr.  TiNCHER.  What  day  in  June  did  you  get  that  $2.73  ? 

Mr.  Gates.  The  28th  day  of  June. 

Mr.  TiNCHER.  $2.73  on  the  28th  ? 

Mr.  Gates.  Yes.  sir. 

Mr.  TiNCHER.  What  day  of  June  was  it  the  highest,  the  other 
figure? 

Mr.  Gates.  The  4th  day  of  June. 

Mr.  TiNCHER.  What  day  did  tlie  Government  cease  ? 

Mr.  Gates.  The.  Government  ceased  on  the  31st  of  May  as  a  buyer. 

Mr.  TiNCHER.  What  fluctuation  was  there  between  the  15th  of  July 
and  the  1st  of  August,  since  you  are  putting  figures  in  ? 

Mr.  Gates.  I  included  the  15th  in  what  i  gave  you  before.  From 
the  16th  on  the  high  price  was  $2.88  and  the  low  $2.30. 

Mr.  TiNCHER.  The  first  15  days  of  July,  then,  there  was  a  fluctua- 
tion of  about  7  cents  ? 

Mr.  Gates.  I  have  not  referred  to  them ;  I  did  not  keep  it  in  mind 
as  to  just  what  it  was. 
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Mr.  TiNCHER.  And  the  last  16  days  something  Hire  60  cents  ? 

Mr.  Gates.  Yes. 

Mr.  TiNCHER.  The  first  16  days  they  were  not  trading  in  futures 
find  the  last  16  days  they  were.  I  think  that  is  what  Mr.  Dickinson 
had  in  mind  the  other  day  when  he  asked  the  question,  although  I  do 
not  know.  I  had  heard  those  figures  before,  or  something  like  it;  in 
fact,  I  think  T  heard  some  one  mention  that  out  in  Kansas  about  that 
time  that  there  was  some  little  fluctuation  going  on  since  the  board  of 
trade  had  commenced  trading  in  futures. 

Mr.  Gates.  Do  you  know  what  else  happened? 

Mr.  TiNCHER.  Do  I  know  what  else  happened? 

Mr.  Gates.  Yes,  sir;  that  might  have  had  an  influence  on  the 
market. 

Mr.  TiNCHER.  I  have  heard  a  good  many  things  explained  here 
that  happened ;  I  have  heard  the  Federal  Trade  Commission. 

Mr.  Gates.  Do  you  Imow  that  the  British  royal  commission 
dropped  out  as  a  buyer  on  the  29th  day  of  July,  and  remained  off 
the  market  three  months? 

Mr.  TiNCHER.  They  did  not  drop  out  until  the  29th  day  of  July? 

Mr.  Gates.  Not  entirely;  they  were  not  paying  the  same  price  all 
the  time,  though,  nor  did  they  during  June. 

Mr.  TiNCHER.  I  do  not  think  if  I  was  trying  a  lawsuit  and  I  was 
on  one  side  and  you  were  on  the  other  that  I  would  ask  you  this  ques- 
tion. But  I  am  not;  I  am  just  trying  to  get  facts.  So  I  am  going  to 
ask  you — ^I  do  not  mean  by  that  to  say  anything  disrespectfultoward 
your  attitude,  because  I  have  not  anything  but  the  highest  regard  for 
your  attitude.  But  I  want  you  to  explain  the  cause  of  the  difference 
between  futures  now  and  cash  wheat. 

Mr.  Gates.  This  is  simply  an  opinion,  a  personal  opinion? 

Mr.  TiNCHER.  Yes.       ^^         ^         '     ^ 

Mr.  Gates.  That  there  is  a  belief  on  the  part  of  those  who  are 
willing  to  contract  for  May  delivery  that  wheat  will  be  cheaper  in 
May  than  it  is  to-day;  that  there  will  not  be  the  demand  for  the 
wheat  in  May  that  there  is  now  for  wheat.  They  think  this  year  that 
the  demand  will  drop  off;  they  figure  that  the  price  will  decline — 
cash  wheat  I  am  talking  about.  We  are  speaking  about  the  difference 
between  cash  wheat  and  the  future? 

Mr.  TiNCHER.  Yes. 

Mr.  Gates.  The  adjustment  will  have  to  be  made  by  the  time  May 
comes,  because  that  future  price  and  the  cash  price  come  together 
inevitably,  at  that  time  or  before  that  time. 

Mr.  TiNCHER.  If  the  cash  price  of  wheat  does  not  drop,  the  man 
who  has  made  futures  will  have  to  continue  his  prices  and  will  have 
to  buy  July  futures. 

Mr.  Gates.  Let  us  get  the  start  of  that  transaction.  What  is  the 
transaction? 

Mr.  TiNCHER.  I  say,  a  man  who  has  made  futures,  like  you  were 
talkinff  about,  if  it  does  not  drop  for  cash  wheat,  wUl  have  to  con- 
tinue his  prices  and  will  have  to  buy  July  futures. 

Mr.  Gates.  What  has  he  got  it  for?  How  does  he  come  to  be  a 
buyer?    Is  he  a  speculator  or  a  hedger? 

Mr.  TiNCHER.  I  understand  about  all  of  them  were  for  delivery, 
from  the  questions.    You  were  talking  about  a  hedge,  as  I  under- 
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stood  at  one  time.  If  he  has  got  his  hedge,  then  he  will  have  to  go 
ahead  and  buy  June,  July,  or  some  other? 

Mr.  Gates.  Oh,  no. 

Mr.  TiNCHBR.  He  can  take  his  loss  in  May. 

Mr.  Gates.  He  will  not  take  a  loss  if  he  hedges.  You  say  he  has 
bouffht  this  hedge,  as  I  understand  it? 

mr.  TiNCHER.  Suppose  he  has  sold  it,  then  ?  Take  it  the  other  way. 
If  he  is  playing,  like  you  say  they  are  figuring,  that  cash  wheat  will 
come  down  in  May. 

Mr.  Gates.  I  understood  you  to  speak  of  a  trader  in  figurine  that 
way.  My  opinion  was  based  on  that  speculative  trade,  not  heaging. 
So,  if  he  is  hedging  S^^^^^  has  bought  cash  grain  above  that  basis, 
then  he  has  not  eliminated  all  the  risk.  I  said  that  the  risk  was  elimi- 
nated as  far  as  it  could  be.  You  can  not  always  get  100  per  cent 
insurance ;  sometimes  you  can  not  get  more  than  60  per  cent  insur- 
ance. In  such  a  case  it  would  not  act  as  100  per  cent  insurance,  Mr. 
Tincher ;  it  would  only  act  as  a  partial  insurance,  and  he  would  still 
have  the  risk  of  changing  the  spread  between  the  price  of  the  cash 
article  and  the  price  of  futures.  That  he  has  not  eliminated.  But  in 
the  ordinary  course  of  merchandising  the  difference  will  not  vary 
a  great  deal  from  day  to  day.  As  one  of  the  dealers  who  testified 
here  stated  that  he  might  lose  half  a  cent  before  he  would  be  able  to 
merchandise,  or  maybe  a  cent;  sometimes  more.  We  do  not  claim 
it  is  absolute  protection,  100  per  cent  insurance,  but  it  is  the  best  in- 
surance that  there  is  in  any  line  of  business  to  eliminate  the  risk  of 
ownership  that  necessarily  exists. 

Mr.  Tincher.  Do  they  keep  a  record  of  the  transactions  on  the 
Chicago  exchange  so  it  would  be  possible  for  some  officer  of  that 
exchange  to  give  us  the  amount  of  wheat  dealt  in  in  the  course  of  the 
year? 

Mr.  Gates.  I  do  not  know  whether  you  were  here  early  in  the  meet- 
ing this  afternoon. 

Mr.  Tincher.  Oh,  yes;  I  was  here  when  you  asked  the  Federal 
Trade  Commission  for  it. 

Mr.  Gates.  We  have  not  got  it ;  otherwise  I  would  not  have  asked 
you  for  it. 

Mr.  Tincher.  Here  is  what  I  was  wondering,  if  there  is  no  way 
you  have  it,  I  was  wondering  how  they  cpuld  get  it. 

Mr.  Gates.  No;  because  we  threw  our  boots  open,  sir,  three  and 
a  half  years  ago,  we  gave  up  the  legal  ri^ht  we  would  have  to  deny, 
those  of  us  who  had  such  a  right,  and  said,  ''  Come  in  and  see  any- 
thing there  is  here,"  and  we  spent  a  good  deal  of  time  with  them. 

I  think  Mr.  Watkins,  who  is  here,  will  agree  that  every  courtesy 
was  shown  the  members.  The  only  time  when  we  had  a  serious 
difference,  as  I  recall,  was  when  they  wanted  us  to  do  some  of  the 
work  which  they  should  not  have  done,  we  thought;  and  we  had  a 
difference  about  that. 

Mr.  Tincher.  The  question  that  I  mean  to  ask  you  about  is  this : 
Your  books  actually  snow  every  transaction  in  the  pit  and  on  the 
board  of  trade  ? 

Mr.  Gates.  Collectively,  the  books  of  all  the  different  companies 
do;  yes,  sir.  But  they  are  private  records  of  the  individuals,  firms, 
and  corporations  that  compose  that  membership. 
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Mr.  TiNCHER.  Right  there,  your  throwing  yearbooks  open  to  the 
Federal  Trade  Commission  would  not  necessarily  give  them  the  in- 
formation that  you  asked  them  to  put  into  the  record  ? 

Mr.  Gates.  Certainly  we  gave  it  to  them ;  gave  them  every  oppor- 
tunity to  get  it. 

Mr.  TiNCHER.  Each  company  turned  their  books  over? 

Mr.  Gates.  Yes,  sir ;  I  do  not  know  of  any  company  who  refused. 

Mr.  TiNCHER.  That  is  what  I  am  trying  to  get  at,  how  they  could 
get  those  figures.  As  I  understand  you,  thev  could  get  the  actual 
volumes  of  that  business  only  by  going  to  the  books  of  each  company 
doing  business  on  that  exchange  and  taking  it  from  their  books? 

Mr.  Gates.  Yes,  sir.  There  was  no  place  where  the  totals  were 
collected.  No  one  knows,  Mr.  Tincher.  I  hope  you  will  believe  me 
on  that.  I  tell  you  as  sincerely  as  I  can  that  we  have  not  that  data, 
either  officially  or  any  individual,  and  we  can  not  get  it.  There  is  no 
power  xmder  our  rules  that  will  enable  us  to  get  that  sort  of  thing  in 
time  of  peace.  We  got  it  in  time  of  war  through  the  operation  of 
war  rule,  and  a  little  stretching  of  that,  possibly.  But  the  members 
stood  for  it.  They  were  willing  to  do  that  when  it  was  a  matter  of 
complying  with  the  Government  regulations  and  protecting  the  good 
name  of  the  association  during  the  war.  But  they  will  not  stand, 
and  I  think  they  have  very  definitely  declared  within  the  last  few 
months  that  they  will  not  stand  for  an  arbitrary  use  of  executive 
power  or  abuse. 

Mr.  TiNCHER.  You  have  talked  about  that  to  your  own  satisfac- 
tion. During  the  war  they  were  not  trading  in  grain  futures,  were 
they? 

Mr.  Gates.  Oh,  yes. 

Mr.  TiNCHER.  I  mean  in  wheat  futures? 

Mr.  Gates.  No  ;  not  in  wheat  futures. 

Mr.  TiNCHER.  The  most  of  the  trading  in  futures  is  wheat  rather 
than  other  grain  ? 

Mr.  Gates.  When  wheat  is  being  traded  in,  I  think  I  have  it  in  the 
record  that  according  to  the  Federal  Trade  Commission  report  in 
the  cause  of  the  decline  in  wheat,  they  stated  some  place  that  about 
50  per  cent  of  the  total  trades  of  all  grains  was  usually  in  wheat. 

Mr.  TiNCHER.  Do  you  know  whether  that  part  of  the  report  re- 
ferred to  futures  or  not? 

Mr.  Gates.  I  understand  that  it  did ;  sir  [reading] : 

Total  trading  appears  to  be  not  much  less  than  the  corresponding  months 
in  period  of  heavy  trading  before  the  war.  But  prior  to  the  war  wheat  nsuaUy 
accounted  for  at  least  half  of  the  total  future  trading. 

Mr.  VoiGT.  How  do  you  account  for  the  fact  that  there  is  not  more 
trading  in  com  when  there  is  a  larger  volume  of  com,  compared  with 
wheat  ? 

Mr.  Gates.  The  marketable  part  of  the  com  crop  is  usually  not 
as  large  as  the  marketable  part  of  the  wheat  crop.  Not  over  20 
per  cent  of  the  com  that  is  raised  ever  leaves  the  county  in  which  it 
IS  grown,  and  in  most  cases  not  over  16  per  cent  of  the  com  that  is 
raised. 

Mr.  VoiOT.  What  percentage  of  the  wheat  crop,  do  you  estimate, 
is  marketed? 
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Mr.  Gates.  All  except  what  is  needed  'for  seed — ^practically  alL 
In  some  years  the^  is  some  fed  on  the  farm,  but  not  very  often. 
But  as  a  usual  thin^  the  price  of  wheat  is  such  that  it  is  sold  and 
feed  grains  bought,  if  necessanr,  rather  than  feed  the  wheat.  There 
have  been  exceptions  to  that;  for  instance,  of  that  poor  quality  crop 
that  I  spoke  of,  I  think  there  was  quite  a  little  more  than  formerly 
fed  on  the  farm,  because  the  wheat  was  of  poor  quality.  It  was 
not  desirable  in  a  merchandising  way  or  for  milling.  A  lot  of  wheat 
was  not  suited  for  milling  that  year. 

Mr.  VoiGT.  What  is  your  opinion,  based  on  the  information  that 
you  have,  as  to  the  amoimt  of  wheat  that  is  sold  in  the  Chicago  board 
m  a  year? 

Mr.  Gates.  Well,  I  would  judge,  from  the  little  I  have — ^I  think 
we  will  get  it  definitely  within  a  few  days — ^maybe  I  can  when  I  go 
over  volume  V,  of  which  I  have  a  copy  here.  But  the  best  I  can 
estimate  is  as  a  maximum^  around  10,000,000,000  bushels  in  the  course 
of  a  year  is  the  total  trading. 

Mr.  VoiGT.  On  the  Chicago  exchange? 

Mr.  Gates.  No  ;  I  would  not  think  that  would  be  on  the  Chica^ 
exchange  only.  It  mi^ht,  though.  Let  us  now,  for  the  sake  of  this 
matter,  suppose  it  is  Chicago  omy. 

Mr.  VoiGT.  What  percentage  of  the  wheat  was  handled  on  the 
Chicago  board  ? 

Mr.  Gates.  Very  little,  sir.  I  explained  that  in  the  natural  evo- 
lution of  the  trade  the  grain  itself  had  sought  the  lines  of  least  re- 
sistance in  going  between  producer  and  consumer,  while  the  hedging 
and  market  had  remained  at  Chicago.  It  is  a  matter  of  evolution 
from  a  time  when  both  the  physical  grain  and  the  hedge  went  through 
Chicam.    Do  I  make  myself  clear  on  that? 

Mr.  VOIGT.  Then  you  mean  to  say  that  the  contracts  do  not  involve 
an  actual  delivery  being  made  on  the  Chicago  board,  notwith- 
standing the  fact  that  the  wheat  passes  through  other  channels  ? 

Mr.  Gates.  Oh,  no;  I  mean  this,  that  the  wheat  which  is  never  ex- 
pected to  move  to  Chicago  physically  is  hedged  in  Chicago.  There 
IS  no  expectation  on  the  part  of  the  hedger  at  the  time  he  makes  that 
contract  for  the  purpose  of  a  contract  grade  of  grain  in  Chicago- 
there  is  no  expectation  in  his  mind  that  he  will  physically  ship  the 
particular  gram  that  he  has  hedged  to  Chicago. 

Mr.  VoiOT.  That  is  what  I  said,  if  you  understood  me.  I  said  that 
the  contract  for  the  grain,  of  which  aelivery  is  not  actually  made,  is 
made  on  the  Chicago  board,  notwithstanding  the  fact  that  the  wheat 
goes  through  some  other  channels? 

Mr.  Gates.  Yes ;  and  very  much  of  that  is  that  way,  Mr.  Voigt. 

Mr.  VoiGT.  Suppose  I  speculate  in  wheat — ^that  is,  I  buy  or  sell ; 
and  it  is  my  impression  that  there  will  be  no  delivery  on  my  con- 
tract ;  that  IS,  I  simply  take  a  flier  in  the  market,  and  that  order  is 
matched  up  with  an  order  on  the  part  of  another  man. 

Mr.  Gates.  What  do  you  mean  by  "  matched  "  ? 

Mr.  VoiGT.  If  I  sell  somebody  has  got  to  buy  ? 

Mr.  Gates.  Yes.  But  there  is  not  any  matcning  of  orders,  except 
in  the  auction  market.  That  is  in  the  rules  that  the  buyer  or  seller 
must  accept  the  first "  bid  "  or  "  offer  "  that  is  made. 
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Mr.  VoiGT.  What  I  am  getting  at  is  this:  Suppose  I  buy  10,000 
bushels  of  wheat  and  put  up  a  margin.  I  do  not  intend  to  deal  in 
that  ^rain  at  all:  I  am  just  speculating  on  the  market.  It  is  my 
intention  that  if  1  get  a  rise  of  profit  I  9,m  going  to  sell  out  and  take 
my  profit.  Suppose  somebody  takes  the  other  side  of  that  deal. 
Of  course,  we  do  not  know  who  he  is,  but  suppose  he  is  a  man  whose 
intentions  are  exactly  like  mine,  and  he  is  speculating  on  the  market. 
We  arejust  betting  against  each  other  in  that  case? 

Mr.  Gates.  If  that  is  your  mental  attitude,  that  is  the  effect  of  it ; 
simply  a  bet,  one  against  the  other.  You  do  not  disclose  your  atti- 
tude. The  chances  are  99  to  1  that  you  will  be  really  performing  a 
service  that  you  do  not  intend  to  perform.  Suppose  your  mental  in- 
tention is  to  gamble.  The  chances  are  99  or  100  to  1  that  you  are,  as 
a  matter  of  lact,  assuming  part  of  a  hedge  that  has  been  put  in  that 
market. 

Mr.  YoiGT.  Some  other  fellow  on  the  other  end  of  the  deal  whose 
intentions  are  just  like  mine? 

Mr.  Gates.  If  you  get  together  and  agree  that  you  will  do  that. 
You  bet  the  market  will  go  up  and  somebody  else  bets  that  the  market 
will  go  down.  But  you  can  probably  do  that  most  anywhere,  because 
it  would  not  be  necessarjr  for  you  to  use  the  machinery  of  the  board  of 
rade  and  pay  for  doing  it.  You  might  get  somebody  else  on  the  out- 
side of  the  board  of  trade  for  that  purpose. 

Mr.  VoiGT.  Providing  I  could  get  a  man  who  would  bet  me  on  my 
terms,  and  the  convenient  place  to  find  that  man  is  on  the  board  of 
trade  or  through  the  board  of  trade. 

Mr.  Gates.  I  should  not  like  to  have  that  go  as  of  record  as  my  as- 
senting to  that,  sir. 

Mr.  V  oioT.  I  want  to  get  your  opinion.  Assuming  that  part  of  the 
deal,  do  you  call  that  speculation  or  do  you  call  that  a  gamble  ? 

Mr.  Gates.  I  call  that  an  intended  gamble,  but  that  intent  is  not  dis- 
closed to  your  agent  who  makes  the  trade  for  you  with  good  intent. 
Do  Tou  ffet  that?  • 

Mr.  "VoiGT.  If  I  go  to  a  broker  in  Chicago  and  tell  him,  "  Here  is 
$1,000.  I  want  to  take  a  flier  in  wheat.  I  want  you  to  buy  me  so  many 
bushels."    He  would  not  object  to  putting  through  that  deal,  would 

he? 

Mr.  Gates.  That  would  depend  on  how  he  ran  his  business.  I  would 
not  take  a  trade  from  any  man  if  he  discloses  to  me  an  intent  to  gamble 
on  it. 

Mr.  VoiGT.  The  fact  is  that  many  men  do  play  the  market  in  just  the 
way  I  have  described? 

Mr.  Gates.  Do  they  disclose  their  intent? 

Mr.  VoiGT.  No ;  without  disclosing  their  intent  to  do  it. 

Mr.  Gates.  And  their  agent  acts  in  good  faith. 

Mr.  Voiot.  I  am  not  speaking  now  about  the  agent  who  makes  the 
contract  in  good  faith.  I  am  assuming  he  is  no£  acting  in  good  faith, 
and  my  order  meets  the  order  of  some  fellow  whose  intention  was 
just  like  mine.  That  happens  every  day  on  the  exchange,  does  it  not, 
that  somebody  speculates  that  way? 

Mr.  Gates.  On,  yes.  Whether  or  not  speculations  in  trade  meet,  it 
would  not  be  a  chance  that  they  might  or  might  not.    The  contracts, 
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huwever,  you  understand,  are  made  by  members  of  the  Chicago  Board 
of  Trade ;  they  are  not  made  by  you ;  they  are  made  for  you. 

Mr.  VoiGT.  I  understand  why  you  operate,  and  I  understand,  I  be- 
lieve, what  your  contract  is.  But  I  was  trying  to  find  out  from  you 
whether  you  call  a  given  transaction  a  gamble  or  a  speculation. 

If  I  deposit  money  with  a  broker  and  tell  him  to  buy  me  so  many 
thousands  bushels  of  wheat,  and  if  my  intention  is  to  make  a  profit  on 
that  wheat,  if  I  can  get  it,  and  not  to  bother  myself  at  all  about  the 
deliverv  of  grain,  what  would  you  call  me,  a  speculator  or  a  gambler? 

Mr.  Gates.  I  think  you  are  a  speculator,  sir.  You  know  that  wheat 
will  change  in  value,  do  you  not  ?  That  is  why  you  want  to  assume  a 
risk  for  the  purpose  of  either  making  money  or  take  the  chance  of 
suffering  the  penalty  of  losing  money  because  of  the  decline.  You 
know  there  is  a  risk  there  and  that  the  market  will  change? 

Mr.  VoiGT.  Surely ;  that  is  the  thing  I  feel  I  am  betting  on.  I  am 
taking  the  risk  on  something  that  I  can  not  control.  Of  course  if 
I  have  got  any  sense  at  all  I  am  using  that  little  sense.  I  may  be 
entirely  wrong  and  think  from  certain  things  I  hear  and  know  that 
(he  market  is  gomg  up,  and  it  may  go  down. 

Mr.  Gates.  I  ou  are  a  speculator,  even  though  you  do  not  expect 
to  be  able  or  that  it  will  be  necessary  for  you  to  wait  for  that  profit 
until  you  actually  get  the  delivery  of  the  grain  in  May.  You  may 
say,  "Now,  I  believe  that  this  wheat  is  going  to  advance  in  the  next 
four  or  five  weeks.    So  I  will  buy  some  wheat  for  May  delivery." 

Mr.  Yoigt.  Let  me  ask  you  about  a  case  like  this :  Here  are  a  half 
dozen  horses  that  are  going  to  run  a  race,  and  we  will  say  I  am  a 
good  horseman.  I  go  and  look  that  string  of  horses  over  and  I  come 
to  the  conclusion  that  one  of  these  six  horses  is  the  best  horse,  and  I 
bet  $100  that  that  horse  is  ^oing  to  win  the  race.  Where  is  the  dif- 
ference between  that  proposition  and  the  man  who  thinks  that  grain 
is  going  up  and  puts  up  his  money  on  that  theory? 

Mr.  Gates.  Dr.  Samuel  Johnson  defined  ^'  gambling ''  as  the  trans- 
fer of  property  without  any  incidental  services.  You  have  not  per- 
formea  any  service  by  taking  the  risk?    You  have  self-imposed  it. 

Mr.  VoiGT.  I  do  not  feel  I  have  performed  any  service  when  I 
made  the  grain  contract. 

Mr.  Gates.  There  is  not  a  risk  there  that  somebody  must  take  in  a 
horse  race.  There  is  no  risk  about  that.  The  raoe  would  go  on  just 
the  same]  it  might  not  come  out  just  the  same.  But  it  would  go  on 
just  the  same  whether  or  not  there  was  any  betting  on  it,  would  it  not! 
You  are  going  to  have  a  horse  race;  no  risk  about  it. 

Mr.  Yoigt.  1  am  using  my  judgment  on  the  outcome  of  that  horse 
race. 

Mr.  Gates.  Well,  but  you  are  not  performing  any  service  by  using 
your  judgment. 

Mr.  VoiGT.  Do  I  perform  any  service  when  I  speculate  in  the  grain 
market? 

Mr.  Gates.  Yes,  sir;  very  decidedly. 

Mr.  VoiGT.  That  is^  this  service  of  insurance  that  you  speak  about? 

Mr.  Gates.  Yes,  sir;  and  if  I  have  not  made  tnat  clear  I  have 
failed  entirely,  sir,  to  show  that  without  that  service  of  the  speculator 
you  can  not  handle  the  crops  a^  at  present  on  the  narrow  margin  for 
the  man  who  actually  handles  it  in  commercial  channels^ 
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Mr.  McLaughlin  of  Michigan.  As  I  understand  it,  Mr.  Voigt, 
you  get  a  broker  to  buy  you  a  thousand  bushels  of  wheat.  Some  two 
gentlemen  on  that  board  have  got  to  enter  into  an  arrangement,  and 
there  is  a  contract  by  which  the  delivery  of  the  real  wheat  can  be 
demanded,  and  you  may  find  it  necessary  to  put  that  thousand 
bushels  of  wheat  you  bought  in  your  pocket  and  take  it  back  to  your 
to^wn, 

Mr.  VoiGT.  No;  I  do  not  have  to.  I  can  close  the  contract  any 
time  I  want  to. 

Mr.  McLaughlin  of  Michigan.  Well,  there  is  a  delivery.  You 
have  to  take  that  wheat  and  put  it  in  your  pocket  and  go  home  with  it. 

Mr.  Gates.  You  could  not  put  it  in  your  pocket  now  if  it  is  bought 
for  delivery  in  May. 

Mr.  McLaughlin  of  Michigan.  In  May  you  will  have  to  go  back 
to  Chicago  and  get  that  wheat. 

Mr.  VoiGT.  I  have  not  seen  anybody  carrying  it  around  in  their 
pockets  in  Chicago. 

Mr.  McLaughlin  of  Michigan.  These  gentlemen  say  it  is  de- 
livered. 

Mr.  VoiGT.  Let  me  ask  you,  suppose  I  bought  a  thousand  bushels 
of  veheat  for  May  delivery.  I  can  always  put  myself  in  a  position 
where  I  do  not  have  to  accept  that  wheat;  is  not  that  true,  by  closing 
out  my  contract? 

Mr.  Gates.  You,  personally;  yes,  sir;  but  your  agent  may  still 
have  to  take  it  for  vou.  He  does  not  necessarily  communicate  with 
you  that  he  has  taken  in  a  thousand  bushels  of  wheat  to-day  and 
delivered  it  out  through  a  sale  that  you  had  with  him. 

Mr.  VoiGT.  No;  but  he  could  simply  resell  that  contract  to  some- 
body else,  could  he  not,  by  paying  the  difference  ? 

Mr.  Gates.  No;  you  can  not  deal  on  differences  that  way. 

Mr.  VoiOT.  As  I  understand,  the  board  is  open  on  the  wheat  busi- 
ness to-day? 

Mr.  Gates.  Yes,  sir. 

Mr.  VoiGT.  Suppose  wheat  is  $1  a  bushel,  or  $2.  I  buy  a  thousand 
bushels  at  $2.  Now,  then,  it  goes  down,  you  say,  to  $1.90.  I  can 
drop  that  transaction  any  time  I  want  to  by  paying  10  cents  a  bushel, 
can  I  not,  and  whatever  the  other  charges  are  ? 

Mr.  Gates.  You  can  sell  that  contract;  yes,  sir. 

Mr.  VoiGT.  And  there  is  somebody  who  takes  my  place,  so  to 
speak  ? 

Mr.  Gates.  Yes,  sir. 

Mr.  VoiGT.  Now,  then,  if  the  gentleman  who  succeeds  me  makes 
5  cents  a  bushel  or  loses  5  cents  a  bushel,  he  can  close  out? 

Mr.  Gates.  Yes,  sir;  he  can  transfer  the  contract  to  somebody  else, 
who  is  opposite,  or  by  a  new  sale. 

Mr.  Voiqt.  So,  then,  there  is  never  any  danger  of  a  man  who  buys 
and  sells  wheat  on  the  future  ever  getting  the  actual  grain? 

Mr.  Gates.  What  do  you  mean  by  "  danger  "? 

Mr.  VoiGT.  He  can  close  out  his  contract  any  time  he  wants  to  ? 

Mr.  Gates.  He  can  make  a  countercontract  of  sale. 

Mr.  VoiGT.  That  is  what  I  mean. 

Mr.  Gates.  On  which  that  grain  can  be  applied. 
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Mr.  VoiGT.  He  can  rid  himself  of  that  transaction  by  paying  the 
difference  any  time. 

Mr.  Gates.  Yes ;  but  his  agent  can  not  rid  himself  of  it  that  wav. 

Mr.  VoiGT.  When  I  close  out  my  transaction,  I  am  through  with  it, 
and  I  do  not  have  to  fill  any  obligation  that  I  may  have  to  deliver 
or  accept  grain. 

Mr.  McLaughlin  of  Michigan.  Can  not  his  agent  relieve  himself 
by  paying  the  difference  ? 

Mr.  Gates.  Not  unless  it  is  acceptable  to  the  other  side  of  the  con- 
tract that  they  shall  settle  those  contracts  which  will  offset  before 
the  time  of  delivery.    He  can  not  be  compelled  to  do  that. 

Mr.  VoiGT.  Is  there  no  board  of  trade  in  Argentina? 

Mr.  Gates.  Not  much  of  a  one.  They  are  supposed  to  have  a  board 
of  trade  down  there,  but  it  is  not  much  of  an  institution. 

Mr.  VoiGT.  Have  they  not  a  market  place  where  grain  is  bought 
and  sold  ? 

Mr.  Gates.  Yes ;  there  is  such  a  place. 

Mr.  VoiGT.  Do  they  deal  in  futures  down  there? 

Mr.  Gates.  Not  to  amount  to  anything;  no  large  amount  of  futures 
are  dealt  in  there,  as  I  understand  it. 

Mr.  VoiGT.  How  do  you  account  for  the  fact  that  in  a  country  like 
Argentina  that  there  is  not  this  same  machinery? 

Mr.  Gates.  Because  the  thing  is  handled  by  four  or  five  fellows 
and  they  control  the  business. 

Mr.  VOIGT.  How  do  you  account  for  the  fact  that  these  four  or 
five  men  can  do  this,  when  I  understood  you  to  say  that  by  allowing 
the  dealing  in  futures  a  man  with  comparatively  small  means  may 
enter  the  business? 

Mr.  Gates.  Yes,  he  may ;  if  you  have  that  kind  of  a  market  where 
he  can  protect  himself;  they  have  not  in  Argentina. 

Mr.  VOIGT.  You  mean  they  do  not  deal  m  futures  at  all  down 
there? 

Mr.  Gates.  They  claim  to  have  an  option  market  or  a  "  bid  "  and 
"  asked"  market,  or  something  of  the  kind,  but  there  is  no  trading 
in  futures  such  aswe  understand  it  in  this  country. 

I  would  ask  that  some  one  who  can  personally  verify  that  testify 
to  it.  My  information  is  simply  hearsay.  I  have  never  been  in 
Argentina,  Congressmen,  and  that  is  my  impression  of  the  trade 
there,  and  that  is  my  belief  about  it. 

The  Chairman.  Is  not  most  of  the  land  in  Argentina  owned  by  a 
few  people? 

Mr.  Gates.  I  understand  there  are  some  very  large  landowners. 
There  is  not  the  general  prosperity  that  there  is  in  a  country  like 
this,  there  is  not  the  average  moderate  wealth,  the  number  ox  per- 
sons  of  modei^ate  means  that  there  is  in  this  country. 

The  Chairman.  I  have  been  told  that  all  t^e  land,  practically,  is 
owned  by  a  very  few. 

Mr.  Gates.  There  is  no  doubt  of  that,  as  I  understand  it,  but  I 
think  Mr.  Griffin  can  better  answer  that  than  I. 

The  Chairman.  How  manv  grades  of  the  deliverable  wheat  on 
contract  are  there  in  Chicago  f 

Mr.  Gates.  I  think  there  are  23,  Mr.  Chairman. 

The  Chairman.  Are  they  fixed  differences  or  commercial  differ- 
ences? 
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Mr.  Gates.  They  are  fixed  differences  at  the  present  time:  yes,  sir. 

The  Chairman.  What  is  the  fixed  difference  now  of  No.  3  and 
No.  2? 

Mr.  Gates.  No.  3  and  No,  2  what? 

The  Chaibman.  Dark  northern  spring  No.  3  and  No.  2. 

Mr.  Gates.  No.  3  dark  northern  spring  and  No.  3  red  spring,  a  dis- 
count of  8  cents  a  bushel. 

The  Chaibman.  Some  one  stated  it  was  8^.  How  about  hard  white 
No.  2? 

Mr.  Gates.  Hard  white  Nos.  1  and  2  at  a  discount  of  5  cents  a  bushel. 

•  The  Chaibmak.  I  was  not  sure  just  what  you  said  about  the  bucket 

shops,  about  the  Quotations.   Are  we  to  understand  the  quotations  did 

not  conform  to  tne  actual  quotations;  was  that  about  the  substance 

of  what  you  said  ? 

Mr.  Gates.  I  do  not  understand  you  fully  now,  Mr.  Chairman. 

The  Chairman.  I  mean  the  quotations  given  on  the  blackboard 
in  the  bucket  shops  ? 

Mr.  Gates.  There  are  not  any  bucket  shops^  so  far  as  I  know. 

The  Chairman.  When  they  were  in  operation  ? 

Mr.  Gates.  When  they  were  in  operation  they  purported  to  be  the 
current  record  of  transactions  which,  as  a  matter  of  fact,  they  were 
not. 

The  Chairman.  They  did  not  always  respect  the  actual  quotations? 

Mr.  Gates.  Oh,  no. 

The  Chairman.  Or  respect  the  market  prices? 

Mr.  Gates.  Oh,  no ;  that  situation  was  this :  That  where  an  ordi- 
nary commission  merchant  has  every  interest  in  protecting  the  inter- 
ests of  the  man  who  trades  through  him,  uses  him  as  his  agent,  in  a 
bucket  shop,  the  interests  of  the  two  are  diametrically  opposite. 
Everything  was  done  in  the  bucket  shops  to  make  the  other  fellow 
lose— that  is,  by  the  operator  in  the  bucKet  shop.  They  simply  had 
a  bet  between  themselves.  If  by  a  manipulation  of  the  supposed 
quotations  he  could  throw  him  out  of  the  market  he  did  it. 

The  Chairman.  They  were  false  representations? 

Mr.  Gates.  Fraud,  pure  and  simple. 

Mr.  MgLaughun  of  Michigan.  Do  you  mean  to  sav  that  the  figures 
put  up  on  the  blackboard  are  not  the  actual  figures  o^red  at  Chicago  ? 

Mr.  Gates.  Where  are  they  put  up  on  a  board — ^in  a  bucket  shop  ? 

Mr.  McLaughlin  of  Michigan.  Yes ;  a  bucket  shop. 

Mr.  Gates.  They  would  put  on  the  blackboard  wheat  $1.45 ;  that 
purports  to  be  the  Chicago  market.  It  probably  purports  to  be  that, 
if  there  is  such. 

Mr.  McLaughlin  of  Michigan.  The  next  morning  when  the  paper 
is  received  we  see  what  the  actual  transactions  on  the  Board  of  Trade 
in  Chicago  were,  and  anyone  who  looks  at  it  will  Imow  whether  those 
figures  on  the  blackboard  the  day  before  in  this  bucket  shop  were 
false. 

Mr-  Gates.  No  ;  their  range  may  agree.  You  would  have  to  go  to 
the  official  records  on  the  JBxchange  to  ascertain  whether  in  the 
bucket  shop  when  they  put  up  such  a  price  at  the  time  it  was  really 
quoted  at  that. 

By  manipulation  of  those  quotations  within  the  range  of  actual 
tracUng  the  bucket-shop  man,  as  I  understand  it,  would  get  his  man 
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in  and  out ;  that  is,  he  encourages  a  man  to  take  a  trade  on  a  very 
small  margin  of  protection,  maybe  a  half  cent  or  a  cent,  in  the  case 
of  the  more  active  market.  Then  they  would  simply  mark  up  a  quo- 
tation that  would  show  it  had  gone  down  that  much  or  up  that  much, 
and  so  jou  are  out;  and  they  take  your  money.  There  was  no 
transaction  about  it. 

Mr.  McLaughlin  of  Michigan.  Could  he  not  see  that  when  the 
paper  comes  out  the  next  day? 

Mr.  Gates.  No  ;  you  can  not  do  that,  because  it  may  be  within  a 
range,  and  there  is  a  chance  for  the  operator  of  the  bucket  shop 
himself  to  manipulate  the  quotations  that  he  posts  which  are  not 
really  quotations  at  all;  simply  a  lot  of  figures  within  the  range  of 
actual  transactions. 

The  Chairman.  Some  one  stated  that  they  simply  stole  the  quota- 
tions from  the  other  man. 

Mr.  Gates.  They  do,  but  they  do  not  always  give  them  the  quota- 
tions in  the  bucket  shop  the  way  they  really  occur. 

The  Chairman.  Did  not  the  quotations  on  the  blackboard  in  the 
bucket  shop  represent  the  Chicago  market,  for  instance,  the  bucket 
shop  in  Iowa?  Were  they  not  what  they  purported  to  be,  say, 
wheat  1.48? 

Mr.  Gates.  I  do  not  know ;  I  never  was  in  one  in  my  life. 

The  Chairman.  I  never  was  in  one  in  my  life  either,  but  I  am 
trying  to  find  out  something  definite  about  them. 

Mr.  Gates.  As  I  understand  it,  they  had  a  fast  wire  that  would 
show  the  actual  quotations,  that  is,  the  wire  that  was  tapped  onto  a 
wire  carrying  quotations. 

The  Chairman.  Did  those  quotations  go  to  the  blackboard  t 

Mr.  Gates.  They  would  get  that  information  and  have  it  for  their 
own  quotations,  and  then  have  a  delayed  wire  on  which  they  would 
run  quotations  within  what  they  knew  was  the  actual  range,  just  to 
suit  meir  conditions  in  getting  the  customers  in  and  out. 

The  Chairman.  Just  manipulation  of  the  ouotations? 

Mr.  Gates.  Yes ;  purely ;  and  the  great  difference  is  this,  that  no 
commission  merchant  on  a  real  market  has  any  desire  to  do  other 
than  the  best  he  can  for  the  man  he  has  as  a  customer  or  client.  He 
gives  him  the  best  service  he  possibly  can.  His  interest  is  to  protect 
so  far  as  he  can  the  interests  of  that  client;  whereas  in  the  bucket 
shop ;  that  is,  if  there  were  no  differences  so  far  as  the  economic  end 
of  it  is  concerned — in  a  bucket  shop  the  interest  of  the  keeper  of  the 
bucket  shop  and  the  interests  of  the  supposed  client  are  at  odds  all 
the  time,  one  loses  and  the  other  wins.  The  bucket-shop  keeper  does 
try  his  best  by  every  crooked  means  to  make  his  customer  lose. 

The  Chairman.  You  said  something  about  the  limitations.  You 
are  opposed  to  limitations  in  speculation  ? 

Mr.  Gates.  Mr.  Chairman 

The  Chairman  (interposing).  Not  limitation  on  hedging,  but  out- 
side of  the  hedging. 

Mr.  Gates.  Mr.  Chairman,  we  tried  limitations  during  the  war. 

The  Chairman.  What  was  it? 

Mr.  Gates.  Two  hundred  thousand  bushels.  That  was  a  time 
of  extremely  inadequate  transportation,  when  there  was  the  thougrht 
that  there  might  be  a  chance  to  manipulate  in  a  very  narrow  market ; 


FUTURE  TRADING.  567 

that  is,  I  suppose  that  that  is  the  reason  for  it.  We  were  asked  to 
put  on  a  limit  because  the  market  was  advancing,  and  in  aU  the 
trades  on  all  the  books  of  the  houses  in  the  whole  market  I  think 
there  were  something  like  26  accounts  that  were  affected,  and  the 
market  did  not  change  its  general  trend  when  the  limit  was  put  on. 
Yet  in  the  following  year,  when  it  was  taken  off,  it  did  not  change  its 
general  trend.  In  otW  words,  those  artificial  interferences  donot 
really  affect  the  price,  but  they  do  interfere  with  the  individual  right 
of  contract. 

The  Chairman.  The  regulation  also  restricted  speculation.  The 
restriction  might  be  severe,  but  suppose  it  was  400,000  or  500,000. 
Should  there  not  be  some  limit  somewhere? 

Mr.  Gates.  Mr.  Chairman,  that  is  a  question  which  only  recently 
has  been  broached  to  us  in  any  way,  except  as  a  war-time  measure. 
We  are  not  ready  to  say  at  all  that  we  think  it  is  wise  to  put  such 
a  limit  on  trading  in  times  of  peace. 

Mr.  Steenerson.  I  will  say  that  I  have  been  very  much  interested 
in  this  discussion  of  this  future  trading,  and,  in  the  first  place,  I 
want  to  ask  if  this  hedge  that  you  mention  so  often  covers  both  the 
sale  and  the  purchase — that  is,  a  man  who  has  a  hundred  thousand 
bushels  in  his  elevator  on  hand  and  sells  it  for  future  delivery,  he 
hedges,  does  he  not  ? 

Mr.  Gates.  Yes ;  that  is  what  we  call  a  hedge ;  that  is  one  side  of 
the  hedge. 

Mr.  Steenerson.  A  man  who  buys  that  100,000  bushels  from  him 
sells  it  again;  is  that  also  a  hedge?  If  I  buy  a  thousand  bushels  of 
wheat  from  jou  and  you  actually  deliver  it  to  me,  is  it  my  property? 
I  am  assuming  I  have  an  elevator  and  I  have  certain  wheat  in  the 
elevator,  and  to  sell  100,000  bushels  to  you  on  future  delivery. 

Mr.  Gates.  Yes,  sir ;  and  I  buy  it. 

Mr.  Steenerson.  But  you  do  not  get  the  wheat. 

Mr.  Gates.  You  have  the  wheat  m  your  possession.  When  I  sell 
it  I  sell  the  same  right  that  I  have  when  I  bought  it  from  you. 

Mr.  Steenerson.  It  simply  transfers,  as  you  explained  awhile  ago, 
the  right  that  you  had  to  the  other  man  ? 

Mr.  Gates.  Y  es,  sir ;  passes  it  along ;  that  is,  so  far  as  its  service 
in  the  hedging  are  concerned. 

Mr.  Sn^NERsoN.  Those  transactions  are  included  in  the  term 
"  hedge,"  however  numerous  they  may  be.  That  man  may  trans- 
fer  

Mr.  Gates.  Wait  just  a  minute.  This  man  who  bought  it  and  sold 
it  may  be  a  speculator.  You  are  not  hedging;  you  are  not  hedging 
anything/   I  sell  you  100,000  bui^els. 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  I  am  hedging ;  I  have  got  wheat  in  my  elevator,  we  will 
say.  You  are  a  speculator ;  you  are  willing  to  carry  that  risk  a  little 
while.  If  you  find  that  it  is  going  to  cost  you  a  loss,  you  may  want 
the  other  fellow  to  take  part  of  the  loss,  so  you  will  sell  that  contract 
you  have  bought  of  me  to  somebody  else ;  that  is  the  effect  of  it. 

Mr.  Steenerson.  Of  that  original  amount  of  wheat? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  And  it  is  all  included  in  the  operation  termed 
"  hedging  "  ? 
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Mr.  Gates.  No^  they  do  not  call  this  other  hedging;  they  call  one 
side  of  it  speculatingand  the  other  side  hedging. 

Mr.  Steeiterson.  xhe  term  ^^ hedging"  is  limited  to  the  man  who 
has  wheat  on  hand  and  seUs  it  to  prot^  himself  against  loss  in  the 
price? 

Mr.  Gates.  That  is  so  far  as  the  selling  hedge  is  concerned. 

Mr.  Steenekson.  Is  there  a  buying  hedge  t 

Mr.  Gates.  Oh,  yes ;  the  exporter. 

Mr.  Steenerson.  When  does  that  occur? 

Mr.  Gates.  The  exporter  gets  the  bid  from  the  other  side  to-day. 
He  may  accept  that  bid,  and  immediately  want  to  protect  himself.  So 
he  wires  ana  buys  for  future  delivery  until  he  can  accumulate  the 
actual  wheat  of  the  particular  kind  that  is  called  for  in  his  contract 
for  export ;  and  the  buyer  may  do  the  same  way. 

Mr.  Steexerson.  There  is  hedging  done  both  on  the  so-called  long 
and  short  side  of  the  market? 

Mr.  Gates.  Oh,  yes,  sir ;  depending  on  what  the  man's  cash  trans- 
action is. 

Mr.  Steenerson.  Tou  spoke  a  while  ago  about  a  limitation  on  the 
future  price  of  barley,  which  was  placed  by  the  Goyemment,  I  be- 
lieve.   Do  you  recall  that? 

Mr.  Gates.  I  do  not  recall  any  such  thing  in  barley ;  there  was  in 
com. 

Mr.  Steenerson.  Was  it  com  ? 

Mr.  Gates.  You  mean  where  we  limited  the  price  to  $1.28  ? 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  And  then  the  cash  price  went  up  to  $1.60? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  Was  that  barley? 

Mr.  Gates.  No,  sir ;  that  was  com. 

Mr.  Steenerson.  Was  that  a  Government  regulation  ? 

Mr.  Gates.  It  was.  We  did  it,  but  my  understanding  was  that  the 
suggestion  was  made  by  the  Government  agents  that  we  do  some- 
thing to  prevent  an  advance. 

Mr.  Steenerson.  Just  state  what  that  order  was. 

Mr.  Gates.  I  have  no  personal  knowledge  of  that,  and  could  not 
testify  to  it.    I  was  not  an  officer  of  the  board  at  the  time. 

Mr.  Steenerson.  I  simply  want  you  to  explain  just  what  it  was. 

Mr.  Gates.  Well,  I  would  think  that  someone  else  who  will  follow 
may  be  in  a  better  position  to  do  that  for  you. 

Mr.  Steenerson.  I  do  not  think  there  need  be  any  hesitancy.  We 
do  not  want  to  i^o  into  anything  except  what  is  fair  and  right. 

Mr.  Gates.  Here,  Mr.  Congressman:  We  have  several  men  here 
who  are  available  and  who  are  men  who  have  been  in  official  posi- 
tions at  different  times  during  the  war,  and  each  man  knows  best 
aibout  the  time. 

Mr.  Steenerson.  I  was  not  going  that  deep.  I  was  simply  going 
to  ask  again,  if  this  order  was  issued  either  by  reason  of  the  Gov- 
«4mment's  suggestion  or  by  the  organization  itself  that  the  future 
price  of  com  should  be  $1.28. 

Mr.  Gates.  The  value  of  the  contract  for  future  delivery  was 
limited  to  that.  Trading  was  prohibited  in  that  grain  for  those  de- 
liveries above  that  price. 
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Mr.  Steenebson.  How  lon/^  in  the  future  did  that  operate ;  was  it 
four  months  or  two  months? 

Mr.  Gates.  Several  months,  I  think. 

Mr.  Steenebson.  Do  you  remember  what  month,  May  delivery  or 
what? 

Mr.  Gates.  I  think  the.  regulation  limiting  that  price  was  put  on 
in  July,  and  the  contract  terminated  in  December  and  May  following. 

Mr.  Steenebson.  And  during  that  time  you  say  the  cash  price 
went  up ? 

Mr.  Gates.  The  cash  price?  I  do  not  know  whether  I  said  it 
went  up. 

Mr.  Steenebson.  To  $1.60. 

Mr.  Gates.  It  ranged  between  $1.60  and  $2;  it  never  was  lower 
than  $1.60  or  higher  than  $2. 

Mr.  Steenebson.  What  was  the  cash  price  when  this  restriction  on 
the  future  price  was  made? 

Mr.  Gates.  You  understand  the  diflFerence  between  those,  Con- 
gressman—one in  July,  when  you  are  drawing  in  the  old  crop,  and  the 
prices  of  the  old  crop  as  compared  with  the  wet  new  corn  are  usually 
better  than  they  are  for  the  new  corn.  The  price  for  December  de- 
livery had  not  advanced  to  $1.28  at  that  time. 

Mr.  Steenebson.  Oh,  I  see. 

Mr.  Gates.  But  as  they  came  along  in  the  fall,  through  August 
and  September  and  October,  November,  and  December,  at  no  time 
did  the  cash  article,  either  of  the  old  crop  or  the  new  crop,  sell  below 
$1.60,  and  sold  as  high  as  $2;  while  the  possibilities  of  an  advance  in 
the  contract  for  future  delivery  were  limited.  ^  In  other  words,  it  was 
a  contract  which  was  limited  m  its  possibilities  on  one  si^e. 

Mr.  Steenebson.  And  then  it  would  seem  that  the  limitation  on 
the  future  contract  price  had  something  to  do  with  the  fluctuation 
of  the  cash  price? 

Mr.  Gates.  It  had  this  to  do  with  it,  sir,  that  it  was  absolutely 
unsatisfactory  as  a  hedging  market;,  and,  consequently,  the  com- 
modity itself  was  handled  purely  on  a  basis  of  merchandise  and  very 
little  hedging. 

Mr.  Steenebson.  I  am  simply  asking  what  you  think  about  it.  I 
am  asking  your  theory  about  it.     ^ 

Mr.  Gates.  It  was  not  the  service  at  all;  it  was  simply  a  matter 
of  keeping  the  machinery. 

Mr.  Steenebson.  Supposing  that  you  had  been  unrestricted,  what, 
in  your  judgment^  would  have  been  the  difference  between  cash  price 
and  the  future  price  of  com  during  that  ijeriod  ? 

Mr.  Gates.  1  think  it  would  have  continued  as  it  did  continue  for 
a  time.  But  as  you  more  nearly  approached  the  period  of  delivery, 
it  would  have  more  nearly  reflected  tne  cash  situation. 

Mr.  Steenebson.  Durmg  the  last  two  or  three  months  what  has 
been  the  status  of  the  cash  price  of  wheat  and  the  price  of  future 
wheat? 

Mr.  Gates.  It  has  been  for  the  most  time — all  wheat  of  contract 
grade — at  a  premium  over  the  future  price.  But  that  was  not  true 
as  we  came  into  December. 

Mr.  Steenebson.  What  is  it  to-day  ? 

Mr.  Gates.  I  do  not  know,  sir ;  I  am  not  in  touch  with  it. 
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Mr.  Stebnerson.  Well,  in  the  few  days  past,  when  you  did  know — 
was  the  future  higher  than  the  cash? 

Mr.  Gates.  No,  sir ;  it  was  lower. 

Mr.  Steenerson.  Ix)wer  the  last  you  knew  about  it? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  What  is  the  most  distant  future  ? 

Mr.  Gates.  May  wheat. 

Mr.  Steenerson.  When  you  left  Chicago  you  knew  about  what  the 
price  was,  a  few  days  ago.    What  was  the  difference? 

Mr.  Gates.  It  has  been  quoted  for  some  time. 

Mr.  Steenerson.  Cash  $2.08  Chicago  and  May  wheat? 

Mr.  Gates.  I  would  not  like  to  give  it  for  tne  record  as  to  what 
the  prices  were  in  Chicago  yesterday,  because  I  do  not  know. 

Mr.  VoiGT.  It  was  $1.74. 

Mr.  Gates.  Do  you  know  the  cash  price  was  $2.04?  I  do  not  want 
to  testify  without  knowing  definitely. 

Mr.  Steenerson.  At  any  rate,  it  is  considerably  lower,  May  wheat 
than  cash  wheat? 

Mr.  Gates.  Yes,  sir ;  I  think  that  is  a  fair  assumption. 

Mr.  Steenerson.  Do  you  think  that  a  limitation  on  the  future 
wheat  sales  would  affect  the  cash  price? 

Mr.  Gates.  What  kind  of  a  limitation? 

Mr.  Steenerson.  You  said  that  you  had  a  rule  that  no  man  should 
offer  to  sell  May  wheat  for  less  than  the  present  cash  price  of  wheat 

Mr.  Gates.  Oh,  you  mean  there  should  be  a  limitation  that  wheat 
should  never  be  traded  in,  either  by  buyer  or  seller,  for  future  de- 
livery at  any  price  below  the  price  prevailing  for  cash  wheat  on  the 
day  the  trade  is  made ;  is  that  it? 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  I  do  not  believe  that  that  would  work  well  at  all.  I 
do  not  believe  that  you  can  really  affect  conditions.  You  can  disor- 
ganize the  trade  by  putting  in  the  limitations,  but  you  can  not  make 
the  machinery  do  any  better  work. 

Mr.  Steenerson.  I  should  judge  that  probably  the  experience  you 
had  with  corn,  that  trading  in  future  in  wheat  does  affect  the  cash 
price  of  wheat. 

Mr.  Gates.  TTiere  was  evidence  that  it  does  not  affect  the  price 
there — the  cash  corn  was  absolutely  independent  of  the  future. 

Mr.  Steenerson.  Yes ;  but  in  that  case  the  future  trading  was  lim- 
ited to  a  certain  price? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  What  do  you  think  would  have  been  the  differ- 
ence if  there  had  been  no  limitation  on  the  future  price  of  com? 

Mr.  Gates.  I  think  that  it  would  have  gradually  become  nearer, 
sir. 

Mr.  Steenerson.  The  cash  price  would  have  been  the  same  as  it 
was? 

Mr.  Gates.  Yes ;  it  would  have  gradually  become  nearer,  sir. 

Mr.  Steenerson.  The  cash  price  would  have  been  the  same  as  it 
was? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  And  continued  from  day  to  day?^ 

Mr.  Gates.  Oh,  yes;  not  absolutely  the  same,  but  similar. 
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Mr.  Steenerson.  The  restriction  had  no  influence  upon  the  cash 
price  of  corn  in  those  cases  ? 

Mr.  Gates.  Mr.  Congressman,  so  far  as  I  see  it,  the  cash  price 
corresponds  to  a  thermometer,  which  is  an  actual  register  to-day;  in 
so  far  as  the  future  price  affects  speculation,  in  so  far  as  it  does,  it 
i-eflects  the  attitude  of  a  barometer,  instead  of  a  thermometer.  It  in- 
dicates the  prospect — a  probability,  but  not  a  certainty — because  the 
barometer  you  can  not  always  go  by  when  it  says  it  is  going  to  be  a 
fair  day.  You  can  not  always  depend  on  that  estimate  of  future  as 
being  what  it  will  actually  be  at  that  time,  but  you  know  that  you 
can  make  your  commitments  based  on  that.  You  can  buy  such  a  con- 
tract and  be  sure  of  your  filling  your  merchandising  contract  on  that 
basis  when  it  matures. 

Mr.  Stebnerson.  As  I  understand  it,  there  was  a  spread  between 
the  cash  wheat  and  future  wheat  in  Chicago  up  to  the  time  that  the 
cash  wheat  and  the  future  wheat  price  in  Minneapolis  became  iden- 
tical, and  that  it  was  wiped  out  in  Chicago  also  by  shipping  wheat 
from  Minneapolis. 

Mr.  Gates.  Some  came  in  from  Minneapolis  and  some  came  in 
from  Canada;  it  was  coming  from  the  Northwest. 

Mr.  Steenerson.  The  spread  between  future  and  cash  was  wiped 
out. 

Mr.  Gates.  Between  the  future  that  was  maturing.  You  see,  one 
becomes  the  other,  if  you  please. 

Mr.  Steenerson.  Oh,  but  the  difference  between  the  distant  future 
remained  the  same,  still  lower? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  Then,  of  course,  when  the  future  option  matures 
it  will  have  to  be  the  same  as  cash? 

Mr.  Gates.  Sure. 

Mr.  Steenerson.  But,  suppose  that  it  affected  the  unmatured  fu- 
tures also,  when  the  spread  between  cash  and  future  wheat  was  either 
wiped  out  or  very  nearly  so. 

Mr.  Gates.  I  do  not  know  as  I  can  make  it  plain. 

Mr.  Steenerson.  Well,  assume  that  there  is  a  difference  between 
May  wheat  and  cash  wheat  to-day  in  Chicago? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  Of  15  cents  a  bushel.  Supposing  to-morrow  that 
cash  wheat  and  May  wheat  are  the  same,  which  might  happen  if  they 
thought  the  scarcity  of  wheat  in  May  would  be  great.  Then  the  price 
of  cash  wheat  would  go  up,  would  it  not  ? 

Mr.  Gates.  No;  not  necessarily  go  up;  the  price  of  the  future 
might  come  up  and  the  cash  stay  still.  They  get  together,  but  there 
are  different  ways  of  getting  together:  sometimes  each  half  way  or 
part  of  the  way ;  sometimes  one  comes  all  the  way  this  way ;  sometimes 
the  other  comes  down  to  this.    You  see  what  I  mean? 

Mr.  Steenerson.  The  man  who  has  got  a  million  bushels  of  wheat 
on  hand,  he  can  keep  it  by  paying  storage  and  interest  and  delivery 
next  May  on  May  options  ? 

Mr.  Gates.  As  a  business  proposition  he  would  not  do  it.  He  will 
merchandise  that  wheat;  it  will  go  on  in  commerce. 

Mr.  Steenerson.  Is  thiere  any  logical  reason  why  the  future  op- 
tion, say,  is  fixed,  say,  in  April  now  it  should  be  lower  than  the  cash. 
There  is  no  wheat  thrashed  between  now  and  the  1st  of  April? 
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Mr.  Gates.  No  ;  but  it  is  expected  there  will  be  large  quantities  of 
Argentine  wheat  moved  in  commerce.  A  slackening  oi  the  export  de- 
mand from  here  would  be  a  retarding  factor,  would  it  not? 

Mr.  Steenerson.  I  suppose  so. 

Mr.  Gates.  I  am  not  m  touch  with  the  actual  market  conditions 
now,  and  I  have  not  been  watching  the  market  intimately  for  two 
years;  otherwise  I  would  talk  this  with  you.  I  was  only  wishing 
1  had  studied  the  market  as  it  is  now  enough  to  describe  the  situation. 

Mr.  Steenersok.  I  was  goin^  to  ask  one  more  question,  and  that  is 
whether  in  your  observation  this  spread  between  the  cash  and  future 
wheat  so  that  the  future  wheat  is  lower  than  the  cash  is  the  usual 
thing  in  your  observation  of  the  market  for  these  vears,  or  is  it  the 
rule  that  the  future  delivery  is  higher  than  the  casn? 

Mr.  Gates.  There  is  not  any  rule  about  it ;  a  great  deal  of  the  time, 
however,  the  cash  is  at  a  discount  under  the  future. 

Mr.  Steenerson.  Yes ;  because  of  the  cost  to  store  it  and  keep  it. 

Mr.  Gates.  And  because  there  is  usually  a  surplus  in  commercial 
hands  to  hedge  in  that  way  and  carry  it  for  a  future  demand.  The 
amount  in  conmiercial  hands  is  small  to-day;  I  tried  to  point  that 
out. 

Mr,  Stebnerson.  Yes. 

Mr.  Gates.  That  is  relatively  small.  I  do  not  mean  exceedingly 
small,  but  as  this  wheat  was  moving  during  the  fall  it  went  largely 
for  export.  Of  course,  in  the  last  six  months  we  have  used  up  in  the 
homes,  we  will  say,  275,000,000  bushels  of  wheat  to  feed  ourselves 
during  the  last  six  months.  There  have  been  200,000,000  bushels 
moved  for  export  since  the  1st  of  July.  The  commercial  stocks  in 
this  country  are  small.  The  ordinary  stocks  to  carry  us  through  in 
commercial  hands /  J'  S 

Mr.  Stebnerson.  Let  us  account,  in  your  theory,  for  the  lower  price 
of  futures  to-day  than  for  cash,  that  the  amount  of  wheat  in  store 
available  for  immediate  use  is  small! 

Mr.  Gates.  No  ;  that  is  not  it 

Mr.  Stebnerson.  What  is  it? 

Mr.  Gates.  There  is  not  the  storage  charge  on  it;  there  is  not  any- 
body simply  carrying  it  as  a  matter  of  storing  it.  People  are  mer- 
chandising it  as  rapidly  as  they  can  or  people  are  grinding  it  as  fast 
as  orders  permit.  But  the  speculative  element,  let  us  say,  believe  and 
is  willing  to  commit  itself  m  contracts,  to  the  delivery  of  wheat  at 
less  because  the  speculative  element  feels  that  those  commercial  stocks 
are  not  unusually  small,  and  there  is  more  coming  from  the  farm  and 
that  there  will  not  be  as  great  a  demand  for  it  as  at  present,  and  that 
Argentine's  crop  will  supply  the  rest  of  the  world,  and  then  they  have 
all  sorts  of  ideas  as  to  what  may  do  it.  I  have  not  any  definite  infor- 
mation on  that  point. 

Mr.  Stebnerson.  You  have  stated,  I  believe,  that  this  future  trading 
of  all  classes  tends  to  stabilize  the  price  ?  ^ 

Mr.  Gates.  Yes,  sir ;  I  say,  in  normal  times,  that  has  a  tendency  to 
stabilize  prices. 

Mr.  SiEENERsoK.  But  do  you  refer  then  to  cash  price  or  to  future 
price,  also? 

Mr.  Gates.  I  refer  to  both,  sir,  because  the  future  helps  steady  the 
cash  as  a  usual  thing. 
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Mr.  Ste&n:brson.  By  stabilizing,  it  does  necessarily  steady  it;  it 
might  reduce  it.  Stabilizing  means  to  either  prevent  it  going  very 
hiffh  or  very  low,  does  it  not? 

Mr.  Gates.  That  is  my  idea ;  yes. 

Mr.  Steenerson.  And  that  influence  is  asserted  by  the  future  trad- 
ing, as  you  understand  it  ? 

Mr.  Gates.  I  think  that  is  a  fair  statement.  I  think  that  the 
chart  of  what  it  is  done  proves  it,  as  compared  with  when  it  is  not 
present  as  a  factor. 

Mr.  Steenekson.  And  the  amount  of  future  sales  of  wheat  in  this 
speculative  market  is  simply  dependent  upon  the  judgment  of  the 
bidders,  or  those  who  use  wheat  and  buv  it;  that  is,  if  they  think  it 
is  going  to  be  a  big  crop,  quotations  from  Argentine  indicate  that; 
they  are  bears,  and  try  to 

Mr.  Gates  (interposing).  You  are  trying  to  speak  of  them  as  a 
class,  as  though  they  all  went  together,  one  way  or  the  other  ? 

Mr.  Stbenerson.  I  did  not  intend  to  do  wrong.  You  can  explain 
in  your  own  way  how  it  operates. 

Mr.  Gates.  There  is  no  such  situation.  There  is  always  the  con- 
flict of  opinion  based  on  more  or  less  definite  information  or  judg- 
ment. 

Mr.  Stebnbrson.  Of  course,  I  understand  that  there  are  bears  and 
bulls  on  the  board  of  trade  all  the  time. 

Mr.  Gates.  They  are  called  that. 

Mr.  Stebnerson.  But  they  may  be  more  numerous  on  the  bear  side 
lust  at  the  present  moment,  because  of  the  prospect  of  a  big  crop  or 
pig  importations,  and  that  has  influenced  on  the  cash  side  by  stabiliz- 
ing it. 

Mr.  Gates.  I  do  not  think  you  could  say  that  it  is  now.  I  sav  this, 
Congressman :  We  are  not  back  to  normal  yet ;  we  are  still  unaer  the 
influence  of  these  British  buying  commissions.  I  have  said  all 
through  that  we  can  not  expect  to  have  the  markets  function  nor- 
mally while  we  still  have  abnormal  conditions  in  the  wheat  market. 

Mr.  Stbenerson.  Yes. 

Mr.  Gates.  We  have  it  more  in  the  wheat  market  than  we  have 
in  the  oats  and  corn  market. 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  Why?  Because  the  influences  that  come  in  there  are 
more  interested  in  wheat,  if  you  please,  than  they  are  in  the  other 
grains. 

Mr.  Steenerson.  They  are  largely  artificial,  such  as  the  activity  of 
private  buying  for  export? 

Mr.  Gates.  I  think  that  is  a  material  factor,  sir. 

Mr.  Steenerson.  If  the  Governments  of  Europe,  like  France,  Eng- 
land, Belgium,  and  Switzerland,  stepped  out  of  the  wheat  business 
and  allowed  private  buyers  to  come  in  there  it  would  be  different? 

Mr.  Gates.  We  would  hold  a  thanksgiving  service. 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  You  would  see  the  situation  remedy  itself  if  left  to 
itself. 

Mr.  Steenerson.  So  far  as  hedging  in  wheat  is  concerned,  there 
is  very  little  competition  when  the  Government  continues  to  do 
business  than  private  business? 
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Mr.  Gates.  Yes;  now  in  and  now  out.  For  instance,  you  may 
recall  that  Senator  Gronna,  at  a  hearing  before  the  Senate  Com- 
mittee on  Agriculture  about  a  year  ago,  lound  that  the  tremendous 
fluctuations  m  the  prices  of  wheat  were  in  the  Northwest  particu- 
larly. 

Mr.  Steenerson.  Yes,  sir. 

Mr.  Gates.  But  that  was  true  all  over  the  country,  as  that  chart 
will  show.  We  did  not  any  of  us  know  just  then  what  the  trouble 
was.  We  found  out  later,  in  April.  A  man  came  back  from  the  other 
side  and  said  that  at  that  particular  time  the  British  commission 
had  decided  to  drop  out  of  the  market  in  this  country  for  30  days, 
hoping  by  so  doing  to  influence  the  market  in  Argentine  so  that  they 
might  secure  their  Argentine  supplies  at  a  lower  price  than  other- 
wise. They  withdrew  from  our  market.  Our  merchants,  finding  no 
buyers,  some  became  panicky  and  wished  to  dispose  of  their  wheat, 
and  down  went  the  price.  There  was  no  hedge,  no  protection.  If 
hedged  now  it  would  not  be  full  protection.  I  think  I  have  ex- 
plained that.  We  are  not,  under  these  conditions,  going  to  get  100 
per  cent  insurance.  But  the  only  protection  at  that  time  was  the 
guaranteed  minimum  price,  which  was  away  down  below  the  price 
of  cash  wheat,  and  we  had  fluctuations  such  as  we  never  had  in  nor- 
mal times;  never  had  When  we  had  the  market  open,  excepting  in 
war. 

.  Mr.  Steenerson.  You  mentioned  awhile  ago  that  the  British  com- 
mission also  ceased  buying  last  July. 

Mr.  Gates.  They  did,  sir. 

Mr.  Steenerson.  And  they  not  only  ceased  buying  American 
wheat  but  Canadian  wheat? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  And  all  wheat.  Did  that  have  a  similar  effect 
onthenrice? 

Mr.  Gates.  I  believe  that  it  had  a  very  material  effect. 

Mr.  Steenerson.  What  was  it? 

Mr.  Gates.  Let  us  see  what  the  situation  was  as  you  approach  that 
particular  time :  July  29  was  the  day  they  dropped  out  of  the  market  ? 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  Here  is  No.  2  hard  winter  wheat  selling  on  the  22d  at 
$2.75,  $2.80 ;  on  the  23d,  $2.85 ;  24th,  $2.85 ;  on  the  27th,  $2.75 ;  on  the 
28th,  $2.66  to  $2.68;  on  the  29th,  $2.58  to  $2.64;  on  the  30th,  $2.51  to 
$2.53 ;  and  on  the  31st,  $2.30. 

Mr.  Steenerson.  That  is  a  50-cent  drop? 

Mr.  Gates.  Yes ;  that  is,  for  1920. 

Mr.  Steenerson.  And  this  falling  out  of  the  market  occurred  just 
on  the  eve  of  the  Canadian  crop  being  moved,  did  it  not?  That  crop 
was  harvested  in  August? 

Mr.  Gates.  I  think  it  was  later  than  that.  These  northwestern 
men  can  tell  you. 

Mr.  Steenerson.  I  live  right  on  the  border.  It  is  probably  the 
15th  of  August  to  the  15th  of  September? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  So  it  was  shortly  before  the  Canadian  crop  was 
ready  to  move? 

Mr.  Steenerson.  And  did  it  not  resume  when  the  Canadian  crop 
was  ready  ? 
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Mr.  Gates.  No. 

Mr.  Steenerson.  Have  they  resumed  yet,  do  you  know  ? 

Mr.  Gates.  Yes;  they  began  to  buy  some  time  along  about  the 
middle  of  November  J[  think,  but  not  heavily. 

Mr.  Steenerson.  Do  you  not  think  that  necessarily  diverted  the 
Canadian  wheat,  which  had  to  be  sold,  to  the  United  States  instead  of 
it  ficoing  to  their  ordinary  buyers?  If  they  did  not  buy,  they  had  to 
sell  somewhere. 

Mr.  Gates.  That  may  be.  The  Canadian  wheat  began  to  seek  a 
market  in  this  country ;  if  there  had  been  a  market  abroad,  it  would 
have  gone  abroad. 

Mr.  Steenerson.  That  market  was  shut  oflf  ? 

Mr.  Gates.  Sure.  It  was  cut  off  from  that  market,  and  that  is 
why  it  came  here. 

Mr.  Steenerson.  What  tendency  did  that  have  in  the  price?  Did 
that  help  ? 

Mr.  Gates.  I  think  that  had  a  very  decided  tendency  to  affect  the 
price  downward. 

Mr.  Steenerson.  And  that  probably  explains  this  scak  of  prices 
to  which  you  have  referred  to  there  from  $2.80? 

Mr.  Gates.  I  think  that  is  a  fair  assumption. 

Mr.  Steenerson.  To  $2.30? 

Mr.  Gates.  Yes.  I  just  want  to  say  this :  That  the  markets  were 
very  difficult  to  reestablish  or  attempt  to  reestablish  under  condi- 
tions in  which  the  foreign  Governments  were  still  in,  and  I  so  stated 
two  years  ago  before  this  committee.  We  said  that  we  wanted  an 
open  market  when  the  business  could  be  returned  to  merchants  on 
both  sides. 

Mr.  Steenerson.  I  understand. 

Mr.  Gates.  But  the  provision  of  the  guaranty  bill  was  that  it  was 
to  be  the  duty  of  the  President  to  provide  for  and  to  permit  the  free 
and  open  market  at  the  expiration  of  the  guaranty  period. 

Mr.  Steenerson.  Yes. 

Mr.  Gates.  In  other  words,  June  1;  and  I  think  that  the  wheat 
director  felt  that  he  had  complied  with  that  when  he  called  a  meeting 
of  the  trade  and  insisted  that  we  must  try  and  furnish  these  facilities. 

Mr.  Steenerson.  Yes.  But  you  had  a  very  difficult  job  to  contend 
with  these  influences? 

Mr.  Gates.  Yes,  sir;  we  had. 

Mr.  Steenerson.  You  have  made  a  statement  here  about  the  rules 
of  the  exchange  against  those  who  seek  to  manipulate  prices;  that 
you  are  after  the  man  who  manipulates  prices  downward,  and  also 
occasionally  where  he  manipulates  them  upward,  or  vice  versa.  You 
remember  you  spoke  of  that? 

Mr.  Gates.  Yes. 

Mr.  Steenerson.  In  those  cases  you  have  operating  and  private 
speculators? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  But  in  this  case  you  had  to  contend  with  con- 
solidated Government  agencies  of  the  greatest  and  richest  countries 
in  Europe? 

Mr.  Gates.  We  had,  sir. 
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Mr.  Steenerbon.  And  therefore  you  can  not  help  this  manipula- 
tion. Now,  as  a  matter  of  fact,  this  appears  very  close  to  manipula- 
tion of  markets,  does  it  not  ? 

Mr.  Gates.  It  does.  You  may  say,  then,  that  it  has  not  been 
through  manipulation  of  the  futures  market.  It  has  been,  if  at  all, 
through  a  manipulation  of  the  cash  market  by  concentrated  buyers. 
It  has  not  been  due  in  any  respect  to  the  opening  of  the  futures  mar- 
ket,  nor  did  the  opening  of  the  futures  market  m  any  way  asasist  in 
that. 

Mr.  Steenerson.  Of  course,  I  understand  that  you  are  verjr  friendly 
to  the  futures  market.  I  get  that  from  your  very  interesting  essay 
on  that.  But  might  there  not  be  some  element  of  future  traaing  in 
the  operations  of  these  foreign  Governments?  Do  you  not  thmk, 
through  brokers,  if  they  are  causing  the  sale  of  Canadian  wheat  at 
60  or  60  cents  delivery,  they  might  make  all  future  deliveries  at  a 
low  price? 

Mr.  Gates.  I  doubt  that  very  much. 

Mr.  Steenerson.  It  would  have  been  possible. 

Mr.  Gates.  I  do  not  believe  there  was  such  a  thing  in  the  market, 
and  if  the  presence  of  such  an  influence  were  now  in  tiie  futures  mar- 
ket  it  would  show,  with  the  comparatively  narrow  trade,  in  a  pre- 
mium for  March  and  May  wheat  rather  than  a  discount  as  at  present. 

Mr.  Steenerson.  You  take  it  the  chief  siimer  in  this  case  is  the 
cash  instead  of  future? 

Mr.  Gates.  The  cash  market  is  not  a  sinner.  I  think  we  can  never 
expect  our  individual  citizens  to  compete  properly  with  Governments 
abroad.   I  do  not  believe  we  can  do  it. 

Mr.  Steenerson.  But  you  could  counteract  undue  manipulations 
by  private  speculators  ? 

Mr.  Gates.  We  would  try  our  best. 

Mr.  Steenerson.  And  you  have  done  it  in  the  past  ? 

Mr.  Gates.  Yes,  sir. 

Mr.  Steenerson.  But  this  is  a  power  beyond  your  control! 

Mr.  Gates.  Yes,  sir. 

Mr.  KmoiGK.  You  said  you  thought  the  pooling  by  foreign  Govern- 
ments was  detrimental  to  our  wheat  raisers,  by  putting  the  price 
down.  You  said  you  would  be  very  happy,  insteaa  of  pooling  inter- 
ests, if  individual  buyers  in  England  would  be  on  our  market. 

Mr.  Gates.  If  the  English  buying  were  done  by  the  merchants ;  that 
is,  without  any  governmental  interference,  on  their  individual  judg- 
ment and  neeas  rather  than  on  orders  through  those  same  merchants, 
originating  with  the  British  Government. 

Mr.  Steenerson.  Do  you  understand,  Mr.  Gates,  that  this  govern- 
mental oooling  of  interests  is  a  permanent  arrangement? 

Mr.  (jATES.  I  do  not;  no. 

Mr.  KmoiCK.  You  think  it  is  temporary  ? 

Mr.  Gates.  I  had  expected  that  Europe  would  get  in  shape  to 
dissolve  her  buying  agencies  before  we  were  ready  to  take  over  the 
business  from  the  wheat  director.  I  thought  Europe  would  get 
ready  quicker  than  we  would  in  that  respect.  But,  while  prices  were 
very  high,  I  think  they  felt  that  they  stiU  had  to  subsiilize  their 
bread  supply,  and  that  quite  possibly  their  buying  agencies  were 
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continued  for  that  reason.  That  is  purely  mv  personal  opinion*  I 
understand  that  the  wheat  director  is  to  be  nere;  that  is,  the  v^jm 
who  was  wheat  director.  I  believe  that  he  is  much  more  familiar 
with  that  than  I.  I  am  not  in  the  export  trade.  I  have  been  really 
talking  about  something  I  should  not  have  spoken  about,  because 
I  have  not  first-hand  mformation.  I  have  sunply  given  you  my 
best  o^iion. 

Mr.  KmnicK.  It  seems  to  me,  just  as  a  matter  of  my  opinion,  that 
the  situation  that  has  obtained  has  been  so  detrimental  to  our  farm- 
ers that  either  the  Congress  or  the  State  Department  should  learn 
if  some  treaty  arrangements  or  other  arrangements  might  be  entered 
into  to  put  a  stop  to  this  pooling  of  interests  and  buying  of  our 
wheat  by  the  foreign  Governments.  What  would  be  your  judgment 
on  thatf 

Mr.  Gates.  Just  how  it  is  to  be  remedied,  I  should  say,  is  rather 
a  matter  for  Congress  than  for  me.  I  am  not  familiar  enough  with 
the  situation  to  know  just  what  the  specific  remedy  is. 

Mr.  KiDDiCK.  As  a  matter  of  fact,  it  has  brought  about  a  very 
serious  condition  for  our  farmers,  has  it  not? 

Mr.  Gates.  I  am  inclined  to  think  that  it  has  been  a  material  fac- 
tor. I  think  that  everyone  who  has  studied  the  situation  recognizes 
it  is  a  material  factor.  Just  to  what  extent  it  has  been  the  factor, 
I  do  not  know. 

Mr.  VoiGT.  Let  me  ask  your  opinion  on  this  question:  It  is  said 
that  the  price  is  fixed  in  the  main  by  supply  and  demand.  Let  us 
assume  that  the  British  Government  bought  200,000,000  bushels 
of  wheat  in  this  country  last  year  through  this  one  agency.  Assume 
that  instead  of  the  200,000,000  bushels  being  bought  through  one 
centralized  agency  200  merchants  from  the  European  continent  had 
each  bought  1,000,000  bushels  during  the  same  period.  Would  there 
have  been  a  diflFerent  price  for  wheat? 

Mr.  Gates.  At  the  same  time  that  the  other  people  bought  it? 

Mr.  VoiGT.  Yes. 

Mr.  Gates.  Yes ;  but  individuals  do  not  act  that  way. 

Mr.  VoiGT.  There  was  a  demand  of  200,000,000  bushels? 

Mr.  Gates.  Yes. 

Mr.  VoiGT.  In  your  opinion,  is  there  any  difference  whether  this 
demand  occurs  with  many  buyers  or  one  buyer,  on  the  price? 

Mr.  Gates.  Not  if  it  is  done  in  the  same  way. 

Mr.  VoiGT.  Then,  the  fact  that  the  buying  by  the  British  Govern- 
ment took  place  in  such  a  quantity  on  the  part  of  one  buyer  was  not 
in  itself  detrimental? 

Mr.  Gates.  I  do  not  so  consider  it ;  that  is,  if  it  had  been  scattered 
over  the  period  uniformly.  The  big  buving  was  during  May,  June, 
and  Jidy ;  and  then  it  was  not  present  for  three  months. 

Mr.  VoiGT.  The  detriment,  as  you  see  it,  is  in  the  fact  that  they 
did  not  buy  at  the  usual  time? 

Mr.  Gates.  I  say  that  it  made  an  abnormal  demand  at  one  time 
and  an  abnormal  absence  of  demand  at  another  time,  as  compared 
with  what  would  have  been  proper  or  usual  if  the  merchants  had 
themselves  been  handling  the  orders.  Isn't  that  a  reasonable  an- 
swer? 
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Mr.  BmDiGK.  If  the  merchants  coihe  in,  bought  and  competed  with 
each  other,  would  not  that  have  stimulated  the  price  as  much  as 
the  Government  coming  in  now  and  then  and  placing  a  large  order! 

Mr.  Gates.  It  would  have  tended  to  stabilize  price.  I  snould  be 
inclined  to  think  that  competition  of  any  kind  is  a  stimulant  and 
deterrent.  Competition  itself  will  cause  a  decline,  oftentimes,  that 
one  single  seller  will  not  cause. 

The  Chairman.  We  are  very  grateful  to  you,  Mr.  Gutes. 

Mr.  Gates.  I  simply  want  to  tnank  you  gentlemen  for  listening  to 
me  so  long. 

(Thereupon,  at  6.50  o'clock,  p.  m.,  the  committee  took  a  recess  until 
9.30  o'clock  to-morrow,  Friday,  January  14,  1921.) 
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CoioarTEE  ON  Aobiculxubb, 
House  of  Repbbsentativbs, 
WadiingtoUy  D,  C,  Friday,  January  14y  1921. 

The  committee  met  at  9.30  o'clock  a.  m.,  pursuant  to  adjounmient 
>iiyesterday, Hon. Gilbert N. Haugen  (chairman),  presiding. 
The  Chairman.  We  will  hear  from  you,  Mr.  Barteau. 

STATEMEFT  OF  MB.  SID  D.  BABTSAV,  REPB£SEVTnr&  FABX- 

SB'S  ELBVATOB  CO.,  ZUIDBOTA,  MIVB. 

Mr.  Babteact.  Mr.  Chairman,  I  am  bom.  a  fanners'  elevator  com* 
>any  in  southern  Minnesota,  and  the  only  thhig  we  are  interested 
n  is  the  hedging.  So  far  as  gwibling  is  concerned,  we  would  like 
to  have  you  eliminate  that.  We  have  a  capital  of  S3,900,  and  we 
lave  a  membership  of  140  farmers. 

The  Chairman.  How  many  elevators  have  you  ? 

Mr.  Barteau.  We  have  two  elevators  in  one  town.  We  go  to  our 
local  bank,  which  has  a  capital  of  $25,000  and  surplus,  ana  we  can 
lK)rrow  $4,800.  We  go  to  the  commission  firm  tnat  we  ship  our 
^ain  to  and  tell  them  we  want  $5,000  to-day,  and  the  next  day  we 
;o  to  them  again  and  tell  them  we  want  $5,000  more.  They  say, 
*Have  you  got  your  grain  hedged?"  "Yes."  "Draw  on  us  for 
^hat  you  want." 

The  minute  you  eliminate  hedging,  we  will  not  be  able  to  j^t  that 
money,  and  we  do  not  know  how  we  would  do  business.  Of  course, 
that  with  the  big  line  elevators  we  could  do  business,  but  the  fanners 
srho  buy  ^ain  on  a  commission  of  2  cents  a  bushel  would  be  out  of  it, 
and  the  big  elevators  would  be  it. 

You  take  our  wool  this  vear.  We  handled  last  year  25,000  pounds 
of  wool.  This  vear  we  did  not  dare  to  buy  wool ;  there  was  no  market 
for  it.  Some  farmers  have  pooled  their  wool  with  us.  We  have 
not  been  able  to  get  a  market  any  time  this  summer  that  was  any- 
where satisfactory  to  us.  We  have  still  got  the  wool,  and  they  have 
act  got  any  money  for  it. 

Mr.  McLIaughlin  of  Michigan.  You  evidently  believe  if  you  had 
DO  opportimity  to  hedge,  if  these  exchanges  did  not  exist,  the  grain 
market  would  be  or  might  be  in  the  same  condition  that  the  wool 
market  is  in? 

Mr.  Barteau.  I  do  not  know  why  it  would  not  be.  We  would  be 
at  tibe  mercy  of  people  who  were  buying  it,  and  how  would  we  pro- 
tect ourselves  ?  You  take  the  market.  I  think  it  commenced  on 
the  1st  of  November  to  go  down,  dropping  10  or  15  or  20  cents  a  day. 
On  what  grain  we  had  Ui  take  we  had  to  protect  ourselves  every  day 

or  we  would  have  lost  a  lot  of  money. 
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We  had  a  meeting  of  our  directors  Tuesday  morning,  at  10  o'clock. 
There  were  8  of  the  9  there.  I  told  them  what  I  was  coming  down 
here  for,  and  it  was  perfectly  agreeable  to  tiiem. 

Mr.  McLaughlin  of  Michigan.  You  buy  and  sell  on  the  exchange, 
then,  only  to  cover  your  own  transactions  ? 

Mr.  Barteau.  That  is  all  we  do:  yes,  sir.  Supposing  we  buy  800 
bushels  of  wheat  in  a  day;  we  woula  sell  a  thousand  bushels  for  the 
next  morning  on  the  opening. 

Mr.  McLaughlin  oi  Michigan.  How  often  are  you  called  upon 
and  find  it  necessary  to  carry  your  hedge  transaction  clear  through 
to  delivery? 

Mr,  Bart£au.  We  never  do  that;  do  not  intend  to  do  it.  We 
ship  oiu*  wheat  mostly  to  local  mills. 

Mr.  McLaughlin  of  Michigan.  You  are  the  exception.  The  rest 
of  them  always  do,  they  tell  us? 

Mr.  Babteau.  No,  sir;  we  do  not  intend  to  cany  it  through  at  all. 
We  sell  that  option  hedge  in  Minneapolis,  and  if  we  can  get  the  local 
mill  to  take  it  without  any  commission  we  save  that,  from  1  cent  up 
io  2i  cents  a  bushel.  As  soon  as  the  wheat  is  sold  on  the  market, 
we  buy  that  hedge  back,  and  that  deal  is  closed.  But  we  are  pro- 
tected until  we  can  ^t  out  onto  the  market. 

Of  course^  you  all  know  the  last  three  years  it  has  been  almost 
imp6dsible  lots  of  times  to  get  cars.  We  would  get  our  elevator  as 
full  practically  so  that  we  could  not  work.  We  handle  200,000 
bushels,  and  we  oidy  have  60,000  capacity  in  the  two  elevators. 
But  that  takes  more  money  than  our  banks  can  furnish  us  to  carry 
that. 

Mr.  McLaughlin  of  Michigan.  In  carrying  on  your  business  w 
that  way,  do  you  consider  that  you  are  specmating  ? 

Mr.  Babteau.  We  consider  it  is  absolutely  no  speculation;  it  is  a 
cinch,  a  profit. 

Mr.  McLaughlin  of  Michigan.  Do  you  consider  that  you  are 
gambling? 

Mr.  Barteau.  No,  sir;  we  are  not  gambling;  we  are  simply  elimi- 
nating  gambling  when  we  sell  that  hedge,  if  we  have  got  the  wheat, 
in  our  opinion. 

Mr.  McLaughlin  of  Michigan.  But  you  do  not  contemplate  deliv- 
ery  in  any  case  that  ^ou  he^age  ? 

Mr.  Barteau.  No,  sir. 

Mr.  McLaughlin  of  Michigan.  I  think  I  understand  how  you  carry 
on  your  business.  But  I  do  not  see  why  it  is  not  speculation  or 
gambling.  I  do  not  see  why  those  who  speak  about  it  here  are  so 
particular  to  say  it  is  not  speculation  or  gambling.  You  are  not 
dealingin  the  real  article  at  all ? 

Mt.IBarteau.  In  our  case,  do  you  think  it  is  a  gamble? 

Mr.  McLaughlin  of  Michigan.  You  may  do  it  so  skillfully  thi:t 
the  risk  is  eliminated  to  a  large  extent,  but  it  does  not  make  any 
difference  to  me  what  it  is.  I  should  come  to  the  conclusioa  that  it 
does  not  make  any  difference  what  you  call  the  transaction,  unites 
it  was  either  justinable  or  necessary,  and  it  is  not.  I  do  not  care  h 
continental  what  you  call  it. 

Mr.  Barteau.  1  can  not  understa^id  how  there  is  any  gamble  on 
my  part  at  all.  I  have  simply  bought  a  thousand  bushels  of  wlieai 
.and  I  sold.    The  man  on  the  exchange  to  whom  I  sold  may  be  gam- 
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bling — I  do  not  know  anything  about  that;  but  he  has  put  up  ic 
protect  me. 

The  Chaikmak.  I  thmk  his  operation  is  altogether  different  from 
others.  He  sells  the  hedge,  and  the  fellow  who  takes  the  hedge  is  a 
speculator. 

Mr.  MoLauohuk  of  Michigan.  He  doed  not  sell  anytJung, 

Mr.  Babtbau.  I  certainly  do.  If  I  did  not  buy  that  h^ge  back 
before  the  option  expired,  I  would  have  to  deliver. 

Mr.  McLau&hlin  of  Michigan.  You  do  not  have  to  do  it,  and  you 
know  it.  As  far  as  I  can  see,  it  is  simply  a  bet  on  what  the  price  will 
be  at  the  time  of  deUvery. 

Mr.  Babteau.  Suppose  I  did  not  protect  myself;  would  it  not  be 
gambling  on  my  part^ 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Babteau.  If  I  bought  a  thousand  bushels  of  wheat  and  carried 
it  two  weeks  away  the  market  was  going;  in  November,  I  would  have 
lost  S500  probabfy  on  every  thousand  bushels  I  would  have  bought. 

Mr.  McLaughlin  of  Michigan.  I  guess  that  is  right. 

Mr.  Babteau.  Yes,  sir;  and  then  1  would  be  gambling.  This  way 
I  was  not  gambling.  Of  course,  that  is  the  way  I  was  brought  up  to 
look  at  it. 

The  Chairman.  We  are  grateful  to  you,  sir. 

Mr.  Babteau.  Thank  you  very  much. 

STATEXEITT  OF  MB.  BOBEST  KcDOUOAL,  BEPBESENTIVO 
CHICAGO  BOABD  OF  TBADE,  POSTAL  TELEOBAFE  BUILDnrG, 
CHICAGO,  ILL. 

Mr.  McDouOAL.  Mr.  Chairman  and  gentlemen,  the  few  points  X 
vnsh  to  bring  up  are  not  closely  related  to  each  other.  They  are 
nevertheless,  1  tnink,  related  to  each  other  in  a  substantial  way  to  a 
full  understanding  of  the  subject  matter  which  is  before  y^u  for  dis- 
cussion and  determination. 

Point  1 .  The  fundamental  article  of  the  organic  law  of  the  Chicago 
Board  of  Trade  is  its  preamble.    This  preamble  reads  as  follows: 

To  TPifc^tTitAtn  a  commercial  exchasige;  to  }Mt>mote  unifonxuty  in  the  cu«tomB  and 
usages  of  merchaatB;  to  inculcate  piineiples  of  juetice  and  equity  in  trade;  to  facilitate 
the  speedy  adjustment  of  bufiiness  disputes;  to  acquire  and  disseminate  valuable 
rommercial  and  economic  information;  and  generally,  to  secure  to  its  members  the 
benefits  of  cooperation  in  the  furtherance  of  their  legitimate  purstlits. 

Point  2  is  in  supplementation  and  reenforcement  of  Mr.  Gates's  tes- 
timony of  yesterday. 

TTie  immediate  as  well  as  the  final  aspect  of  the  German  laws  of 
1896  repressing  the  buying  and  selling  of  grain,  as  well  as  other 
restrictions,  elmiinatmg  a  iree  market  for  grain,  were  a  great  dis- 
appointment to  the  whole  country  as  well  as  the  promulgators  of  the 
law.  The  greatest  sufferers  were  the  farmers  and  finally  they  were 
thegreatest  agitators  to  have  the  law  abolished.^ 

The  immeoiate  effect  of  the  law  was  the  impossibility  of  the 
buyers — the  grain  merchants  could  not  afford  to  fill  their  ware- 
houses and  keep  the  usual  reserves  for  later  wants,  as  they  had  no 
protection  in  tne  way  of  future  sales  should  the  market  decline. 
Then,  affain,  the  miller  was  prevented  from  buying  except  from  hand 
to  mouth  for  the  same  reasons.     T*he  fluctuations  became  very  wide. 
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Previous  to  this  legislation  everybody  knew  the  value  of  every  ^ain 
product,  whereas  at ter  its  enactment  it  became  a  matter  of  bargamin? 
on  each  trade. 

As  long  as  futuire  trading  was  permitted  every  country  newspap^ 
through  its  columns  informed  the  farmer  of  the  value  of  his  product- 
Without  an  open  market  the  farmer  was  ignorant  of  what  his  product 
were  worth  and  was  taken  advantage  of  where  opportunities  per 
mitted  and  dealers  were  imscrupulous  enough  to  do  so. 

Furthermore,  on  account  of  the  increased  risk  in  either  buying  or 
selling,  the  profits  of  all  middlemen  were  increased  in  proportion- 
all  at  the  expense  of  the  farm  products. 

Germany  was  forced  to  repeal  this  law  a  few  years  later  and  dealers 
were  conceded  the  right  to  resume  buying  and  selling  for  future 
delivery. 

Citations  of  authority:  (a)  The  annals  of  the  American  Academy 
of  Political  and  Social  Science,  volume  38,  pages  135-141  (191' : 
(b)  the  Functions  of  Legitimate  Grain  Exchanges,  pages  52—64-147 
(published  in  Chicago). 

Point  3.  The  war  will  go  down  as  the  greatest  destabilizer  of  price 
levels  that  the  world  has  known.  The  shrinkage  of  the  farmer's 
inventory  in  respect  to  grain  prices  has  been  severe  and  burdensome, 
but  other  interests  have  suffered  as  much,  perhaps  more.  The  farmer 
has  enjoyed  his  share  of  war  period  prosperity  and  has  also  probably 
done  his  full  share  of  speculating  in  the  past  five  years.  Agriculture 
has  been  infected  by  the  inflation  germ  as  seriously  as  were  industry 
and  commerce.  Holders  of  securities  have  suffered  more  than  the 
farmers. 

While  the  farmer  suffered  the  first  and  almost  the  wprst  effects 
of  deflation  they  may  be  sure  that  the  burdens  and  distress  they 
bear  are  borne  by  otners  and  that  the  equalization  process  will  run 
its  full  course. 

Two  of  the  big  packers  have  issued  their  annual  reports  for  the 
1920  fiscal  vear,  one  of  them  showing  the  common  stock  dividend 
not  one-hall  earned)  and  the  other  not  nearly  enough  to  take  care  of 
its  preferred  dividaid.  The  two  leading  maU-or^r  houses  are  no 
better  off,  and  their  sales  this  winter  are  30  to  40  per  cent  less  than 
a  year  ago.  The  farm  machinery  concerns  are  operating  at  80  per 
cent  of  their  capacity  in  the  Chicago  district,  although  their  business 
has  been  cut  into,  because  they  feel  sure  of  a  fair  volume  of  bujring 
next  spring  and  good  volume  next  autmnn,  if  the  crops  turn  out 
well.  Sted  corporation  plants  are  also  operating  80  per  cent,  because 
they  look  into  the  future  confidently,  particularly  those  branche> 
which  deal  directly  witn  rural  consumers. 

The  wholesale  grooerjv  trade  has  lost  most  of  its  profits  of  the  last 
two  or  three  years.  The  men's  fine  clothing  traoe,  as  reported  m 
the  large  cities ^  shows  a  record  of  high  sales  but  no  profits  for  the  p&?t 
year.  Reductions  in  all  lines  are  being  made  ana  more  are  commg. 
The  increase  in  labor  efficiency  is  already  notable.  Every  class  of 
our  population  is  taking  its  medicine.  Some  commodities  had  as 
perpendicular  drop  as  cereals  did.  Forget  silk  as  an  oriental  product 
ana  consider  sugar  which  dropped  from  31  to  below  9  cents  a  pound 
— a  sheer  drop  of  59  per  cent.  ^  The  general  decline  in  conunoditv 
prices  exceeds  any  ever  known  in  the  country.  The  index  numWr 
of  the  Federal  Government  will  record  this.     Retailers  are  now 
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suffering.    Chicago  leading  haberdashers  are  closing  out  their  entire 
stock  of  neckwear  at  50  to  75  per  cent  reduction. 

Faxmers  are  better  off  in  this  matter  than  manufacturers  and  mer- 
chants^ who  must  find  or  create  their  markets.  The  farmer  has 
a  contmuous  open  world  market  in  the  ^ain  exchanges,  to  close  or 
repress  these  grain  exchanges  would  be  disastrous. 

4.  You  heard  yesterday  the  Sujjreme  Court  of  the  United  States 
holds  future  contracts  on  the  Cmcago  Board  of  Trade  legal,  not 
gambling  contracts;  it  sustains  the  board's  property  right  in  quota- 
tions and  enjoins  their  use  in  bucket  shops;  it  declares  a  set-off  has 
all  the  effect  of  deliyery  and  in  legal  effect  is  a  delivery. 

The  Supreme  Court  of  Illinois  has  said: 

Legitimate  traoaactions  on  the  board  of  trade  are  of  the  utmost  importance  in 
conunofce.  Such  contracts  whether  for  immediate  or  future  delivery  are  valid  in  law 
and  receive  its  sanction  and  all  the  support  that  can  be  given  them. 

5.  You  heardvesterday  that  a  bucket  shop  is  a  place  for  the  registra- 
tion of  bets.  The  board  of  trade  has  spent  over  $400,000  in  its  legal 
fight  against  illegal  traffic. 

6.  I&rbertC.  Hoover  says  the  Chicago  Board  of  Trade  is  the  most 
economical  and  efficient  agency  for  the  marketing  of  foodsttiffs  found 
anywhere  in  the  world. 

Conclusion  and  last  point:  The  enactment  into  law  of  any  bill 
causmg  the  tearing  down  or  crippling  of  the  present  market  system 
in  futures  would  be  the  most  serious  blow  agriculture  has  ever 
received. 

Future  contracts  and  cash  business,  car  lots  or  cargo  lots  are 
organically  related  and  indispensable  to  each  other.  The  following 
is  extracted  from  the  leading  financial  paper  of  the  United  States 
of  issue  January  II,  1921 : 

A  free  and  open  market  in  futures  is  a  necessit^r  which  the  manufacturers  of  the 
world  recognize.  The  foreign  miller  or  cotton  spinner  must  be  able,  in  order  to 
guard  himslef  asainst  unforeseen  natural  contingencies  like  boll  weevil  and  bad 
weather,  to  buy  his  raw  material  before  it  is  harvested  or  even  planted.  There  must 
be  somebody  willing  to  sell  him  that  raw  material  with  a  guaranty  that  it  will  be 
delivered  When  the  crop  is  made.  If  American  produce  exchanges  will  not  give 
this  guaranty  the  produce  exchangee  of  Liverpool,  London,  and  Montreal  will  per- 
form this  necessary  service  to  the  foreign  manufacturer. 

The  only  effect  of  destroying  such  a  free  market  h^e  would  be  to  drive  himdreds 
of  millions  of  dollars  of  legitimate  business  out  of  the  country.  The  reaction  on 
the  farmer  would  be  a  calamity  far  worse  than  any  depression  of  prices  at  present 
existing.  The  world  market  for  wheat  would  dictate  the  price.  Only  dealers  here 
with  iounense  capital  could  afford  to  handle  the  farmers'  wheat,  and  then  only  at  a 
price  which  would  amply  protect  them,  which  would  be  many  cents  below  the 
middle  price  in  the  open  market  at  Mark  Lane,  London,  or  in  Liverpool  or  Montreal. 

It  is  a  temptation  m  some  minds  to  let  Congress  go  ahead  with  this  legislation  and 
explain  it  to  the  farmer  afterwards.  But  'the  incfdculable  losses  involved,  the  ex- 
patriation of  hundreds  of  millions  of  tax-paying  business  at  a  time  when  we  need 
every  penny  which  can  be  collected  in  taxes  even  for  the  most  economical  adminis- 
irative  expenditure,  are  too  serious  to  be  so  despairingly  dismissed.  But  such  an 
act  would  be  like  a  farmer  burning  down  his  bam  to  destroy  the  rats,  or  like  the 
immortal  Sam  Weller,  who  instanced  the  gentleman  who  cut  off  a  little  boy's  head 
to  cure  him  of  sneezing. 

Gentlemen,  I  heard  day  before  yesterday  the  testimony  of  three 
men — one  from  Iowa,  one  from  Indiana,  and  one  from  South 
Dakota — to  the  effect  that  without  the  present  future  markets  they 
could  not  do  business.  Ohe  of  the  three  declared  he  would  volun- 
tarily get  out  of  the  grain  business  if  future  trading  was  done  away 
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with.  These  three  men,  from  widely  separated  parts  of  the  grain 
belt,  unknown.  I  suppose,  to  each  other,  and  without  advance 
knowledge  of  the  others'  evidence,  gave  common  voice  to  a  major 
and  significant  feature  of  a  law  of  economics,  and  I  can  not  but  fee! 
that  it  was  similar  reasoning  in  the  minds  of  the  United  State 
Supreme  Court  which  contributed  to  its  famous  decision  lu  1905, 
sustaining  board  of  trade  contracts  in  futures  as  legal  and  useful. 
This  decision  answers  certain  inquiries  on  specific  points  made  bv 
the  members  of  this  committee  the  past  few  days,  and  does  it  with 
simplicity,  precision,  and  authority. 

Mr.  McIiAUGHLtN  of  Michigan,  t  have  not  read  that  decision  of  the 
Supreme  Court.  Since  you  speak  of  it.  I  should  read  it  with  a  good 
deal  of  interest.    I  would  like  to  haVe  tne  citation,  so  I  can  look  it  up. 

Mr.  MoDouGAL.  I  have  it  right  here.  I  am  going  to  read  from  it 
and  leave  this  with  you. 

Mr.  MgLauohlik  of  Michigan.  I  was  wondering  how  far  the  Supreme 
Court  went  beyond  determining  the  question  of  whether  or  not  these 
transactions  are  legal.  You  say  they  determined  the  transactions  to 
be  ^  ^  legal  and  useful. "  How  far  did  they  go  in  uhjing  that  the  trans- 
actions were  *' useful?" 

Mr.  McDouGAL.  If  you  will  indulge  me,  a  moment,  I  will  read 

Mr.  McLaughlin  of  Michigan  (interposing).  In  your  own  time,  of 
course. 

Mr.  McDouGAL.  Certainly.  Therefore,  on  account  of  ite  enor- 
mous weight  in  this  whole  discussion,  I  shall,  with  your  indul^nce^ 
read  the  decision.  It  is  not  long  and  I  respectfully  request  its  inser- 
tion in  the  record. 

The  Chairman.  How  long  is  it } 

Mr.  McDouGAL.  Eight  or  10  pages.    It  is  in  print. 

The  Chairman.  What  is  the  pleasure  of  the  committee  ? 

Mr.  HtJLiNGS.  Have  we  got  to  read  all  of  this  material  over  when 
printed  ?  If  we  have,  I  woSd  be  in  favor  of  keeping  it  out.  We  have 
more  in  now  than  we  will  ever  read. 

Mr.  TiNCHER.  I  think  it  good  practice  to  insert  in  the  record  the 
citation.  I  doubt  the  practicability  of  inserting  the  whole  decision; 
however,  I  have  no  objection. 

Mr.  McLaughlin  of  Michigan.  If  the  witness  is  going  to  read  it, 
then  it  will  not  be  necessary  to  insert  it  again. 

The  Chairman.  I  would  insert  it. 

Mr.  McLaughlin.  I  think  it  will  be  enough,  if  you  give  us  a  cita- 
tion. 

The  Chairbian.  Is  that  satisfactory,  Mr.  McDougalt 

Mr.  McDouGAL.  I  will  make  it/*so,  Mr.  Chairman.    I  would  rather 
have  it  in  the  record,  and  I  think  it  is  the  foundation  that  gives ' 
security  and  permanence  to  the  whole  structure  of  future  trading. 

Mr.  KiBDicK.  It  all  bears  on  this  subject,  does  it  ? 

Mr.  McDouGAL.  Several  paragraphs  I  consider  bear  directly  on  it. 

Mr.  Hulings.  Is  it  the  appellate  court? 

Mr.  McDouGAL.  No,  sir;  m  the  United  States  Supreme  Court. 
The  immediate  occasion  of  the  verdict  was  our  fighting  bucket  shops. 
I  am  at  the  end  of  my  remarks.  If  you  wiU  allow  me,  1  will  go  ahead 
and  read  what  I  was  referring  to,  oecause  it  does  answer  some  in- 
quiries I  have  heard  around  tms  table  that,  prior  to  Mr.  Gate's  pr^ 
sentation  of  yesterday,  have  not  been  answered  fully,  if  at  all.     This 
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is  practically  the  conclusion  of  my  statement  now,  except  that  I 
would  like  to  quote  from  this  a  few  paragraphs. 

The  Chaibman.  Quote  them,  certamly. 

Mr.  MoDouGAL  (readmg) : 

• 

Supreme  Court  of  the  United  States,  October  Term,  1904. 

No.  224.  The  Board  of  Trade  of  the  City  of  Chicago,  petitioner,  v.  Christie  Grain  & 
Stock  Co.  and  C.  C.  Christie;  on  writ  of  certiorari  to.  the  United  States  Circuit 
Court  of  Appeals  for  the  Eighth  Circuit.  No.  280.  The  L.  A.  Kinsey  Co.  et  al., 
petitioners,  v.  Board  of  Trade  of  the  City  of  Chicago;  on  writ  of  certiorari  to  the 
United  States  Circuit  Court  of  Appeals  for  the  Seventh  Circuit.    (May  8,  1905.) 

Mr.  Justice  Holmes  delivered  the  opinion  of  the  court. 

These  are  two  bills  in  equity  brougnt  by  the  Chicago  Board  of  Trade  to  enjoin  the 
principal  defendants  from  using  and  distributing  the  continuous  quotations  of  prices 
on  sales  of  ftsin  and  provisions  for  future  deliveiy,  which  are  collected  by  the  plain- 
tiff and  which  can  not  be  oblained  by  the  defendant  except  through  a  known  breach 
of  the  confidential  terms  on  which  Hie  plaintiff  communicates  them.  It  is  sufficient 
for  the  purposes  of  dedsion  to  state  the  facts  without  reciting  the  pleadings  in  detail. 
The  plaintiff  was  incorporated  by  special  charter  of  the  State  of  Illinois  on  February 
19, 1859.  The  charter  incorporated  an  existing  board  of  trade,  and  there  seems  to  be 
no  reason  to  doubt,  as  indeed  is  alleged  by  the  Christie  Grain  &  Stock  Co.,  that  it 
then  managed  its  chamber  of  commerce  substantially  as  it  has  since. 

The  main  feature  of  its  management  is  that  it  maintains  an  exchange  hall  for  the 
exclusive  use  of  its  members,  which  now  has  become  one  of  the  sreat  grain  and  pro- 
vision markets  of  the  world.  Three  separated  portions  of  this  hall  are  known,  respec- 
tively, as  the  wheat  pit,  the  com  pit,  and  the  provision  pit.  In  these  pits  the  members 
make  sales  and  purchases  exclusively  for  future  delivery,  the  members  dealing 
alwajrs  as  principals  between  themselves,  and  being  bound  practically,  at  least,  as 
principals  to  those  who  employ  Hiem  when  they  are  acting  on  their  own  behalf. 

The  quotation  of  the  prices  continuously  offered  and  accented  in  these  pits  during 
business  hours  are  collected  at  the  plaintiff's  expense  and  nanded  to  the  telegraph 
companies,  which  have  their  instruments  close  at  hand,  and  by  the  latter  are  sent 
to  a  great  number  of  offices.  The  telegraph  companies  all  receive  the  quotations 
under  a  contract  not  to  furnish  them  to  any  oucket  shop  or  place  where  they  are  used 
as  a  basis  for  bets  or  illegal  contracts.  To  that  end  they  agree  to  submit  applications 
to  the  board  of  trade  for  investigation,  and  to  require  the  applicant,  if  satisfactory, 
to  make  a  contract  with  the  telegraph  company,  and  the  Ix^u^  of  trade,  which,  if 
observed,  ccmfines  the  information  within  a  circle  of  persons  all  contracting  with  the 
board  of  trade.  The  principal  defendants  get  and  publish  these  quotations  in  some 
way  not  disclosed. 

It  is  said  not  to  be  proved  that  they  get  them  wrongfully,  even  if  the  plaintiff  has 
the  rights  which  it  claims.  But  as  the  defendants  do  not  get  them  from  the  tele^ph 
companies  authorized  to  distribute  them,  have  declined  to  sign  the  above-mentioned 
contracts,  and  deny  the  plaintiff's  rights  altogether,  it  is  a  reasonable  conclusion  that 
they  get,  and  intend  to  get,  their  knowledge  in  a  way  which  is  wrongful  unless  their 
contention  is  maintained. 

It  is  alleged  in  the  bills  that  the  principal  defendants  keep  bucket  shops,  and  the 
plaintiff's  proof  on  that  point  fidls  except  so  far  as  their  refusal  to  si^  the  usual  con- 
tracts may  lead  to  an  inference,  but  if  tne  plaintiff  has  the  rights  wmch  it  alleges  the 
failure  is  immaterial.  The  main  defense  is  this.  It  is  said  that  the  plaintiff  itself 
keeps  the  greatest  of  bucket  shops,  in  the  sense  of  an  Illinois  statute  of  Jime  6,  1887 , 
that  is,  places  wherein  is  permitted  the  pretended  buying  and  selling  of  grain,  etc. , 
without  any  intention  of  receiving  and  paying  for  the  property  so  bought,  or  of  deliver- 
ing the  property  so  sold.  On  this  ground,  it  is  contended  that  if  imder  other  circum- 
stances there  could  be  property  in  the  quotations,  which  hardly  is  admitted,  the  sub- 
ject matter  is  so  infect^  with  the  plaintiff's  own  illegal  conduct  that  it  is  caput  lupi* 
num,  and  may  be  carried  off  by  anyone  at  will. 

It  appears  that  in  not  less  than  three-quarters  of  the  transactions  in  the  grain  pit 
there  is  no  physical  handling  over  of  any  grain^  but  that  there  is  a  settlement  either 
by  the  direct  method,  so  called,  or  by  what  is  known  as  ringing  up.  The  direct 
method  consists  simply  in  setting  of  contracts  to  buy  wheat  of  a  certain  amount  at  a 
certain  time,  against  contracts  to  sell  a  like  amount  at  the  same  time,  and  paying- 
the  difference  of  price  in  cash,  at  the  end  of  the  business  day.  The  ring  settlement 
is  reached  by  a  comparison  of  books  among  the  clerks  of  the  members  buying  and 
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selling  in  the  pit.,  and  picking  out  a  seriee  of  transactions  which  begins  and  ends  with 
dealings  which  can  be  set  against  each  other  by  eliminating  those  between;  as.  if  A 
has  sold  to  B  5,000  bushels  of  May  wheat,  and  B  has  sold  the  same  amount  to  C,  and 
C  to  D,  and  D  to  A.  Substituting  D  for  B  by  novation.  A's  sale  can  be  set  against 
his  purchase,  on  simply  paying  the  difference  in  price.  The  Circuit  Court  of  Appeals 
for  the  Eighth  Circuit  took  the  defendant's  view  of  these  facts  and  ordered  tn  bill 
to  be  dismissed.  (125  Fed.  Rep.,  161.)  The  Circuit  Court  of  Appeals  for  the  Seventh 
Circuit  declined  to  follow  this  decision  and  granted  an  injunction  as  prayed.  (130 
Fed.  Rep.,  507.)  Thereupon  writs  of  certiorari  were  granted  by  this  court  and  both 
cases  are  here. 

As  has  appeared,  the  plaintiff's  chamber  of  commerce  is.  in  the  first  place,  a  great 
market,  where,  through  its  1,800  members,  is  transacted  a  large  part  of  the  grain  and 
provision  business  of  the  world.  Of  course,  in  a  modem  market  contracts  are  not 
confined  to  sales  for  immediate  delivery.  People  will  endeavor  to  forecast  the  future 
and  to  make,  agreements  according  to  their  prophecy.  Speculation  of  this  kind  by 
competent  men  is  the  self-adjustment  of  society  to  the  probable.  Its  value  is  well 
known  as  a  means  of  avoiding  or  mitigating  catastrophes,  equalizing  prices,  and  pvo- 
viding  for  periods  of  want.  It  is  true  that  the  success  of  the  strong  induces  imitation 
by  the  weak,  and  that  incompetent  persons  bring  themselves  to  ruin  by  undertaking 
to  speculate  in  their  turn.  But  legislatures  and  courts  generally  have  recognized 
that  the  natural  evolutions  of  a  complex  society  are  to  be  touched  only  with  a  very 
cautious  hand,  and  that  such  course  attempts  at  a  remedy  for  the  waste  incident  to 
every  social  function  as  a  simple  prohibition  and  laws  to  stop  its  being  are  harmful 
and  vain.  This  court  has  upheld  sales  of  stock  for  future  delivery  and  the  aubeti- 
tution  of  parties  provided  for  by  the  rules  of  the  Chicago  Stock  Exchange.  (Clews  v. 
Jamieson,  182  U.  S.,  461.)  ^ 

When  the  Chicago  Board  of  Trade  was  incorporated,  we  can  not  doubt  that  it  was 
expected  to  afford  a  market  for  future  as  well  as  present  sales,  with  the  necessary 
incidents  of  such  a  market,  and  while  the  State  of  Illinois  allows  that  charter  to  stand, 
we  can  not  believe  that  the  pits,  merely  as  places  where  future  sales  are  made,  are 
forbidden  by  the  law.  But  again,  the  contracts  made  in  the  pits  are  contracts  between 
the  members.  We  must  suppose  Uiat  horn  the  beginning  as  now,  if  a  member  had  a 
contract  with  another  member  to  buy  a  certain  amoimt  of  wheat  at  a  certain  time 
and  another  to  sell  the  same  amount  at  the  same  time,  it  would  be  deemed  unnecessary 
to  exchange  warehouse  receipts.  We  must  suppose  t^at  then  as  now,  a  settlement 
would  be  made  by  the  payment  of  differences,  uter  the  analogy  of  a  clearing  house. 
This  naturally  would  take  place  no  less  that  the  contracts  were  made  in  gc^  faith 
for  actual  delivery,  since  the  residt  of  actual  delivery  would  be  to  leave  we  parties 
just  where  they  were  before.  Set-off  has  all  the  effects  of  delivery.  The  ring  settle- 
ment is  simply  a  more  complex  case  of  the  same  kind.  These  settlements  would  be 
frequent,  as  the  number  of  persons  buying^  and  selling  was  comparatively  small. 

The  fact  that  contracts  are  satisfied  in  this  way  bv  set-off  and  tne  payment  of  differ- 
ences detracts  in  no  degree  from  the  good  faith  of  the  parties,  and  if  the  parties  l^now 
when  to  make  such  contracts  that  they  are  very  likely  to  have  a  change  to  satisfy  them 
in  that  way  and  intend  to  make  use  of  it,  that  met  is  perfectly  consistent  with  a  serious 
business  purpose  and  an  intent  that  the  contract  shall  mean  what  it  says.  There  is  no 
doubt,  from  the  rules  of  the  board  of  trade  or  the  evidence,  that  the  contracts  made  be- 
tween the  members  are  intended  and  supposed  to  be  binding  in  manner  and  form  && 
they  are  made.  There  is  no  doubt  that  a  large  part  of  those  contracts  is  made  for 
serious  business  purposes.  Hedging,  for  instance,  as  it  is  called,  is  a  means  by  whidi 
collectors  and  exporters  of  grain  or  other  products,  and  manufacturers  who  make  con- 
tracts in  advance  for  the  sale  of  their  goods,  secure  themselves  against  the  fluctuations 
of  the  market  by  countercontracts  for  the  purchase  or  sale,  as  the  case  may  be,  of  an 
equal  quantity  of  the  product  or  of  the  material  of  the  manufacture.  It  is  none  the 
less  a  serious  business  contract  for  a  Intimate  and  useful  purpose  that  it  may  be  offset 
before  the  time  of  delivery  in  case  dehvery  should  not  be  neeaed  or  desired. 

Purchases  made  with  the  understanding  that  the  contract  will  be  settled  by  pacing 
the  difference  between  the  contract  and  the  market  price  at  a  certain  time  (Embrey  v. 
Jemison,  131  U.  S.,  336;  Weare  Commission  Co.  v.  People,  209  lU.,  528)  stand  on 
different  ground  from  purchases  made  merely  ^ith  the  expectation  thay  they  will  be 
satisfied  by  set-off.  If  the  latter  might  fall  within  the  statute  of  lUinois,  we  would  not 
be  the  first  to  decide  that  they  did  ^hen  the  object  was  self-protection  in  busineaB  and 
not  merely  a  speculation  entered  into  for  its  own  sake.  It  seems  to  us  an  extraordinary 
and  unUkely  jHoposition  that  the  dealings  which  give  its  character  to  the  great  market 
for  future  sales  in  this  country  are  to  be  regarded  as  mere  wagers  or  as  '"pretended  " 
buying  or  selling,  without  any  intention  of  receiving  and  paying  for  the  property 
bought,  or  of  deuvering  the  property  sold,  within  the  meaning  of  the  Illinois  act. 
Such  a  view  seems  to  us  hardly  consistont  with  the  admitted  fact  that  the  quotations 
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of  prices  from  the  market  are  of  the  utmost  impottance  to  the  businefie  world,  and  not 
least  to  the  farmers;  so  important,  indeed,  that  it  is  argued  here  and  has  been  held  in 
Illinois  that  the  quotations  are  clothed  with  a  ])ublic  use.  It  seems  to  us  hfu^ly  con- 
sistent with  the  obvious  purposes  of  the  plaintiff's  charter,  or  indeed  with  the 'words 
of  the  statute  invoked.  The  sales  in  the  pits  are  not  pretended,  but,  as  we  have  said, 
are  meant  and  supposed  to  be  binding.  A  set-off  is  in  legal  effect  a  delivery.  Wo 
speak  only  of  the  contracts  made  in  the  pits,  because  in  them  tiiie  members  are  princi- 
pals. The  subsidiary  ri^ts  of  their  employers  where  the  members  buy  as  brokers  we 
think  it  unnecessary  to  discuss. 

In  the  view  whioi  we  take,  the  proportion  of  the  dealings  in  the  pit  which  are  set- 
tled in  this  way  throws  no  light  on  the  question  of  the  proportion  of  serious  dealings 
for  legitimate  business  purposes  to  those  which  fairly  can  be  classed  as  wagers  or  pre- 
tended contracts.  No  more  does  the  fact  that  the  contracts  thus  disposed  of  call  for 
many  times  the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and  are 
set-off  sufficiently  explains  the  possibility,  which  is  no  more  wonderful  than  the  enor- 
mous disproportion  between  the  currency  of  the  country  and  contracts  for  the  payment 
of  money,  many  Of  which  in  like  manner  are  set-off  in  clearinghouses  without  anyone 
dreaming  that  they  are  not  paid,  and  lor  the  rest  of  which  the  same  maney  suite  es  in 
succeasion,  the  less  being  ne^ed  the  more  rapid  the  circulation  ie. 

But  suppose  that  the  board  of  trade  does  keep  a  place  where  pretended  and  unlaw- 
ful buying  and  selling  are  permitted,  which  as  yet  the  Supreme  Court  of  Illinois,  we 
believe,  has  been  careful  not  to  intimate,  it  does  not  follow  that  it  should  not  be  pro- 
tected in  this  suit.  The  question  whether  it  should  be  invohed  several  elements 
which  we  shall  take  up  in  turn. 

In  the  first  place,  apart  from  special  objections,  the  plaintiff's  collection  of  quota- 
tions is  entitled  to  the  protection  of  the  law.  It  stands  like  a  trade  secret.  The 
plaintiff  has  the  right  to  Keep  the  work  which  it  has  done,  or  paid  for  doing,  to  itself. 
The  fact  that  others  might  do  similar  work,  if  they  might,  does  not  authorize  them  to 
steal  the  plaintiff's.  Compare  Bleistein  v,  Donaldson  Lithographing  Co.  (188  U.  S. 
239.  249,  250).  The  plaintiff  does  not  lose  its  rights  by  communicating  the  result  to 
persons,  even  if  many  in  confidential  relations  to  itself,  under  a  contract  not  to  make 
It  public,  and  strangers  to  the  trust  will  be  restrained  from  getting  at  the  knowledge 
by  including  a  breach  of  trust  and  using  knowledge  obtained  by  such  a  breach.  (Ex  - 
change  Tel^iraph  Co.  v.  Gregory  &  Co.  (1896)  1  Q.  B.  D.,  147;  F.  W.  Dodge  Co.  v. 
Construction  Informatiop  Co.,  183  Mass.  62;  Board  of  Trade  v.  C.  B.  Thompson  Com- 
mission Co.,  103  Fed.  Rep.  902;  Board  of  Trade  v.  Haddon-Krull  Co.,  109  Fed.  Rep. 
705;  National  Telegraph  News  Co.  v.  Western  Union  Telegraph  Co.,  119  Fed.  Rep.  294; 
Illinois  Commission  Co.  v.  Cleveland  Telegraph  Co.,  119  Fed.  Rep.  301.) 

The  publications  insisted  on  in  some  of  the  arguments  were  publications  in  breach 
of  contract,  and  do  not  affect  the  plaintiff's  rights.  Time  ia  of  the  essence  in  matters 
like  this,  and  it  i&irly  mav  be  said  that,  if  the  contracts  with  the  plaintiff  are  kept, 
the  information  will  not  become  public  property  until  the  plaintiff  has  gained  his 
reward.    A  priority  of  a  few  minutes  probably  is  enough. 

If  then  the  plaintiff's  collection  of  information  is  otherwise  entitled  to  protection, 
it  does  not  cease  to  be  so,  even  if  it  is  information  concerning  illep;al  acts.  The  statis- 
tics of  crime  are  property  to  the  same  extent  as  any  other  statistics,  even  if  collected 
by  a  criminal  who  nimishes  some  of  the  data.  The  Supreme  Court  of  Illinois  has 
recognized  in  the  fullest  terms  the  value  and  necessity  of  the  knowledge  which  the 
plaintiffs  control.  It  must  have  known,  even  if  it  did  not  have  the  evidence  before 
it,  as  to  which  we  can  not  tell  from  the  report,  what  was  the  course  of  dealing  on  the 
exchange.  Yet  it  was  so  far  from  suggestmg  that  the  plaintiff's  work  was  unmerito- 
rious  that  it  held  it  clothed  with  a  public  use.  (New  York  &  Chicago  Grain  &  Stock 
Exchange  v.  Board  of  Trade,  127  111.  153.) 

The  defendants  lay  hold  of  the  declaration  in  the  case  last  cited  and  say,  with 
doubtful  consistency,  that  this  information  is  of  such  importance  that  it  is  clothed 
with  a  public  use,  and  that,  therefore,  they  are  entitled  to  get  and  use  it.  In  the  case 
referred  to  it  was  held  that  the  plaintiff,  which  had  been  receiving  the  continuous 
quotations,  was  entitled  still  to  receive  them  on  paying  for  them  and  submitting  to 
all  reasonable  requirements  in  relation  to  the  same.  Perhaps  the  right  of  the  plaintiff 
would  have  been  more  obvious  if  it  had  demanded  an  opportunity  on  reasonable 
conditions  of  collecting  the  information  for  itself  especially  if  the  legislature  had  seen 
fit  to  provide  by  law  for  its  doing  so.  But  it  is  not  necessary  to  consider  whether  we 
are  bound  by  that  decision,  or,  if  not,  should  follow  it,  since  in  these  cases  the  claim 
is  not  qualified  by  submission  to  reasonable  rules  or  an  offer  of  payment.  It  is  a  claim 
of  independent  rights  and  a  denial  that  the  plaintiff  has  any  right  at  all.  The  Su- 
preme Court  of  Illmois  gave  no  sanction  to  such  a  claim  as  that. 
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Finally  it  is  urged  that  the  contracts  with  the  telegraph  companies  violate  the  act 
of  July  2,  1890  (c.  647,  26  Stat.,  209).  The  short  answer  is  that  the  contracts  are  not 
relied  on  as  a  cause  of  action.  They  are  stated  simply  to  show  that  the  only  commum- 
cation  of  its  collected  facts  by  the  plaintiff  is  a  confidential  commumcatiQn,  and 
does  not  destroy  the  plaintiff's  rights.  But  so  far  as  these  contracts  limit  the  com- 
munication  of  what  the  plaintiff  might  have  refrained  from  communicatii^  to  anyone, 
there  is  no  monopoly  or  attempt  at  monopoly,  and  no  contract  in  restraint  of  trade, 
eiUier  under  the  statute  or  at  conunon  law.  (£.  Bement  <fc  Sons  v.  National  Harrow 
Co,,  186  U.  S.  70;  Fowle  v.  Park,  131  U.  S.  88;  Elliman  v.  Carrington,  (1901)  2  Ch. 
275.)  It  is  argued  that  the  true  purpose  is  to  exclude  all  persons  who  do  not  deal 
through  members  of  the  board  of  trade.  Whether  there  is  anything  in  the  law  to 
hinder  these  regulations  being  made  with  that  intent  we  shall  not  consider,  as  we 
do  not  reeard  such  a  general  sdieme  as  shown  by  the  contracts  or  proved.  A  scheme 
to  exclude  bucket  shops  is  shown  and  proclaimed,  no  doubt — and  the  defendants, 
with  their  contention  as  to  the  plaintiff,  call  this  an  attempt  at  a  monopoly  in  bucket 
shops.  But  it  is  simply  a  restraint  on  the  acquisition  for  ill^al  purposes  of  the 
fruits  of  the  plaintiff's  work.  (Central  Stock  &  Qnin  Exchange  v.  Board  of  Trade, 
196  111.  396.)    We  are  of  opinion  ^t  the  plaintiff  is  entitled  to  an  injunction  as  prayed. 

That  is  the  decision,  Mr.  Chairman  and  gentlemen,  and  it  holds 
that  future  trades  on  the  Board  of  Trade  are  not  gambling  transac- 
tions, and  it  sustains  the  Board  of  Trade's  property  rights  in  its 
quotations  and  it  enioins  their  use  in  bucket  shops  and,  as  repre- 
sented here,  the  bucKet  shops  now  are  almost  extinct.  They  are 
a  place  for  the  registration  of  oets,  and  not  in  Buy  sense  a  market. 

Mr.  HuLiNGs.  How  often  do  you  have  settlement  days  ?  Does 
each  broker  put  in  his  sheet  every  day  ? 

Mr.  McDouGAL.  Yes,  sir: 

Mr.  HuLiNGS.  To  the  clearing  house  ? 

Mr.  McDouGAL.  Yes,  sir. 

Mr.  HuLiNGs.  If  he  is  long  so  much  and  short  1,000  bushels  less, 
does  he  send  in  with  his  sheet  a  certificate  for  a  thousand  bushels  ? 

Mr.  McDouGAL.  General,  if  you  will  allow  me,  the  war  work  took 
me  out  of  ray  business  three  years,  and  I  have  not  been  able  to  gjot 
back  into  the  grain  business,  and  I  would  rather  3"ou  would  make 
these  questions  subject  of  interrogatory  from  the  preceding  witness, 
of  yesterday,  or  either  of  my  colleagues  who  follow  me. 

Sir.  HuT.iNos.     It  has  been  claimed  here  by  witnesses  that  it  is 

{>ossible  to  require  the  delivery  in  a  day,  that  these  orders  going  in 
rom  these  warehouses  go  in  on  the  floor  of  the  exchange  to  a  oroKer, 
and  that  broker  executes  that  order.  Suppose  the  man  who  buys 
that  sale  wants  the  grain  himself.     How  is  he  going  to  carry  it  ? 

Mr.  McDouGAL.  He  just  waits  for  the  delivery  month  and  deliv- 
ery is  made. 

Mr.  HuLiNGS.  But  suppose  the  broker  says,  ''I  was  onlv  an  agent, 
and  my  principal  is  away  back  in  the  hills  some  place.  He  only 
acts  as  a^ent  and  is  not  responsible  except  to  give  up  the  name  of 
his  principal,  is  he  ?  Under  your  laws  of  the  exchange  you  may  re- 
quire him  to  quit  the  brokerage  business  or  assume  that  responsi- 
bility.    But  I  am  speaking  now  as  a  matter  of  law. 

Mr.  McDoUGAL.  General,  all  grain  contracts  in  futures  being  uni- 
form as  to  quantity,  may  be  substituted  one  for  the  other,  and 
members  of  the  board  acting  as  agents  become  principals. 

Mr.  HuLiNGs.  They  may  become  principals  through  the  local  rule 
of  your  exchange,  as  amongst  themselves. 

Mr.  McDouGAL.  The  rules  have  always  been  found,  however,  to 
tover  any  exigencies  such  as  you  mentioned. 

Mr.  HuLixGS.  I  was  asldng  you  this:  Suppose  a  man  wanted  the 
wheat  and  the  broker  did  not  have  it  to  deuver,  and  he  should  have 
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to  go  into  eourt  to  get  the  actual  delivery  of  that  wheat;  would  he  not 
go  after  the  broker  as  the  broker  or  would  he  go  after  the  broker's 
principal  that  gave  the  order  to  the  broker  ? 

Mr.  McDoiTGAL.  He  would  go  after  the  broker's  employer,  or  the 
member  of  the  firm  of  which  he  was.  But  the  rules  of  the  board 
cover  all  that.  General.  I  can  not  remember  any  cases  going  into, 
court.  I  can  remember  one  man  who  had  in  the  neighborhood  of 
20,000,000  bushels  cash  wheat  bought,  and  he  accepted  delivery  of 
all  of  it,  and  we  shipped  it  out  for  mm. 

I  might  Bay,  if  you  will  allow  me,  gentlemen,  that  my  principal 
business  for  many  years  has  been  representing  exporters,  and  during 
the  war  foreign  governments ;  that  we  made  free  and  very  large  use 
of  the  futures  as  a  foundation  for  those  cash  contracts,  and  on  those 
points  I  think  I  can  enlighten  you. 

Mr.  HuLiKGS.  The  pomt  I  am  making  is  this :  A  man  sitting  back 
in  the  brush  some  place  gives  an  order  through  a  line  house  to  a 
broker  on  the  floor.  The  suggestion  has  been  made  that  that  was  a 
real  transaction  and  contemplated  the  delivery  of  the  wheat  itself. 
While  I  have  been  of  the  opinion  that  probably  in  999  cases  out  of  a 
thousand  there  was  not  any  intention  to  deliver  anything  or  receive 
anything  at  all,  but  that  man  was  the  principal.  Now,  the  question 
was,  when  he  sent  that  order  in,  if  he  did  not  mean  to  deUver  any- 
thing nor  to  receive  anything,  then  his  transaction  so  far  as  he  was 
concerned,  became  a  mere  gamble  in  quotations  on  the  market  ? 

Mr.  MoDotJGAL.  No,  sir.  Your  friend  may  have  gone  in  there 
with  every  intention  in  the  world  to  be  a  gamoler;  but  he  can  not  be 
a  gambler.    He  participates  in  a  contract  enforceable  in  law. 

Mr.  HuLiNGS.  That  is  the  very  point.  You  can  not  jgo  after  him, 
if  you  must  proceed  against  his  troker — ^if  it  is  the  broker's  con- 
tract— ^he  is  making  no  contract,  and  he  has  no  intention  in  his  mind 
that  he  is  making  a  contract  to  deliver  and  get  anything. 

Mr.  MoDoxjGAL.  But  he  can  be  a  gambler  at  heart,  and  have  every 
intent  to  make  a  gamble,  but  he  can  not  make  a  board  of  trade  con- 
tract and  be  one,  unless  he  deliberately  goes  off  in  a.  comer  with 
another  party  to  the  contract,  and  they  agree  that  they  have  no  in- 
tention of  making  deliverv. 

Mr.  HtJLiNGs.  But,  so  far  as  he  is  concerned,  the  board  of  trade  do 
not  know  he  exists;  do  not  know  anything  about  his  intentions. 
There  are  a  lot  of  fellows  there  who  want  to  get  as  many  orders  as 
thev  can,  because  that  means  as  many  commissions  as  they  can  get, 
and  they  take  these  orders,  and  they  encourage  what  is  practically 
bucket  shops,  although  they  say  now  they  send  these  orders  in  by 
wire  on  the  noor  of  the  exchange,  and  they  are  actually  executed  there. 
But  that  man  does  not  have  any  intention  of  doing  anything  at  all 
except  gambling  on  that  market  quotation. 

Mr.  McDouGAL.  I  am  admitting  he  may  have  only  an  intent  to 
gamble,  but  he  does  not  gamble  under  pur  rules  or  practices. 

Mr.  HiXLiNGs.  Under  your  rulings  and  practices,  the  broker  him- 
self takes  his  place  and  so  far  as  he  is  concerned  gets  out  of  it.  The 
board  does  not  know  anything  about  the  existence  of  that  fellow. 
He  is  not  amenable  to  any  rules  on  your  exchange. 

Mr.  MoDouGAL.  I  have  had  the  buying  of  enormous  quantities  of 
future  contracts,  and  it  has  ^  worked  like  clockwork,  and  the  founda-* 
tion  of  our  business  is  future  trades.    It  is  the  currency  of  the.  grain 
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business.     We  have  had  contracts  for  as  high  as  a  million  and  a  half 
bushels  of  spring  wheat  to  be  shipped  to  Italy. 

Mr.  HuLiNGS.  I  have  no  controversjr  about  that.  I  beheve  that 
futures  are  all  right  and  perfectly  le^timate  for  the  board  of  trade. 
I  quite  agree  with  you  so  far  as  that  is  concerned.  But  I  think  that 
nine-tenttis  of  the  work  that  is  done  is  not  performing  any  useful 
function  of  trade  at  all,  any  more  than  a  lot  of  fellows  playing  the 
ponies  would  be  an  important  function  in  improving  the  breed  of 
norses. 

Mr.  MoDouGAL.  I  know,  but  would  not  you  consider  a  service  of 
this  speculator  to  which  you  allude,  having  his  order  executed  in  the 
pit  to  buy  a  thousand  bushels  of  wheat  for  December  deliverv  as- 
summg  the  risk  of  ownership  ? 

Mr.  HuLiNGS.  No,  I  do  not,  because  that  broker  never  collects  any- 
thing. The  broker  will  not  take  an  order  unless  he  gets  his  margin. 
He  does  not  care  anything  about  that  man,  whether  he  is  unable  to 
take  the  wheat  or  pay  for  it,  or  anything  about  it.  He  just  gets  his 
margin  or  his  correspondent  gets  it  tor  him,  and  he  executes  the  order. 
How  are  you  going  to  separate  that  kind  of  thing  from  the  real, 
necessary  dealing  in  futur^? 

Mr.  McDouGAL.  I  do  not  know. 

Mr.  McLaughlin  of  Michigan.  The  idea  is  to  enable  one  always  to 
be  able  to  deal  who  deals  legitimately,  and  from  your  standpoint 
there  must  be  some  one  to  take  the  other  end  of  the  transaction.  He 
may  be  simply  a  speculator,  but  he  is  always  there,  and  it  always 
gives  an  opportunity  for  carrying  on  the  regular  trading  of  the  ex- 
change.    May  I  ask  a  question  now  ? 

Mr.  McDouGAL.  Certainly,  Mr.  McLaughUn. 

Mr.  McLaughlin  of  Micliigan.  Many  of  the  witnesses  who  take  the 
view  you  take  on  this  matter,  have  saicl  that  is  it  generally  recognized 
that  there  are  evils  and  abuses  and  practices  which  ought  to  be  cor- 
rected, perhaps  which  can  be  corrected  by  law.  Some  suggest  that 
they  can  be  corrected  by  the  rules  of  the  exchanges.  When  we  ask 
these  gentlemen  to  state  what  those  evils  and  abuses  are,  very  few  of 
them  are  able  to  tell  us  anything  about  it,  and  not  one  has  been  able  to 
tell  us  how  any  of  them  can  be  corrected.     Perhaps  you  can  tell  us  i 

Mr.  McDouGAL.  Well,  if  you  will  cite  what  particular  abuse  you 
have  in  mind 

Mr.  McLaughlin  of  Michigan.  You  are  right  there;  I  do  not 
know. 

Mr.  McDouGAL.  We  have  a  board  of  directors  and  a  code  of  rules, 
which  are  competent  to  take  care  of  most  everything  that  comes 
along,  and  I  do  not  know,  Mr.  McLaughlin,  any  way  to  answer  except 
to  say  that  the  board  of  trade  daily  and  constantly  interprets  and 
applies  all  rules  to  any  abuses  that  arise. 

Mr.  McLauohun  of  Mich^an.  You  have  been  present  for  several 
days — I  mean  at  these  hearings — and  I  think  you  have  heard,  as  I 
have  heard,  a  number  of  witnesses  say  in  effect  that  it  is  generally 
known  that. there  are  evils  and  abuses  and  so  on.  Do  you  agree 
with  them? 

Mr.  McDouGAL.  I  do  not  think  there  are  as  many  evils  and  abuses 
on  the  board  of  trade  as  there  are  in  the  practice  of  law  or  any  other 
business.  I  do  not  know  of  any  evils  or  abuses,  Mr.  Mcl/aughlin, 
that  the  trade  and  the  officers  of  the  exchange  are  not  constantly 
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striving  to  take  care  of  and  do  take  care  of  almost  without  exception. 
I  heara  yesterday  or  the  day  before  questions  asked  about  gamblers 
and  manipulators,  and  the  diflFerence  between  gambling  and  specu- 
lation, and  I  thought  those  points  had  been  fairly  well  cleared  up  in 
your  mind;  by  Mr.  Gate's  testimony.  A  manipulator,  about  which 
you  asked  yesterday,  is,  of  course,  always  a  speculator,  but  he  is  a 
man  who  endeavors  bv  strong  arm  methods  to  do  that  which  is  not 
fair  and  equitable,  andf  on  such  men  the  whole  trade  frowns  and  tries 
to  run  down. 

Mr.  McLaughlin  of  Michigan.  You  have  just  said  that  you  think 
there  are  no  more  abuses  in  this  line  of  business  than  are  found  in  the 
practice  of  the  law,  and  you  go  on  to  say  that  there  are  no  abuses  or 
evil  practices  that  the  boards  of  trade  themselves  do  not  try  to  correct. 
Do  you  know  of  any  of  these  abuses  or  evil  practices  which  the  board 
themselves  are  not  able  to  correct  which  might  possibly  be  corrected 
by  law  ? 

Mr.  McDouGAL.  No,  I  do  not. 

Mr.  McLaughlin  of  Michigan.  I  think  it  can  be  gathered,  even 
from  your  testimony,  that  some  evil  practices  exist  or  are  indulged 
in  that  vou  are  firmly  of  the  opinion,  evidently,  that  they  must  be 
left  to  tne  directors  of  the  exchange. 

Mr.  McDouGAL.  I  think,  Mr.  McLaughlin,  that  an  attempt  by  legal 
enactment  to  remedy  internal  evils  on  these  exchanges  might  oe  felt 
in  creating  an  inflexible  market.  If  our  market  is  not  flexible,  it  is 
no  good  to  anybo^;  it  is  a  dead  thing. 

Mr.  HuLiNGS.  What  was  the  objection  of  the  board  of  trade  to 
the  bucket  shop  ? 

Mr.  McDouGAL.  The  bucket  shop  was,  in  the  first  place,  stealing 
Quotations;  and,  in  the  second  place,  they  were  stealing  them  for 
tne  purposes  of  fraud. 

Mr.  HuLiNGS.  Well,  in  what  respect •  how  did  that  hurt,  if  the 
bucket  shop  got  to  know  what  the  dealings  were  on  the  exchange  ? 
That  was  a  public  thing. 

Mr.  McDouGAL.  The  Supreme  Court  here  sustains  our  property 
right  in  the  quotations  ana  they  are  of  substantial  value,  and  they 
steal  those  quotations. 

Mr.  HuuNGs.  Why  did  they  object  to  them  stealing  quotations, 
which  are  an  intangible  thing  and  could  not  subtract  irom  their 
property  ? 

Mr.  McDoUGAL.  Yes;  it  does. 

Mr.  HuLiNGs.  Why  was  it?  Because  the  gambling  would  be 
transferred  from  that  back  room  some  place  all  over  the  United 
States  instead  of  to  that  board  of  trade,  was  the  real  reason,  was  it 
not? 

Mr.  McDouGAL.  It  is  not  gambling;  the  decision  here  said  it  is 
not  gambling,  and  these  quotations  nring  into  the  board  of  trade 
large  sums  of  money.     They  sell  them  the  quotations. 

Mr,  HuLiNGs.  That  is  it  precisely. 

Mr.  McDouGAL.  And  the  bucket  shops  stole  theiti  and  they  used 
them  not  to  be  used  in  a  minor  market.  General,  but  they  used  them 
simply  to  register  bets,  and  the  proprietor  of  the  bucket  shop  bets- 
the  other  way  from  his  custx)mer. 
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Mr.  HuLiNGS.  There  would  be  one^eighth  always  in  his  favor,  or  a 
quarter  ? 

Mr.  McLaughlin  of  Michigan.  The  bucket  shops  made  a  larger 
market,  and  you  tell  us  the  larger  the  market  the  better  it  is  for  trade 
and  for  the  farmer  and  consumer. 

Mr.  HuLiNGS.  It  seems  to  me  that  the  purpose  of  the  suit  was  not 
to  establish  a  right  of  property,  particularly,  in  the  quotations,  only 
as  that  was  an  incident  to  enable  them  to  win  the  suit.  But  the  real 
purpose  was  to  drive  those  operations  on  to  the  board  of  these  ex- 
changes. They  wanted  the  commissions  there  themselves  instead  of 
having  the  bucket  shop  keeper  put  them  in  his  pocket. 

Mr.  McDouQAL.  True,  but  do  you  not  think  the  board  of  trade 
was  entitled  to  its  own  property  ? 

Mr.  HuLiNGS.  Yes;  it  was  entitled  to  its  own  property,  but  I  think 
that  claim  was  the  instrument  or  vehicle  by  which  they  could  drive 
these  Quotations  on  to  the  board,  where  they  could  get  the  quotations 
insteaa  of  the  bucket  shop. 

Mr.  McDouGAL.  A  man  wants  everything  that  he  can  get  lawfully 
and  honestly  and  decently. 

Mr.  McLaughlin  of  Michigan.  These  quotations,  however,  that 
you  speak  of  are  simply  statements  as  to  actual  conditions  existing 
m  the  country.  They  are  simply  statements  of  what  wheat  is  worth 
at  the  particular  moment  or  day  ? 

Mr.  McDouGAL.  Yes;  they  express  the  value. 

Mr.  McLaughlin  of  Michigan.  They  express  the  value  of  the 
bushel  of  grain  that  the  farmer  has  and  that  the  miller  wishes  to  buy. 

Mr.  HuLiNGS.  Thev  are  open  to  the  public  in  every  broker  office 
and  the  ticker;  every oody  can  get  them. 

Mr.  McLaughlin  of  Michigan.  Looking  at  it  in  one  way  I  do  not 
know  why  they  should  be  withheld;  on  the  other  hand,  if  a  man 
goes  to  work  at  a  large  expense  and  immense  trouble  to  get  those  for 
his  own  business,  I  do  not  know  why  he  should  not  be  permitted  to 
keep  them  to  himself.  There  are  two  ways  of  looking  at  it;  there 
is  simply  a  statement  of  actual  conditions,  telling  what  the  farmer's 
wheat  is  worth  in  his  bin,  and  the  miller  must  pay  that  if  he  buys  it 
at  that  particular  moment. 

Mr.  PuRNELL.  The  bucket  shops  took  some  of  the  board  customers, 
did  they  not.    Does  not  that  enter  into  it  ? 

Mr.  McDouGAL.  Oh,  yes;  they  take  some  of  the  board's  customers, 
and  the  board  spends  a  large  amount  of  money  in  acquiring  the 
information  and  producing  the  facilities  on  which  the  whole  market 
structure  is  reared. 

I  would  like  to  say,  Mr.  Chairman,  if  I  might  be  permitted,  that  the 
men  who  follow  me  are  much  more  competent  witnesses  in  respect 
of  these  bucket  shop  matters  than  I  am  -  and  I  have  tried  to  make 
as  frank  and  open  a  statement  as  I  could  from  my  own  knowledge 
of  them,  and  I  intended  to  add  that  my  experience  has  been  limited 
largely  on  the  board  of  trade  and  as  a  buyer  and  seller  of  futures, 
as  a  buyer  of  our  cash  grain  on  a  large  scale  for  eastern  millers  and 
exporters  for  foreim  Governments.  And  so,  if  you  gentlemen 
would  be  good  enou^  to  let  me,  as  far  as  you  can,  limit  myself  to  the 
scope  of  my  own  activities,  it  will  help  me  a  good  deal,  and  the  other 
information  will  be  cheeriully  and  more  competently  given  by  my 
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colleagues.  I  only  mention  that  as  a  request,  so  as  to  expedite  the 
hearing. 

Mr.  Summers.  When  the  president  of  the  cotton  exchange  was 
before  this  committee,  I  heard  him  state  that  in  his  judgment  the 
ideal  fimction  of  the  cotton  exchange  would  be  not  to  nave  cash 
deliveries,  not  to  have  deliveries  on  its  contracts,  but  to  act  as  a  head. 
What  do  you  say  as  to  that  proposition  with  reference  to  the  grain 
exchanges  ? 

Mr.  McDouoAL.  I  do  not  believe  I  understand  your  question. 

(The  last  question  above  was  then  read  by  the  stenographs.) 

Mr.  MoDoTJGAL.  Orain  exchanges  can  get  along  witnout  cash 
delivery. 

Mr.  StTMMERS.  You  stated  a  moment  ago  that  the  market  would 
be  valueless  imless  it  was  flexible.     What  do  you  mean  by '  'flexible  V 

Mr.  MoDonoAL.  I  meant  capable  of  being  traded  in  Ireely. 

Mr.  Summers.  What  do  you  mean  by  ''being  traded  in  freely  I" 

Mr.  McDouoAL.  I  said  a  moment  a^o,  sir,  that  I  had  a  (^artain 
order  for  a  large  quantity  of  grain  dmivered  to  the  west  coast  of 
Italy;  and  as  a  preface  to  the  purchase  of  the  cash,  I  had  to  give 
orders  to  buy  the  May  future,  I  think  it  was.  We  did  buy  the  Mav 
future  on  a  million  and  a  half  busheb,  and  I  think  it  was  in  a  haJu 
hour,  on  a  range,  I  think,  of  not  more  than  2  or  2\  cents  a  bushel. 

Mr.  Summers.  I  did  not  mean  to  have  you  repeat  what  is  ah*eady 
in  the  record.  I  just  came  in,  and  I  am  asking  these  questions  by 
courtesy  of  the  committee. 

Mr.  McDouoAL.  Pardon  me.  If  we  had  had  an  inflexible  market 
instead  of  a  flexible  market,  we  would  have  had  to  probably  pay  6 
or  6  cents  a  bushel  more. 

Mr.  Summers.  Do  you  mean  a  market  that  will  bend  and  twist 
and  go  up  and  down  ? 

Mr.  McDouGAL.  I  mean  a  market  that  will  respond  sensitively  and 
sensibly  to  buying  and  selling.  If  there  are  no  buyers  and  no  sellers 
when  we  go  on  the  market,  or  if  there  are  no  buyers  when  we  have 
lai^e  contracts  to  sell  on  the  market,  the  ran^  is  so  great  that  it 
win  destroy  any  possibility  of  profit  or  make  it  mipossime  to  fill  any 
order,  which  usuaUy  comes  at  a  fixed  limit  from  tne  other  side. 

Mr.  Summers.  What  you  mean,  then,  is  that  if  there  is  nobody 
wants  to  buy  if  you  want  to  sell,  and  nobody  wants  to  sell  when  you 
want  to  buy,  you  can  not  trade. 

Mr.  McDouGAL.  Yes,  sir. 

Mr.  Summers.  That  is  true,  is  it  not,  everywhere  on  every  com- 
modity on  earth.  I  want  to  ask  you  this  question:  What  is  your 
judgment  as  to  the  influence  of  the  practice  ol  hedging  after  the  crop 
IS  in  sight?  Take  your  wheat  crop,  and  the  crop  is  in  sight  and  part 
of  that  crop  is  sold,  and  the  people  who  buy  it  nedge.  What  effect 
do  you  think  that  the  privilege  and  the  custom  of  hedging  has  on  the 
price  of  the  unsold  crop  with  reference  to  stability) 

Mr.  McDouOAL.  I  do  not  think  it  has  any  effect  on  the  imsold 
portion  of  the  crop. 

Mr.  Summers.  Let  me  ask  you  this  question:  If  you  buy  wheat 
and  you  hed^e  that  sale,  the  parity  between  the  future  and  spot 
market  is  mamtained.  You  hedge  to  an  amount  equal  to  that  spot 
purchase.  You  have  cut  yourself  off  from  hope  of  gain  if  that  price 
goes  up,  have  you  not? 
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Mr.  McDouGAL.  Not  necessarily. 

Mr.  SuMMEBs.  Why  not  ? 

Mr.  MoDonoAL.  Because,  you  have  made  your  hedge  in  the  ex- 
pectancy of  making  your  profit  out  of  the  cash. 

Mr.  SuMifERS.  If  you  huy  10,000  bushels  of  wheat  and  sell  a  hed£e 
against  it,  then  when  you  sell  spot  wheat  you  close  out  the  hedge,  ao 
you  not  ? 

Mr.  MoDouGAL.  Agreed. 

Mr.  Summers.  If  it  is  true  this  parity  between  the  future  and  spot 
market  is  maintained,  what  difference  does  it  nutke  to  you- whetner 
that  price  goes  up — ^what  you  make  on  the  spot  you  lose  on  the  hedge, 
and  vice  versa,  do  you  not? 

Mr.  MgDouoal.  The  profit  comes  in  the  price  that  you  have  your 
contract  sold  abroad  at. 

Mr.  Summers.  I  know  it;  that  is  what  I  am  talking  about.  But 
that  is  constant,  is  it  not,  when  it  goes  up  or  down  ? 

Mr.  McDouGAL.  Sir  i 

Mr.  SuMBiERS.  That  is  a  constant  margin  you  have  got,  whether 
the  general  market  eoes  up  or  down  ? 

]k&.  MgDougal.  As  a  buyer,  of  course,  I  have  got  a  margin,  or  I 
would  not  have  entered  the  market.    I  have  an  expected  profit. 

Mr.  Summers.  I  will  ask  you  this  question:  I  evidently  do  not  make 
myself  clear — suppose  you  bought  that  wheat  to  the  extent  of  10,000 
bushels  at  $2  a  bushel,  and  you  sell  a  hedge  for  10,000  bushels  against 
that.  Would  you  not  on  your  contract  oe  able  to  net  just  as  much 
money  if  that  delivenr  was  made  at  SI. 50,  provided  the  future  market 
also  went  down  and  neld  the  parity  between  the  future  and  the  spot 
market  ? 

Mr.  MoDouGAL.  I  do  not  think  you  would. 

Mr.  Summers.  YHiy  not?  I  would  just  like  you  to  tell  the  com- 
mittee wlw. 

Mr.  McDouGAL.    Well,  suppose  I  cite  a  real  case. 

Mr.  Summers.  I  have  stated  a  concrete  case.  You  bought  the 
10,000  bushels  of  wheat,  and  you  have  sold  it  on  the  contract,  and 
you  bought  a  hedge  against  it.  Then  when  you  deliver  the  wheat  you 
sold  out  the  hedge. 

Mr.  MgDougal.  When  I  sold  the  futiu^  against  the  10,000  bush- 
els cash  wheat,  I  did  not  buy  any  hedge;  I  sold  a  hedge. 

Mr.  Summers.  Of  course.  When  you  bought  the  wheat  you  sold 
the  hed^e  ? 

Mr.  MgDougal.  When  I  bought  the  10,000  bushels  in  the  first 
place,  sir,  I  had  an  order  from,  let  us  say,  a  miller  ? 

Mr.  Summers.  Yes. 

Mr.  MgDougal.  To  buy  the  wheat  ? 

Mr.  Summers.  Yes. 

Mr.  MgDougal.  And  it  is  on  his  orders  that  the  cash  wheat  has 
been  sold,  and  all  that  this  hedge  has  been 

Mr.  Summers  (interposing).  There  is  no  difference  of  omnion 
about  that.  I  am  gettmg  to  the  tail  of  the  transaction  now.  wheat 
goes  down  to-day  to  SI. 50  a  bushel,  and  what  you  have  lost  on  your 
Spot  you  have  won  on  your  hedges,  have  you  not?  Otherwise,  hedg- 
ing would  not  be  worth  anything.  That  is  a  definite,  concrete  propo- 
sition. You  say  you  are  a  trader  in  grain.  I  do  not  see  any  difii- 
culty  about  answering  that  question. 
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Mr.  MoDotJOAL.  The  hedge  is  made  on  our  board- 


Mr.  Sttmmebs  (mterposdng).  I  understand  that.  But  could  you 
or  not  answer  that  definite,  concrete  question  that  I  have  tried  to 
put  to  you  ? 

Mr.  McDouoAL.  It  is  a  supposititious  case. 

Mr.  SuMMEBS.  Does  it  not  happen  all  the  time  in  trade;  is  not 
that  the  very  purpose  of  the  hedge — to  protect  yourself  against  a 
loss? 

Mr.  McDouGAL.  The  purpose  of  the  hedge  is  to  insure  safety  or 
minimize  the  risk. 

Mr.  Summers.  I  want  to  ask  this  question:  If  tou  had  bought 
10,000  bushels  of  wheat  and  had  not  hedged^  would  you  be  more  or 
less  disposed  to  sell  for  $1.50  if  you  had  not  hedged  than  you  would 
have  been  disposed  to  sell  at  $  1 .50  a  bushel  if  you  had  hedged  ?  What 
do  you  say  to  that  ? 

It^r.  McDouGAL.  It  depends  at  what  price  the  hedge  is  made. 

Mr.  Summers.  You  have  not  hedged  at  all  in  that  case  ? 

Mr.  McDouoAL.  Then  I  would  not  be  considering  the  hedge  at  all. 

Mr.  Summers.  If  vou  had  not  hedged  at  all,  you  would  hang  onto 
that  $2  wheat  a  good  while  before  you  would  sell  for  $1.50,  a  whole  lot 
longer  than  if  you  had  hedged  ? 

Mr.  McDouGAL.  Whv,  if  I  had  a  loss  in  it,  I  would  run  away  from 
it  as  fast  as  I  could,     t  do  not  speculate  in  the  market. 

Mr.  Tenohbr.  Let  me  see  if  I  can  make  you  understand.  You  have 
ordered  10,000  bushels  of  wheat  at  $2.  You  make  a  hedge.  You  do 
that  to  insure  yourself  against  a  loss  on  it. 

Mr.  McDouGAL.  Not  exactly,  sir.  I  get  an  order  from  a  client  in 
the  East  to  buy  10,000  bushels  of  wheat,  and  it  is  bought  so  much  over 
or  so  much  under  the  future.  You  see,  I  am  not  the  principal;  J  am 
the  agent. 

Mr.  Tincher.  You  ought  to  know  something,  even  if  you  are  noth- 
ing but  an  agent.  If  the  hedge  is  to  furnish  insurance,  the  point  Mr. 
Young  attempts  to  make  is  that  it  must  of  necessity  preclude  interest 
in  the  fluctuation  in  the  market  or  preclude  additional  profit.  If 
you  take  the  hedge  to  furnish  insurance  on  the  price  it  would  natur- 
ally preclude  additional  j>rofit,  or  change  in  the  market,  because  you 
coula  not  possibly  profit  in  it  if  you  had  taken  the  hedge  for  the  pur- 
pose of  furnishing  insurance. 

Mr.  McDouGAL.  I  have  already  said  all  there  is  in  the  transaction 
of  the  cHent  that  we  represent  is  his  own  estimated  margin  of  profit, 
and  the  hedge  insures  it. 

Mr.  Tincher.  Then,  does  not  the  same  hedge  preclude  additional 
profit,  because  it  has  this  other  transaction  pending  ? 

Mr.  McDouGAL.  Yes,  I  think  it  does. 

Mr,  Tincher.  The  hedge  protects  him  from  loss  and  precludes 
further  profit  in  the  transaction.     That  is  the  case. 

Mr.  Summers.  Is  not  this  the  situation;  When  the  crop  is  in  sight, 
and  half  the  crop  is  sold  and  that  half  crop  is  hedged,  does  not  that 
throw  the  entire  weight  of  sustaining  the  market  on  the  unsold  part 
of  the  wheat  on  the  farmer,  who  has  got  it  in  his  bin  ? 

Mr.  McDouGAL.  No,  I  do  not  think  there  is  any  weight  on  his  wheat 
until  he  sells  it.     What  weight  can  there  be  on  his  wheat  ? 

Mr.  Summers.  It  has  tins  weight,  that  if  anybody  can  manipulate 
that  market  by  anv  scheme,  you  have  got  this  sale  at  $1.50  or  $2  a 
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biishel,  the  wheat'you  paid  S2  for.  That  is  the  weight  thrown  on  lii- 
market.  It  is  insurance,  but  it  is  a  good  insurance.  It  is  the  same 
kind  of  insurance  as  if  ^  ou  were  to  insure  a  house  for  evers'  dollar 
it  was  worth  and  bum  it  down  for  every  dollar  of  insurance ;  is  not 
that  right?     But  you  endanger  the  property  of  your  neighbors. 

Mr.  HcDouQAL.  I  can  not  see  it  that  way. 

The  CnAntMAN.  Information  was  requested  as  to  the  linutatiom 
upon  future  trading  in  grain  which  were  imposed  on  members  of 
the  Chicago  Board  of  Trade  prior  to  the  dissolution  of  the  Foovl 
Administration  and  the  Grain  Corporation.  I  took  the  matter  up 
with  the  Department  of  Agriculture.  The  information  is  here.  Shall 
it  be  printed  in  the  record  ?  The  matter  was  referred  to  the  depart- 
ment m  Chicago  with  a  request  that  a  copy  of  the  order  be  made. 

Mr.  PuBNELL.  I  move  that  it  be  inserted  in  the  record. 

The  Chairman.  Without  objection  it  is  so  ordered. 

(The  letter  from  the  Department  of  Agriculture  and  the  tel^ram 
referred  to  are  here  printed  in  full,  as  fouows:) 

ITnited  States  Department  of  Aoriculturb, 

Bureau  of  Markets, 
Washington,  D.  C,  January  12, 1921. 
Hon.  Gilbert  N.  Haugen, 

House  of  Representatives. 

Dear  Mr.  Haugen:  In  response  to  your  request  for  further  information  regard- 
ing the  limitations  upon  future  trading  m  grain  which  were  imposed  on  the  members 
of  the  Ohica^  Board  of  Trade  prior  to  the  dissolution  of  the  Food  AdminiBtratioo 
and  the  Gram  Corporation,  I  have  had  Mr.  Rollin  £.  Smith,  who  has  returned  to 
Chica^,  inquire  into  this  matter.  I  am  now  in  receipt  of  a  telegram  from  him  ex- 
plaining the  situation,  and  inclose  copies  of  these  telegrams  for  your  information.  I 
believe  that  they  are  self-explanatory.  In  case,  however,  there' is  any  part  of  them 
that  you  do  not  understand  I  shall  be  glad  to  seek  further  information  for  you. 
Very  truly,  yours, 

George  Living8ton, 

Chief  of  Bureau. 


Chicago,  III.,  January  11,  1921. 
fissLET,  Washington^  D.  C. 

December  6  of  same  year  the  limit  on  speculative  trades  was  modified  by  the 
directors  of  the  board  permitting  in  addition  to  the  200,000  bufihels  the  same  amount 
on  each  aide  of  spread  accoimts. 

On  December  26  of  same  year  all  restrictions  were  rescinded  as  a  result  of  the  follow- 
ing from  J.  J.  Stream,  Chief  Coarse  Grains  Division  of  Food  Administration: 

"New  York,  December  f4,  1929. 
"John  R.  Mauff, 

"Secretary  of  Board  of  Trade,  Chicago. 

''Grain  exchanges  are  advised  that  on  and  after  January  1,  1919,  they  may  in  their 
discretion  remove  all  quantity  restrictions  on  trading  in  future  deliveries  of  com,  oats, 
rve,  and  barley.  This  relaxation  does  not  abrogate  or  modify  any  of  the  provisions  of 
the  food-control  act,  and  grain  exchanges  and  weir  members  will  continue  to  be  held 
strictly  accountable  for  any  manipulative  practices  resulting  in  undue  depression  or 
enhancement  of  grain  prices." 

On  May  19,  1919,  due  to  erratic  fluctuations,  the  board  of  directors  again  placed  a 
limit  of  200,000  bushels  on  trades  other  than  hedging  in  com.  This  restriction  con- 
tinued until  February  25,  1920,  when  the  order  was  rescinded  in  the  following  com- 
munication from  the  secretary  of  the  board  to  members: 

'*  To  members: 

"On  May  19,  1919,  this  board  of  directors  by  resolution  placed  on  its  memhor- 
restrictions  and  limitations  on  the  execution  of  contracts  caOing  for  com  excIuFive 
of  those  hed^png  pmrposes  and  called  attention  to  the  restrictions  against  boardinc 
as  contained  in  section  6  of  the  food-control  law. 
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"The  responsibility  for  the  fulfillment  of  the  obligations  so  piroclaimed  by  the 
board  of  directors  was  vested  in  the  executive  officers  of  this  association  througn  the 
iforeeaid  resolution.  It  is  now  the  desire  of  the  bocurd  of  directors  to  make  this  respon- 
ability  in  the  future  a  matter  of  honor  and  loyalty  for  each  member  of  the  association 
ind  to  transfer  in  such  maimer  the  responsibility  that  has  heretolore  rested  with  the 
executive  officer. 

*' Daily  reports  to  the  executive  officers  on  all  other  com  transactions  will  be  dis- 
:^ntinued  and  quantity  restrictions  removed  on  and  after  to-day,  and  the  executive 
officers  take  this  op))Ortunity  to  express  to  the  members  their  deep  appreciation  of 
the  spontaneous  cooperation  and  sincere  response  to  demands  unique  in  the  anaials 
oi  this  association.*' 

RoLLiN  SMrni. 

The  Chatkman.  I  have  a  number  of  telegrams  for  requests  for 
hearing,  which  we  might  dispose  of  at  this  ^e  if  agreeable  to  the 
committee. 

Mr.  McLaughlin  of  Michigan.  Can  you  not  dispose  of  them^  Mr. 
Chairman,  better  than  we?  You  know  the  dates  and  how  long  it 
will  take. 

The  Chaibman.  Mr.  Hoover  was  invited  to  appear  on  Monday. 
His  telegram  reads  that  he  will  not  be  able  to  be  here  on  Monday 
and  su^ests  Thursday. 

Mr.  ^Lauohijn  of  Midiigan.  I  do  not  understand  that  he  says 
he  can  not  be  here  on  Monday  but  that  he  prefers  to  be  here  Thurs- 
day. 

The  Chaibman.  The  derk  will  read  the  telegrams. 

(L.  G.  Haugen,  clerk  to  the  committee,  thereupon  read  as  foUows:) 

New  York,  N.  Y.,  January  21, 19tl, 
G.  N.  Hauqsk, 

Chairman  Committee  on  Agriculture^ 
House  of  Representatives t  Washington,  D.  C. 

Answer  must  be  in  Columbus,  Ohio,  January  17;  important  engagements  in  New 
York  until  Thmsday.  Would  it  be  possible  for  me  to  appear  before  your  committee 
January  12? 

Herbert  Hoover. 

Mr.  TiNCHEB.  That  is  next  Thursday,  is  it  not  ? 

The  Chairman.  Yes,  sir. 

Mr.  HuUNGS.  What  side  is  Mr.  Hoover  going  to  talk  on? 

The  Chaibman.  I  do  not  know. 

Mr.  HuLiNGS.  If  he  is  going  to  talk  for  the  exchanges,  we  have 
had  lots  of  them.     He  can  not  add  anything  to  it. 

The  Chairman.  What  is  the  pleasure  of  the  committee  ? 

Mr.  TiNCHER.  Under  the  present  arrangement  of  the  committee, 
the  hearings  should  close  Monday  night;  is  that  right? 

The  Chairman.  Monday  night. 

Mr.  Tinc5HER.  We  got  into  tiais  predicament  by  inviting  Mr.  Barnes 
and  Mr.  Hoover  to  appear  before  tnis  committee.  Personally,  I  want 
to  close  the  hearings  as  soon  as  we  can.  However,  it  is  hardly 
the  right  thing  to  have  Mr.  Barnes  come  here  Monday.  My  impres- 
sion is  that  Mr.  Bames  and  Mr.  Hoover  are  not  in  accord  in  this 
matter.  They  are  both  big  men,  but  I  am  convinced  they  are  not 
in  absolute  accord  on  the  method  of  handling  grain  futures.  1^. 
Barnes's  testimony  will  be  along  the  same  line  as  the  gentleman  who 
testified  here  yesterday  from  the  Chicago  Board  of  Trade.  I  do  not 
like  the  committee  to  wait  to  hear  just  one  witness. 

Mr.  McLaughlin  of  Michigan.  I  move  we  hear  Mr.  Hoover  on  the 
date  he  mentions. 
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Mr.  PuBNELL.  I  think  we  oud^t  to  close  the  hearings  Monday 
night,  with  the  exception  of  Mr.  Hoover,  but  I  think  in  courtesy  to 
him,  since  he  is  engaged  in  this  very  important  European  relief  work. 
He  was  invited  by  the  committee,  and  I  think  we  ought  to  close  the 
hearings  Monday  night,  with  the  exception  of  Mr.  Hoover,  and  we 
ought  to  hear  hmi  on  Thursday. 

Mr.  McLauohlent  of  Michigan.  I  move  that  we  hear  Mr.  Hoover 
next  Thursday. 

Mr.  PuRNELL.  I  want  to  offer  an  amendment.  I  do  not  want  the 
hearings  to  drag  out  over  Tuesday  and  Wednesday  and  Thursday, 
because  I  know  all  of  us  have  got  a  lot  of  other  important  business 
to  take  care  of. 

Mr.  McLaughlin  of  Michigan.  We  are  practically  holding  over 
imtil  Thursday  if  my  motion  prevails,  and  if  any  one  wants  to  come 
in  the  meantime  I  think  they  should  be  heard. 

The  Chairman.  The  committee  has  resolved  to  close  the  hearings 
on  Monday.  You  have  heard  Mr.  McLaughlin's  motion.  Are  you 
ready  for  the  question  ? 

(Tjie  motion  was  duly  carried. 

(L.  G.  Haugen  (clerk  to  the  committee)  thereupon  read  a  telegram 
irdfA  Mr.  Julius  H.  Barnes,  as  follows:) 

New  York,  N.  Y.,  January  i«,  19fl. 

G.  N.  Haugen, 

Chairman  Ctymmiltee  on  Agricultvrey 

Washington,  D.  C, 
Your  telesram  received.    I  shall  be  very  glad  to  respond,  and  will  be  in  Wash- 
injrton  Monaay  morning  as  you  request. 

Juuus  H.  Barnes. 

(L.  G.  Haugen,  clerk  to  the  committee,  thereupon  read  a  telegram 
from  Mr.  Clii^rd  Thome,  as  follows:) 

Ghigaoo,  III.,  January  12, 19tl. 

Hon.  G.  N.  Haugen, 

Washington^  D.  C: 
Regret  very  mudi  to  state  I  have  important  trial  commencing  IStli  at  Oklahoma 
City  which  is  impossible  to  postijone.    Eckhart  has  agreed  to  present  cloeing  testi- 
mony on  behalf  agricultural  associations  interested  and  will  appear  before  your  com- 
mittee Monday,  if  agreeable  to  you. 

Clifford  Thorne. 

The  Chairman,  Shall  we  hear  Mr.  Thome  ?    Without  objection  it 

is  so  ordered.  ^  .       .    ^  «^ 

L.  G.  Haugen  (clerk  to  the  conmuttee).  Congressman  Steenersoii 

desires  to  be  heard  at  11  o'clock  Saturday  morning. 
The  Chairman.  Without  objection  it  is  so  ordered. 
Mr.  TiNOHER.  Congressman  Young,  of  North  Dakota,  wants  to  bo 

heard.     He  desired  us  to  fix  the  time.     He  is  on  the  Committee  on 

Ways  and  Means.  ,  .      .         ,  ..,         .,11.        1  • 

Trtie  Chairman.  Without  objection,  the  conmuttee  will  hear  hiin 

L.  G.  Haugen  (clerk  to  the  committee).  Senator  Dial,  of  South 
Carolina,  desires  to  be  heard  on  cotton  trading. 
The  Chairman.  Without  objection  the  Senator  will  be  heard  on 

Saturday. 
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L.  6.  Haugen  (clerk  to  the  committee).  Mr.  Beir,  of  Carrington, 
S.  Dak.y  sent  a  telegram  in  reply  to  one  sent  by  this  committee. 
[Heading:] 

CABazNOTON,  N.  Dak.,  Janyary  IS,  1921. 

O.  N.  EUkUOBK, 

Chairman  Committee  on  Agriculture,  Washingtonf  D.  C: 

Distance  makes  it  impossible  for  me  to  appear  this  week.  Please  advise  if  I  will 
^et  a  hearing  if  I  appear  on  the  19th. 

Fred  Beir,  Sr. 

Mr.  McLaughlin  of  Michigan.  Why  not  hear  him  on  Thursday? 

The  Chaibman.  Without  objection  we  will  hear  Mr.  Beir  on 
Thursday. 

If  anyoody  desires  copies  of  the  printed  reports  of  these  hearings 
kindly  give  your  name  and  the  address  to  the  clerk  and  they  will  be 
mailea  to  you. 

Mr.  TiNCHER.  Before  hearing  another  witness,  in  order  that  we 
may  be  advised  as  to  the  activities  and  the  propaganda  circulated 
concerning  the  matter,  I  desire  to  call  attention  to  the  fact  that  on 
January  10  the  Commercial  Telegraphers'  Union  of  America,  affiliated 
with  the  American  Federation  of  Labor  and  Trade  Labor  Council  of 
Kansas,  from  their  offices  and  headquarters  at  Eastern  Broker  Divi- 
sion, New  York,  issued  a  form  letter,  in  which  they  say  a  copy  of  the 
letter  has  been  mailed  to  all  Members  of  Congress  who  protest  against 
this  l^slation,  saying  that  it  will  deprive  large  numbers  of  men  from 
employment.  I  ask  permission  to  put  this  letter  in  the  record  at 
this  time. 

The  Chairman.  Without  objection  it  is  so  ordered. 

(The  letter  of  the  Commercial  Telegraphers'  Union  submitted  by 
Mr.  Tincher  is  here  submitted  in  full,  as  follows:) 

ThB    GoUMSRCIAL    TsiiEORAPHEBfi'    UnION    OF    AMERICA, 

Eastern  Broker  Division, 
New   York,  N,  F.,  January  10,  1921. 

At  a  special  meeting  of  the  Eastern  Broker  Division  of  the  Commercial  Telegra- 
phers' Union  of  America,  held  on  Saturady,  January  8,  at  the  headquarters,  44  Broad 
Street,  New  York,  the  following  resolution  was  adopted. 

Whereas  Representative  Tincher,  Member  of  the  Sixty-sixth  Congress,  introduced 
in  the  House  of  Kepresentatives  a  bill,  known  as  H.  K.  14657,  which  was  referred 
to  the  Conmiittee  on  Agriculture,  providing  for  the  levying,  collection,  and  payment 
of  a  10  per  cent  tax  upon  contracts  for  tlie  future  delivery  of  grain,  grain  products, 
and  cotton,  and  options  for  such  contracts;  and 
Whereas  the  passage  of  such  a  biU  would  immediately  cause  the  discontinuance  of 
the  present  stable  method  of  handling  grain,  grain  products,  and  cotton,  tliereby 
automaticaUy  throwing  out  of  employment  thousands  of  employees  engaged  directly 
in  this  work,  who  are  members  oi  the  Commercial  Telegrapners*  Union  of  America; 
and 
Whereas,  the  members  of  the  Bastem  Broker  Division  of  the  Commercial  Telegraphers' 
Union  of  America  in  special  meeting  assembled,  January  9,  1921,  voted  unani- 
mously that  the  division  do  everything  within  its  power  to  i)reserve  to  its  members 
their  honorable  means  of  earning  a  livelihood:  Therefore,  be  it 
Resolved,  That  the  Eastern  Broker  Division,  a  subordinate  unit  of  the  Commercial 
Telegraphers'  Union  of  America,  affiliated  with  the  American  Federation  of  Labor 
and  the  Trades  and  Labor  Council  of  Canada,  hereby  voices  its  protest  and  opposes 
the  passage  of  H.  E.  14657,  and  this  meeting  instructs  that  a  copy  of  this  resolution 
be  mailed  to  members  of  the  Committee  on  Agriculture  and  all  Members  of  the  House 
of  Representatives. 

JoaK  W.  Dunn, 

General  Chairman. 
John  A.   Hickey, 
General  Secretary'Treasurer. 

The  Chairman.  We  will  now  hear  Mr.  Murray. 
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STATEHEITT  OF  KB.  JAHES  G.  MXTBBAT,  BEPSSSEVTIVG   THE 

QUAKER  OATS  CO..  CHIGAOO. 

Mr;  Murray.  I  come  here  representing  the  jQuaker  Oats  Co.  to 
urge  the  importance  of  the  j)rivilege  of  trading  in  futures  to  the 
muling  industry.  In  our  busmess  we  mill  all  of  the  principal  cereals, 
including  wheat,  com,  oats,  barley,  rye,  and  rice.  The  quantity 
annually  runs  into  many  millions  of  bushels,  of  which  a  considerable 
percentage  is  shipped  direct  from  coimtry  stations.  In  the  handling 
of  this  large  volume  we  aim  to  avoid  speculation. 

Theoretically  our  business  might  be  described  as  buying  ^ain, 
milling  it,  ana  selUng  the  product.  In  practice  it  is  not  so  simple 
because  of  variation  in  demand  and  supply,  and  without  going  into 
lengthy  detail  I  would  ask  your  consiaeration  of  a  few  of  the  most 
important  features.  Our  products  are  sold  in  the  United  States  und 
in  practically  all  coimtries.  Stocks  of  cereal  products  are  reduced 
in  the  spring  of  the  year  in  the  hands  of  consumer,  retailer,  and 
distributor  to  a  minimum  and  are  replaced  in  the  fall.  A  great  rush 
of  business  faces  the  milling  industry  with  the  opening  up  of  the  fall 
demand.  Orders  are  received  greatly  in  excess  of  the  immediate 
supply  of  grain,  and  in  our  business  we  aim  to  avoid  speculation  by 
immediately  covering  all  sales  with  an  equal  quantity  of  cash  grain 
or  future  contracts.  The  fact  of  our  being  able  to  cover  our  sales 
immediately  enables  us  to  work  on  close  margins  and  eliminates 
speculation.  Briefly  that  is  one  feature  in  our  business  in  which 
the  futures  market  is  of  imqualified  benefit.  It  facilitates  not  only 
the  milUng  business  but  the  distribution  of  the  products  of  the  mill's 
throughout  this  country  and  in  foreign  countries. 

Another  side  to  this  problem  may  be  stated.  We  have  large  ele- 
vators for  grain  storage  connected  with  our  milling  plants  and  fre- 
quently during  the  movement  of  the  crops  of  the  several  grains  sales 
by  the  producer  will  exceed  the  capacity  of  the  mills  and  the  volume 
01  orders  on  hand.  Without  the  facilitjr  of  selling  future  contracts 
we  would  be  compelled  to  speculate  on  this  surplus  grain  or  stop  buy- 
ing. In  practice,  however,  we  continue  in  the  market  xmtil  our  stor- 
age space  is  filled,  selling  in  the  future  market  against  our  surplus 
stock,  thereby  taking  the  grain  into  our  mills  when  the  farmer  is 
marketing  and  holding  without  risk  to  ourselves  until  time  of  need. 
We  therefore  provide  a  steady  market  based  on  terminal  market  values 
for  the  grain  that  we  use  in  our  mills. 

There  are  several  other  features  which  I  might  mention  briefly  in 
which  the  future  markets  serve  to  modify  risks  and  assist  business,  as 
follows :  The  immediate  covering  of  export  contracts  sometimes  run- 
ning into  hundreds  of  thousands  of  bushels;  the  hedging  of  grain 
carried  in  country  elevators  of  which  we  operate  40  in  Iowa  and  South 
Dakota;  the  protection  of  sales  of  feed  stuffs  to  southern  planters 
who  contract  for  their  entire  season's  supplies  running  over  a  period 
of  several  months.  Such  contracts  must  be  largely  covered  by  pur- 
chase of  grain  futures  which  are  sold  out  in  exchange  for  the  cash 
grain  as  tne  latter  is  required  at  the  mills. 

The  great  advantage  to  us  in  a  free  and  open  future  market  is  a 
volume  of  trading  which  permits  the  covering  of  moderate  or  normal 
needs  or  the  placing  of  hedges  against  unsoldmiin  without  a  narrow 
range.  Any  curtaUment  would  result  in  wider  swings  and  corre- 
sponding increased  risk  to  the  nnller. 
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We  feel  that  the  present  system  renders  a  great  service  in  the 
handling  of  the  grain  crops  ana  manufacture  into  hiunan  and  animal 
foods  at  the  minimum  risk  and  consequent  advantage  to  the  producer^ 
miUer,  and  consumer. 

The  Chaibman.  Any  questions,  gentlemen,  of  the  conmiittee  ? 

Mr.  PuBNELL.  What  is  your  total  storage  capacity  ? 

Mr.  MuBRAY.  In  our  three  mills  in  this  country,  our  three  princi- 
pal mills,  we  have  a  total  storage  capacity  of  about  6,000,000  bushels 
of  grain. 

Mr.  PuRNELL.  Are  you,  in  the  season,  bought  up  to  capacity  ? 

Mr.  Murray.  Depending  entirely  on  the  movement  from  the 
farms.  Sometimes  our  sales  of  products  greatly  exceed  the  capacity 
of  our  storage,  and  at  other  times  the  orders  on  our  books  are  less  than 
the  capacity  of  our  storage. 

Mr.  PuRNEix.  Is  it  your  testimony  before  the  committee  that 
without  the  hedging  privilege  you  woiud  not  buy  as  much  grain  and 
store  it  as  you  now  do  ? 

Mr.  Murray.  Yes;  absolutely  that. 

Mr.  PuRNELL.  How  would  you  provide  yourself  with  current  needs 
in  case  you  had  no  hedging  facilities  ? 

Mr.  Murray.  We  would  have  to  be  content  with  a  smaller  busi- 
ness, or  take  the  other  option,  which  would  be  to  buy  grain  and  s}  ec- 
ulate  on  it  and  stand  on  it. 

Mr.  PuRNELL.  Which  course  do  you  think  you  would  pursue  in 
fact? 

Mr.  Murray.  Under  present  milling  markets  we  would  have  to 
buy  from  hand  to  mouth. 

Mr.  PuRNELL.  Do  you  mean  to  place  orders  from  day  to  day  in 
anticipation  of  yoiur  cmrent  needs  ? 

Mr.  Murray.  Our  business  comes  from  many  off.ces  and  agents. 
There  are  orders  coming  in  daily,  and  while  the  volume  of  those 
orders  fluctuate,  we  always  know  there  is  a  certain  amotmt  of  busi- 
ness coming  in  every  day.  And  our  purchases  are  made  on  the  basis 
of  those  orders  that  come  in. 

Mr.  PuRNELL.  You  only  have  one  manufacturing  plant  ? 

Mr.  Murray.  Oh,  no;  we  have  six  plants  in  this  country. 

Mr.  PuRNELL.  Where  is  your  principal  plant  ? 

Mr.  Murray.  It  is  at  Cedar  Rapids,  Iowa.  Then  we  have  a  plant 
at  Akron,  Ohio,  and  a  plant  at  Fort  Dodge,  Iowa,  and  have  a  feed- 
manufacturing  mill  at  Memphis,  Tenn. ;  and  a  feed-manuf acturine 
plant  at  Buf^o;  a  feed  plant  and  distributing  plant  at  Richford, 
V t. ;  a  cereal  plant  at  Battle  Creek,  Mich. ;  and  a  macaroni  plant  at 
Tecumseh. 

Mr.  PuRNEix.  Do  those  plants  buy  separately  or  do  you  have  one 
central  buying  agency } 


Mr.  Murray.  The  buying  is  all  done  through  the  Chicago  office. 
That  is,  the  pohcy  of  buying  is  directed  from  uie  Chicago  office. 

Mr.  PuBNELL.  Are  all  of  uxe  deals  heeded  on  the  Chicago  market  ? 

Mr.  Murray.  No;  we  use  Kansas  City,  Minneapolis,  and  Chicago. 

Mr.  PuBNELL.  Without  the  hedging  privilege  are  you  able  to  say 
how  that  price  would  be  reflected  in  the  price  of  the  finished  product ! 

Mr.  MxTBBAY.  No;  we  have  never  had  any  experience  along  that 
line.  Since  I  have  been  in  the  grain  department  of  the  company, 
which  haa  covered  a  period  of  16  years,  we  have  always  used  the 
future  market  as  a  protection  against  our  sales  or  010*  surplus  grain. 
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Mr.  PuBNELL.  Do  you  or  not  do  any  speculating  in  the  sense  that 
you  do  not  buy  or  sell  short  or  long? 

Mr.  Murray.  No,  sir;  not  to  any  extent.  Our  books  are  kept  as 
nearly  complete  as  we  can.  Our  business  is  to  avoid  speculating. 
Our  profits  are  made  in  the  tinnover  in  the  products  of  the  mills,  and 
not  in  the  ups  and  downs  of  the  market. 

Mr.  PuRNELL.  What  is  your  opinion  as  to  the  eflPect  on  the  niarket 
of  purely  speculative  transactions  involving  neither  the  receipts  nor 
the  dehvery  of  the  actual  product  ? 

Mr.  Murray.  I  think  it  has  very  little  eflfect. 

Mr.  PuRNELL.  You  have  listened  to  some  of  the  testimony  given 
before  this  committee,  have  you  not? 

Mr.  Murray.  Yes,  sir. 

Mr.  PuRNELL.  The  statement  has  been  made  repeatedly  that  purely 
speculative  deals  involving  no  actual  transfer  of  products  tends  to 
stabilize  the  market.    What  do  you  say  about  tnat? 

Mr.  Murray.  I  believe  that  they  do. 

Mr.  PuRNELL.  You  think  that  they  could  not  be  eliminated  with* 
out  injury  to  thegeneral  market? 

Mr.  Murray.  That  would  be  my  judgment. 

Mr.  PuRNELL.  That  is  all,  Mr.  Qiairman. 

Mr.  TmcHER.  What  company  is  your  company? 

Mr.  Murray.  The  Quaker  Oats  Co. 

Mr.  TiNGHER.  Oh,  1  see.  You  have  a  business  at  Battle  Creek, 
Mich.,  did  you  say  ? 

Mr.  Murray.  We  have  some  cereal  plants  there. 

Mr.  TiNCHER.  You  did  not  lose  any  money  on  your  substitutes  dur- 
ing the  war,  did  you  ? 

Mr.  Murray.  Our  earnings  were  good  during  the  war  period. 
They  were  all  examined  by  the  Grovemment  and  kept  within  the  lim- 
its re(][uired  by  the  Government  and  stipulated  by  the  Food  Admin- 
istration. 

Mr.  TiNCHER.  But  your  profits  were  not  bothered  in  any  way  ? 

Mr.  Murray.  Our  profits  on  all  cereals  were  limited  by  the  Food 
Administration.  We  were  not  allowed  to  make  over  a  certain  sum 
per  barrel  on  oatmeal,  com  meal,  or  any  eoods  manufactured. 

Mr.  TiNCHER.  I  understand  about  oatmeal.  What  do  you  manu- 
facture principally  ? 

Mr.  Murray.  Quaker  Oats  is  one  of  our  principal  products- 
Mr.  TiNCHER.  It  was  one  of  the  substitutes  for  flour  during  the  war, 
wasn't  it  ? 

Mr.  Murray.  Yes ;  it  was  used  as  a  substitutes  but  not  ordered  as  a 
substitute. 

Mr.  TiNCHER.  Under  that  famous  regulation  by  which  you  could 
get  only  so  many  pounds  of  flour  by  buying  so  many  pounds  of 
substitutes,  I  inderstand  that  your  Quaker  Oats  were  m^ationed. 

Mr.  Murray.  Well,  rolled  oats  was  one  of  them. 

Mr.  TiNCHER.  Do  you  make  Quaker  Oats  ? 

Mr.  Murray.  Yes,  sir.  Roiled  oats  is  only  sold  under  a  brand. 
Our  capacity  in  that  is  greater  than  in  Quaker  Oats. 

Mr.  TiNCHER.  Rolled  oats  were  also  a  substittite  for  flour  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  TiNCHER.  You  say  that  if  gamblers,  men  who  do  not  con* 
template  delivery,  were  not  permitted  to  trade  you  are  afraid  you 
would  not  have  a  stable  market  ? 
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Mr.  Murray.  That  would  be  my  judgment.  The  volume  of  trade 
generally  in  the  principal  exchanges  facilitates  business. 

Mr.  TiKCHER.  That  is  just  your  ofiFhand  jud^ent? 

Mr.  Murray.  Yes,  sir.  We  have  no  interest  m  the  commission 
houses. 

Mr.  TiNCHER.  You  did  not  have  the  benefit  during  the  war  of 
trading  in  futures  ? 

Mr.  Murray.  Oh,  yes;  in  oats  and  com,  but  not  in  wheat.  The 
price  of  wheat  was  fixed  by  the  Government,  so  that  we  always 
knew  pretty  well  where  we  stood.  Besides,  the  first  year  of  the  wai 
the  supply  of  wheat  was  controlled  by  the  Government  absolutely, 
and  we  had  to  put  in  our  requisitions,  and  were  allowed  only  so  much 
wheat.  We  could  not  have  any  more  no  matter  what  price  we 
wanted  to  pay  for  it. 

Mr.  TiNCHER.  Do  I  understand  you  to  say  to  this  committee  that 
the  price  of  rolled  oats  was  fixed  by  the  Government  during  the  war? 

Mr.  Murray.  No.  sir;  but  the  margin  of  profit  was  fixed.  Grovem- 
ment  auditors  had  access  to  and  examined  our  books  to  see  that 
profiteering  was  not  indulged  in. 

Mr.  TiNCHER.  There  was  some  little  comment  I  remember  in  the 
rural  districts  as  to  the  amount  of  the  products  actually  used,  or 
required  to  be  used  as  substitutes,  and  the  price  of  those  things  as 
conipared  with  flour  or  com  meal. 

Mr.  Murray.  Yes,  sir. 

Mr.  TiNCHER.  I  remember  at  one  time  a  person  had  to  buv  a  wheel- 
barrow load  of  those  substitutes  in  order  to  get  a  sack  of  flour. 

Mr.  Murray.  Well. 

Mr.  TiNCHER.  And  the  sack  of  flour  cost  a  man  about  S3,  and  those 
substitutes  that  he  had  to  buy  in  order  to  get  the  sack  of  flour  cost 
about  $7.  so  that  there  was  a  total  purchase  of  $10  in  order  to  get  a 
48-pouna  sack  of  flour. 

Mr.  McLaughlin  of  Michigan.  That  protection  was  for  the  bene- 
fit of  the  consumer,  I  suppose  ? 

Mr.  TiNCHER.  Perhaps  so.    That  is  what  they  generally  claim. 

Mr.  Murray.  I  do  not  know  of  any  time  when  the  pnce  of  rolled 
oats,  or  of  com  meal,  was  higher  than  the  price  of  flour. 

Mr.  PuRNELL.  You  do  not  know  of  any  Member  of  Confess  who 
ever  had  enough  money  to  buy  a  wheelbarrow  load  of  substitutes  ? 

Mr.  TiNCHER.  If  you  Hved  out  in  that  country  at  the  time  you  had 
to  buy  them  in  order  to  live  whether  you  were  able  or  not. 

Mr.  McLaughlin  of  Michigan.  Mr.  Murray,  are  vour  sales  those 
of  your  finished  product  alone  or  do  you  buy  and  sell  ^ain  as  such? 

Mr.  Murray.  We  do  not  do  any  merchandising  in  gram  as  a  general 
proposition.  The  only  grain  in  volume  that  we  have  to  sell  is  that 
which  we  are  imable  to  use  in  our  mills. 

Mr.  McLaughlin  of  Michigan.  Does  your  company  make  the 
ordinary  fiour  ? 

Mr.  Murray.  Oh,  yes-  both  in  this  coimtry  and  in  Canada. 

Mr.  McLaughlin  of  Michigan.  You  spoke  of  mills  in  this  coimtry 
That  would  mean  that  you  have  mills  elsewhere.    In  what  other 
countries  have  you  mills? 

Mr.  Murray.  In  Canada. 

Mr.  McLaughlin  of  Michigan.  How  many  mills  have  you  there  ? 

Mr.  Murray.  Two. 
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Mr.  McLaughlin  of  Michigan.  At  what  points? 

Mr.  Murray.  At  Poterboro,  Ontario,  and  at  Saskatoon,  Saskatche- 
wan. 

Mr.  Young.  In  your  prepared  statement  you  spoke  of  your  business, 
one  branch  of  it  being  selling  f eedstuffs  to  southern  producers  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Young.  What  is  the  character  of  that  feedstuff? 

Mr.  Murray.  It  is  manufactured  from  com,  oats,  molasses,  and 
is  oat  feed. 

Mr.  Young.  From  what  point  do  you  distribute  that  feed  ? 

Mr.  Murray.  Principally  from  Cedar  Rapids,  and  also  from  Mor- 
ris, III.  However,  we  nave  closed  the  Moms  plant  and  opened  up  a 
plant  at  Memphis,  Tenn. 

Mr.  Young.  To  what  States  do  you  distribute  that  product  ? 

Mr.  Murray.  In  all  States  in  the  South,  from  Texas  on,  depending 
upon  the  demand  for  feedstuff. 

Mr.  Young.  At  what  season  of  the  year  do  you  usually  sell  those 
goods  ? 

Mr.  Murray.  From  December  1  to  January  15,  and  deliveries  are 
made  from  that  time  on  until  Jime  15. 

Mr.  Young.  Duriiig  the  crop-producing  period  in  the  South? 

Mr.  Murray    Diuring  the  time  when  the  grain  is  being  grown. 

Mr.  Young.  You  sell  it  in  the  South  diu'ing  the  spring  months  I 

Mr.  Murray.  Yes,  sir.  They  contract  ahead  in  order  to  be  sure 
of  their  supply  of  feeds.  That  is  the  custom  in  the  South,  to  make 
their  contracts  ahead  so  as  to  know  they  will  have  what  they  need. 

Mr.  Young.  I  am  curious  to  know,  since  the  collapse  in  the  market- 
ing of  the  cotton  crop  in  the  South,  how  you  find  your  feed  business 
at  this  time  ? 

Mr.  Murray.  Well,  it  has  been  hesitant,  you  might  say,  up  to  the 

E resent  time.  They  have  not  had  the  same  snap  that  they  have 
ad  in  other  years.  However,  we  have  sold  considerable  leed  in 
the  last  30  days. 

Mr.  Young.  Do  you  or  not  find  that  in  the  cotton-producing  sec- 
tion of  the  country  they  are  going  to  feed  crops  and  withdrawing 
from  the  cotton  business  somewhat  ? 

Mr.  Murray.  I  hear  a  great  deal  about  that,  but  1  do  not  know 
as  to  whether  or  not  it  is  a  fact  of  my  own  knowledge. 

Mr.  Young.  I  think  that  is  a  fact  as  far  as  our  people  are  con- 
cerned. They  will  have  to  buy  feed  this  year,  but  that  is  forced  on 
them,  and  the  other  plan  is  really  their  program  for  another  year. 

Mr.  Murray.  I  do  not  know  about  that. 

Mr.  Young.  As  to  the  marketing  proposition,  the  information  you 
give  us  is  rather  interesting.  You  buy  wheat  for  the  purpose  of 
manufacturing  products  to  supply  your  trade  in  the  various  parts  of 
the  country  ? 

Mr.  Murray.  Yes,  sir;  throughout  the  world. 

Mr.  Young.  And  your  business  is  to  manufacture  those  products 
and  not  sell  wheat  again  as  wheat  ? 

Mr.  Murray.  No,  sir;  not  to  sell  wheat  again  as  wheat. 

Mr.  Yoimg.  But  as  manufactured  producte  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Youn^.  Aasuming  that  in  a  given  transaction  you  need  10,000 
bushels  of  Timeat  to  fill  a  certain  order  in  the  shape  of  manufactured 
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goods,  which  do  you  do  first,  close  yottr  contract  for  yoiir  manufac- 
tured goods  or  go  on  the  exchanges  and  take  care  of  your  needs  for 
10,000  bushels  of  wheat? 

Mr.  Murray.  In  the  handling  of  our  business  it  is  seldom  that  an 
order  is  immediately  matched.  We  have  a  certain  volume  of  business 
come  in  every  morning,  and  that  is  figured  up,  and  by  11  o'clock  I 
know  what  volume  of  orders  we  have  that  I  must  take  care  of  in  the 
shape  of  grain  purchases. 

Mr.  YouNO.  Assuming  that  those  orders  on  a  particular  day 
would  call  for  10,000  bushels  of  wheat,  what  would  be  your  trans- 
action ? 

Mr.  Murray.  It  would  depend  upon  the  stocks  at  the  nxills. 

Mr.  Young.  You  mean  at  your  own  mills. 

Mr.  Murray.  Yes,  sir.  And  if  I  had  more  grain  than  was  needed 
to  fill  the  orders  on  hand,  I  would  probably  sell  a  hedge  to  protect 
ourselves,  and  use  the  cash  grain  in  the  mills  to  fill  the  orders  for 
manufacturing  products.  If  I  simply-  had  enough  cash  wheat  on 
hand  to  fill  the  orders  we  already  had,  and  therefore  we  would  be 
short  of  cash  wheat,  when  this  10,000  bushel  order  came  in  I  would 
immediately  see  if  I  had  cash  wheat  in  sight  that  could  be  bought  to 
cover  that  sale  of  products.  If  I  did  not  have  that  quantity  of  cash 
wheat,  and  the  market  was  such  that  I  did  not  care  to  wait  a  day 
or  two  in  order  to  look  around  and  find  it,  I  would  immediately  put 
in  an  order  for  future  wheat,  and  the  sale  would  be  covered  in  that 
way.  Then  when  cash  wheat  was  obtained,  say,  in  the  next  week 
or  10  days  or  whenever  it  could  be  done,  the  future  would  be  dumped, 
as  it  would  then  be  of  absolutely  no  use  to  us. 

Mr.  Young.  If  you  had  absolutely  no  grain  on  hand  your  trans- 
action would  be  in  future  grain  before  you  would  fill  the  orders  that 
came  in  on  that  day? 

Mr.  Murray.  Yes,  sir. 

Mr.  Young.  After  you  went  on  the  exchanges  to  fill  that  contract, 
then  you  would  contract  to  fill  those  orders? 

Mr.  Murray.  Yes,  sir;  in  order  to  practically  meet  each  other. 

Mr.  Young.  You  would  not  be  particularly  interested  in  that  trans- 
action as  to  what  happened  with  spot,  would  you  ? 

Mr.  Murray.  Our  mterest  is  in  the  cost  of  spot  wheat  as  compared 
to  the  future.  We  have  to  figure  the  cost  of  our  product  on  the  basis 
of  the  cost  of  cash  wheat. 

Mr.  Young.  Then  it  would  be  of  direct  interest  to  you  if  you  had 
gone  on  the  exchange  and  handled  10,000  bushels  of  wheat?  your 
interest  would  be  to  buy  spot  wheat  within  the  price  that  you  had 
sold  futures  on  the  exchange  ? 

Mr.  Murray.  Provided  there  was  no  change  in  conditions.  That 
would  be  explained  in  this  way:  We  will  :  ay  that  cash  wheat  is  sell- 
ing at  five  cents  under  December  wheat.  Our  price  on  flour  is  fixed 
on  five  cents  under  December  wheat.  We  would  say  that  December 
wheat  is  $2  a  bushel,  and  therefore  cash  wheat  is  $1.95.  I  am  unable 
to  place  an  order  for  cash  wheat  immediately,  and  do  not  know 
where  to  get  it,  and  I  buy  5,000  bushels  or  10,000  bushels  of  December 
wheat  at  $2  a  bushel.  So  far  as  the  trend  of  the  market  is  concerned 
we  are  through,  we  have  satisfied  our  risk,  or  eliminated  it. 

Then,  our  cost  of  wheat  is  fixed  at  5  cents  under  December.  I  will 
go  out  to-morrow  and  pay,  say,  $2.10  a  bushel  for  wheat,  but  in  doing 
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SO  I  sell  my  December  wheat  at  $2.15.  So  I  preserve  that  relation  as 
nearly  as  I  can.  Our  only  risk  is  the  spread.  I  may  be  able  to  get 
it  at  five  under,  or  three  under,  or  may  get  it  at  seven  under. 

Mr.  Young.  You  frequently  find  a  loss  in  both  the  cash  and  the 
spot  transactions,  don't  you? 

Mr.  MuBBAT.  That  may  operate  in  the  spread.  I  might  be  able 
to  set  wheat  at  5  cents  under  December.  I  may^et  it  at  3  cents 
unaer  December,  or  maybe  get  it  at  7  cents  under  December. 

Mr.  Young.  Future  sales  of  cotton  are  usually  at  less  than  the  price 
of  spot  cotton.  I.  think  that  is  true  running  through  the  experience 
of  a  period  of  years.  Do  you  have  that  same  experience  in  tne  grain 
trade? 

Mr.  MuRBAT.  At  times  one  is  unable  to  sell  futures  at  as  high  a 
price  as  cash. 

Mr.  Young.  What  is  the  occasion  of  that  ? 

Mr.  Murray.  Lack  of  buying  for  the  future. 

Mr.  Young.  If  futures  are  supposed  to  reflect  real  values,  is  that 
because  somebody  wants  to  bear  Uie  market  ? 

Mr.  Murray,  rrices  are  reflected  by  the  demand. 

Mr.  Young.  What  does  that  mean?  That  the  demand  is  not  as 
good  for  the  future  as  for  spot  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Young.  If  a  combination  of  sellers  got  together  in  the  future 
market,  with  enough  money  behind  them,  they  could  almost  namt* 
the  price  of  the  future  market,*  couldn't  they? 

Mr.  Murray.  No,  I  would  not  say  that,  because  every  man  who 
sells  wheat  must  buy  it  back. 

Mr.  Young.  That  is,  if  he  is  selling  actual  wheat  ? 

Mr.  MiTRRAY.  That  does  not  make  any  difference  on  the  board  of 
trade,  as  I  understand. 

Mr.  Young.  What  do  you  mean  by  wash  sale;  men  who  get  to- 
gether and  make  combinations  and  then  when  another  fellow  comes 
along  in  a  legitimate  trade,  these  other  fellows  combine  against  him^ 
and  the  tickets  they  have  made  ihej  tear  up  at  night,  and  have  used 
them  merely  for  the  purpose  of  manipulating  the  market? 

Mr.  Murray.  I  have  never  heard  of  any  wash  trades  in  grain. 

Mr.  Young.  The  cotton  business  is  full  of  it. 

Mr.  Murray.  I  have  no  interest  in  the  cotton  business,  and 
therefore  I  would  not  know  about  that. 

Mr.  Young.  I  have  imderstood  that  the  grain  business  was  run 
pretty  much  along  the  same  line  so  far  as  the  business  conducted  in 
the  exchanges  is  concerned,  as  that  in  the  cotton  exchanges. 

Mr.  Tingher.  You  do  not  mean  to  say  that  they  oo  not  have 
those  trades  on  boards  of  trade  ? 

Mr.  Murray.  You  mean  what  the  gentleman  referred  to  as  wash 
trades  ? 

Mr.  TiNCHER.  Yes. 

Mr.  Murray.  1  have  never  heard  of  them. 

Mr.  TiNCHER.  You  do  not  mean  to  say  that  men  do  not  combine 
at  Chicago  and  one  sell  and  another  buy  and  handle  it  in  the  wav 
I  hat  Mr.  1  oung  has  described  in  his  question  ? 

Mr.  Murray.  I  do  not  say  that  they  do  not.  But  1  would  say 
that  that  would  be  considered  imbesoming  conduct  and  against  the 
rules  and  legulations  of  the  exchange. 
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Mr.  TiNCHER.  You  would  say  then  that  that  does  not  occur  ? 

Mr.  MuBRAT.  Well,  I  am  not  acquainted  enough  to  say  positively, 
but  I  do  not  think  it  does. 

Mr.  Young.  If  that  kind  of  conduct  were  permitted  in  either  the 
cotton  or  the  ^ain  exchanges  of  the  country,  it  ought  to  be  driven 
out  of  the  busmess  ? 

Mr.  Murray.  Absolutely. 

Mr.  Young.  Can  you  tell  us  how  to  do  it  ? 

Mr.  Murray.  Why,  if  it  is  being  done  I  should  think  there  would 
be  a  remedy. 

Mr.  Young.  We  know  it  is  being  done  on  the  cotton  exchanges. 
I  do  not  say  as  to  the  grain  exchanges,  because  I  do  not  know  about 
them. 

Mr.  TiNCHER.  The  difference  between  grain  futures  and  cash 
grain  is  very  apparent  now,  isn't  it  ? 

Mr.  Murray.  They  are  always  apparent. 

Mr.  TiNCHER.  What  were  they  on  yesterdav? 

Mr.  Murray.  I  do  not  know  about  yesterday.  But  when  I  left 
Chicago  it  ranged  from  5  cents  to  36  cents  over  March,  depending 
upon  what  kind  of  wheat  you  wanted.  Contract  grades  of  wheat 
were  obtainable  in  Chicago  at  5  cents  over  March  on  the  day  that  I 
left  Chicago. 

Mr.  Young.  Spots  were  worth  more  than  future  quotations  on  the 
exchange  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  TiNCHER.  Ranging  from  what  to  what  ? 

Mr.  Murray.  From  5  cents  to  30  cents.  That  is  a  condition  that 
a  man  engaged  in  the  grain  business  can  explain  very  readily,  whereas 
a  man  i^o  is  not  watching  the  grain  business  and  who  does  not 
understand  same  would  have  some  difficulty  in  understanding  it. 
If  I  may  explain  to  you  1  wiU  say:  There  is  a  shortage  here  of  red 
winter  wheat.  That  wheat  is  used  very  largely  in  the  manufacture 
of  biscuit  flour,  and  there  is  a  better  demand  for  that  particular 
wheat  than  for  hard  winter  or  spring  wheat.  So  there  is  a  premium 
being  paid  for  that  particular  quaUty  of  wheat.  It  all  comes  in  the 
merchandising  of  the  crop. 

Mr.  TiNCHER.  The  spread  is  still  greater  in  May  options  than  March 
options,  isn't  it  ? 

Mr.  Murray.  That  to  my  mind  could  be  explained  in  the  lack  of 
demand  for  the  future  months,  because  of  the  possibilities  of  lower 
prices  and  the  greater  risk  at  that  distance. 

Mr.  Jacoway.  You  say  you  handle  about  6,000,000  bushels  of 
wheat  a  year  ? 

Mr.  Murray.  I  think  I  have  the  figures  here  on  wheat. 

Mr.  Jacoway.  Just  approximately. 

Mr.  Murray.  I  say  we  have  storage  capacity  for  6,000,000  bushels 
of  grain  at  our  plants.  Our  total  consumption  of  grain  at  three  of 
our  mills  during  the  last  two  years,  and  the  three  lar^e  mills  we  have 
in  this  country,  was  about  34,000,000  bushels  annudly. 

Mr.  McLaughlin  of  Michigan.  Of  all  kinds  of  grain  ? 

Mr.  Murray.  Yes,  sir. 
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Mr.  Jacoway.  You  go  into  the  future  market,  according  to  your 
testimony,  and  I  have  followed  it  as  closely  as  I  can,  sfiictly  for 
self-preservation  ? 

Mr.  Murray.  Absolutely. 

Mr.  Jacoway.  Suppose  you  had  no  hedging  market,  suppose  a 
bill  were  passed  pronibiting  dealing  in  futures  in  wheat;  what  would 
be  the  status  of  your  big  business  if  that  condition  of  affairs  resulted! 

Mr.  Murray.  We  would  be  forced  to  look  up  our  capital  first, 
to  see  how  much  money  we  could  afford  to  risk  in  contracts  for  grain. 
From  that  point  on  we  would  determine  as  nearly  as  we  could  the 
minimum  values.  That  would  be  a  matter  of  study  and  more  or 
less  of  speculation. 

Mr.  PuRNELL.  What  do  you  mean  by  minimum  values  ? 

Mr.  Murray.  The  lowest  price  to  which  the  crop  might  go  be- 
ginning at  the  time  of  its  movement. 

Mr.  Jacoway.  You  would  begin  to  adjust  your  business  on  the 
law  of  supply  and  demand  ? 

Mr.  Murray.  Yes;  on  the  law  of  supply  and  demand,  just  as  we 
do  now. 

Mr.  Jacoway.  You  said  you  go  into  the  hedging  markets  for 
self-preservation  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Jacoway.  I  want  to  ask  you  what  you  think  of  this  class  of 
men,  who  are  not  in  the  milling  business  or  in  any  other  business, 
but  who  sit  around  a  room  and  gamble  on  a  chalk  mark  put  up  on 
a  blackboard,  which  is  purely  speculative  gambling;  what  influence 
do  they  have  on  the  bona  fiae  hedge  in  wheat  or  the  spot  market! 

Mr.  Murray.  I  do  not  think  that  that  kind  of  buisness  has  any 
appreciable  effect  on  either  the  board  of  trade  business  or  the  values 
of  grain. 

Mr.  Jacoway.  You    stated    that    in    your  prepared    statement. 
What  are  your  processes  of  reasoning  to  reach  the  conclusion  that  it 
does  not  have  anv  effect  ? 

Mr.  Murray.  My  reason  is  that  I  do  not  think  the  volume  of 
such  business  is  large  enough.  I  admit,  from  what  I  have  heard 
and  seen,  that  there  is  a  certain  amount  of  the  kind  of  trading  you 
mention. 

Mr.  Jacoway.  I  assume  that  your  going  into  the  future  market 
is  as  a  matter  of  self-preservation  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Jacoway.  And  your  conscience  is  clear  on  that  proposition  ^ 

Mr.  Murray.  Yes,  su*. 

Mr.  Jacoway.  You  would  not  call  yourself  a  gambler  ? 

Mr.  Murray.  No,  sir;  we  avoid  gambUng. 

Mr.  Jacoway.  If  that  is  legitimate  business,  isn't  this  otlier  busi- 
ness I  speak  of  legitimate  ? 

Mr.  Murray.  No,  sir;  I  do  not  think  so. 

Mr.  Jacoway.  Why  not  ? 

Mr.  Murray.  I  thmk  that  any  man  has  a  right  to  buy  wheat  if  he 
wants  to. 

Mr.  Jacoway.  But  where  he  does  not  expect  to  buy  it,  where  he 
does  not  expect  to  deliver,  it  and  does  not  expect  to  receive  it,  what 
about  that  condition  f 

Mr.  Murray.  That  is  merely  a  different  way  of  stating  it. 
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Mr.  Jagowat.  What  effect  does  that  have  on  the  man  who  actually 
produces! 

Mr.  Murray.  I  iinnk  very  little,  but,  if  any,  it  is  a  beneficial  effect. 

Mr.  Jaooway.  Why  beneficial  1 

Mr.  Murray.  Because,  we  will  say,  the  average  speculator  in 
ninety-nine  times  out  of  one  hundred  is  a  bull,  he  buvs. 

Mr.  Jacoway.  He  has  to  sell  before  he  buys  if  he  does  buy  ? 

Mr.  Murray.  No,  sir:  he  buys.  Therefore  he  provides  a  market 
to  a  certain  extent  for  the  farmer's  product. 

Mr.  Jacoway.  When  spots  and  futures  are  together  either  in  grain 
or  cotton,  it  is  correct  to  sa^  that  that  condition  of  affairs  inures  to 
the  benefit  of  the  producer^  is  it  ? 

Mr.  Murray.  Yes,  sir;  1  believe  it  is. 

Mr.  Jacoway.  That  is  on  account  of  the  spread ;  it  stops  fluctua- 
tions in  the  market  more  or  less  and  makes  the  market  more  stable  t 

Mr.  Murray.  Yes;  it  provides  a  market;  it  provides  a  safety. 

Mr.  Jacoway.  If  wat  is  so  can  you  suggest  to  this  committee  any 
provision  that  can  be  written  into  a  law  to  bring  that  about,  to  let 
the  future  and  the  spot  markets  go  along  as  closely  together  as 
possible! 

Mr.  Murray.  I  do  not  know  that  I  got  your  first  question  cor- 
rectly ! 

Mr.  Jacoway.  My  question  is  this,  that  it  is  admitted,  I  believe, 
both  by  the  grain  trade  and  the  cotton  trade,  that  when  futures  and 
spots  are  close  together  it  prevents  a  condition  of  affairs  that  inures 
to  the  benefit  of  producers  of  wheat  and  cotton.  Do  you  say  that 
iari^ht! 

li£.  Murray.  No  ;  I  did  not  s|et  you  right  when  I  answered  before. 
I  think  it  makes  very  little  dmerence.  The  producer  is  interested 
in  the  spot  value  of  wheat. 

Mr.  Jacoway.  Is  it  your  idea  or  not.  if  you  cut  out  this  class 
of  people  who  speculate  or  gamble,  ana  who  do  not  do  any  other 
busmess  or  do  this  business  for  any  other  purpose  than  self-preserva- 
tion, that  it  would  be  injurious  to  the  stability  of  the  market! 

ybr.  Murray.  Yes,  sir. 

Mr.  Jacoway.  To  whose  benefit  does  that  inure ! 

Mr.  Murray.  I  think  it  would  be  to  the  detriment  of  the  farmer 
if  vou  cut  it  out. 

Mr.  Jacoway.  You  think  it  is  to  the  benefit  of  the  farmer  to  sell 
his  product  14  to  16  times  over  before  the  grain  is  ever  thrashed 
or  tne  cotton  is  ever  ginned ! 

Mr.  Murray.  No;  1  would  not  say  that. 

Mr.  Jacoway.  That  is  what  is  done. 

Mr.  MxTRRAY.  I  do  not  know  that  that  is  done. 

Mr.  Jacoway.  I  assume  that  it  is.  That  has  been  passed  around 
this  table  for  the  last  10  years  as  bein^  a  fact.  I  have  never  looked 
it  up,  but  I  understand  that  is  acceptea  as  a  fact. 

Mr.  YouNO.  This  is  the  second  hearing  I  have  gone  through.  Some 
^ears  ago  I  passed  through  a  long  hearing  on  the  cotton  question, 
involving  this  same  subject.  Now  we  are  passing  through  this 
wheat  period.  I  was  always  able  to  find  a  record  where  a  spot  trans- 
action seemed  to  be  a  book  transaction,  but  I  have  never  seen  a  man, 
no  matter  whether  he  came  here  representing  the  cotton  exchanses 
or  the  wheat  exchanges,  who  seemed  to  have  any  record  or  knowledge 
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of  the  real  sales  and  the  fictitious  sales,  as  to  details.  Now,  if  a 
contract  is  to  be  made  for  wheat  to  be  bought  or  wheat  to  be  sold,  but 
which  does  not  really  involve,  in  the  mind  of  either  party,  the  actual 
delivery  or  receipt  of  wheat,  but  is  purely  a  gambling  transaction. 
why  can't  we  get  such  a  record  ? 

Mr.  Murray.  There  is  a  record  of  every  transaction  made  on 
the  Chicago  Board  of  Trade  in  the  oflSce  ox  the  commission  house 
handling  it. 

Mr.  Jacoway.  Is  that  a  matter  of  record  ? 

Mr.  Murray.  Yes,  sir;  every  man  who  makes  a  trade  on  the 
board  of  trade  gets  a  statement,  not  only  as  to  the  price,  but  he  can 
have  the  time  at  which  the  transaction  was  filled,  and  the  name  of 
the  buyer  to  whom  sold. 

Mr.  Young.  That  is  what  I  want.  Can  this  committee  find  the 
source  of  information 

Mr.  Murray  (interposing).  Absolutely. 

Mr.  Young.  Where  every  bushel  of  ^ain  has  been  dealt  in, 
whether  a  real  grain  transaction  or  a  fictitious  transaction;  can  we 
get  that  information  t 

Mr.  Murray.  I  would  say  so.  I  think  it  was  answered  by  Mr. 
Gates  on  yesterday. 

Mr.  PuRNELL.  You  can  only  get  it  through  the  courtesy  of  the 
individual  members  of  the  board  of  trade.  The  board  itself  does  not 
have  such  a  record? 

Mr.  Murray.  No;  the  board  itself  doeb  not  pretend  to  keep  a  rec- 
ord of  that  kind.    It  is  a  matter  of  private  contract. 

Mr.  McLaughlin  of  Michigan.  Is  there  anything  put  into  those 
contracts  to  indicate  whether  it  is  a  speculation,  or  whether  delivery 
of  grain  is  conteniplated  ? 

Mr.  Murray.  No.  I  am  not  a  commission  merchant,  but  I  believe 
their  forms  provide  that  the  contract  is  for  actual  grain  and  subject 
to  delivery, 

Mr.  PuRNELL.  Do  you  differentiate  between  speculation  and 
gambling  ? 

Mr.  Murray.  I  heard  Mr.  Gate's  explanation  on  yesterday. 

Mr.  PuRNELL.  That  is  what  prompted  my  question.  I  was  very 
much  interested  in  Mr.  Gates^s  statement,  that  there  is  a  difference. 

Mr.  Murray.  I  believe  that  the  man,  not  necessarily  engaged  in 
the  grain  business  or  the  wheat  business  or  any  branch  of  commerce, 
has  a  perfect  right  to  buy  or  sell  wheat  if  he  wants  to.  I  think  you 
have  that  privilege  as  an  American  citizen,  and  I  think,  although 
I  never  speculate  ou  my  own  account  under  any  circumstances,  that 
it  has  a  stabilizing  effect  on  the  market. 

Mr.  PuRNELL.  Yes;  he  has  a  right  to  buy  wheat,  but 

Mr.  Young  (interposing).  That  might  be  true  if  there  was  any 
power  in  the  system  of  the  doing  of  the  thing  whereby  the  real 
gambler  on  the  exchanges,  by  his  operations,  woiDd  not  be  permitted 
to  affect  the  poor  devil  who  is  producing  the  food  supply  of  the 
people.  If  his  operations  are  to  such  extent  as  to  injure  the  man 
who  has  put  his  sweat  and  blood  into  the  production  of  the  food 
supply  of  the  people,  what  then  t 

Mr.  Murray.  I  would  say  that  that  kind  of  citizen  was  a  bd 
actor,  and  he  should  not  be  upheld 

Mr.  YouNo.  And  if  under  the  present  system  that  is  happening 
it  ought  to  be  stopped  t 
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Mr.  MuKRAT.  There  ought  to  be  some  way  found  of  controDing  it 
through  the  machinery  that  is  used  for  the  benefit  of  the  pubhc. 

Mr.  Young.  Wouldn't  there  be  a  more  helpful  situation  if  we  had 
a  requirement,  in  a  law  somewhere,  that  would  force  this  information 
to  be  given  out  from  the  various  exchanges,  showing  the  large 
volumes  dealt  in  daily  on  the  exchanges,  and  whether  it  be  spot  gram 
or  futures  ? 

Mr.  Murray.  I  do  not  know  that  we  would  want  our  business 

fiven  out  to  the  public.  We  own  our  business,  so  to  speak,  have 
uilt  it  up,- and  it  belongs  to  us,  and  if  we  to-day  are  buyers  of  oats 
against  a  foreign  order,  that  information  is  not  available  to  our 
competitors,  and  I  do  not  think  it  should  be. 

Mr.  Young.  I  do  not  mean  as  to  names.  What  I  am  after  is  this: 
That  there  should  be  a  power  somewhere  under  the  law  that  could 
force  a  disclosure  of  the  real  volume  of  business  done,  and  if  by 
getting  those  facts  it  should  be  foimd  that  the  gambling  elements, 
whether  on  the  wheat  or  the  cotton  exchanges,  were  so  conducting 
their  transactions,  under  the  present  methods,  as  to  affect  the  time 
of  the  cotton  or  wheat  grower,  and  the  time  of  his  children  in  pro- 
ducing the  raw  product  which  the  world  must  have;  and  perhaps 
affecting  the  situation  to  such  extent  as  to  even  destroy  the  man  as  a 
producer,  do  you  not  think  the  Government  ought  to  enter  into  an 
attempt  to  remedy  the  matter,  if  such  abuse  is  doing  this  ? 

Mr.  Murray.  I  think  the  Government  ought  to  know  whether 
such  abuses  exist  or  not. 

Mr.  Young.  And  ought  I  not  to  know,  as  a  producer  ? 

Mr.  MtJRRAY.  Yes,  sir. 

Mr.  Young.  As  a  cotton  producer  in  Texas  shouldn't  I  know  if 
there  are  gamblers  in  New  York  who  are  selling  my  cotton  over  and 
over  again  during  the  period  of  12  months,  with  the  result  that  I 
do  not  mow  what  price  1  am  to  get  for  my  cotton  when  it  is  marketed  ? 
Ought  I  not  to  know  whether  tnere  is  something  existing  that  might 
ruin  me  ? 

Mr.  Murray.  Oh  yes.  The  board  of  trade  has  always  main- 
tained— and  I  am  speaking  as  a  private  citizen  and  not  as  a  member 
of  the  board  of  trade;  and  I  am  not  here  to  defend  that  institution 
but  merely  to  state  our  method  of  doing  business  for  your  informa- 
tion— the  board  of  trade  in  Chicago  has  dways  maintained  that  there 
is  no  secrecy  and  no  mystery  about  its  busmess,  that  it  is  an  open 
book. 

Mr.  McLaughlin  of  Michigan.  Isn't' it  true,  that  respecting  all 
kinds  of  transactions  on  boards  of  trade,  they  have  the  same  contract  ? 

Mr.  Murray.  No,  sir;  many  different  kinds  of  contractfi  are  made. 

Mr.  McLaughlin  of  Michigan.  They  are  all  the  same  with  regard 
to  conditions  of  delivery,  aren't  they  ? 

Mr.  Murray.  You  must  remember,  first,  that  the  board  of  trade 
provides  a  means  of  merchandising  grain;  tnat  future  trading  is  only 
one  of  the  elements ;  that  there  is  a  tremendous  cash  business  that 
goes  on  all  the  time  in  connection  with  the  daily  work  on  the  board 
of  trade.  A  contract  mi^ht  be  in  the  shape  of  supplying  grain  to 
the  mill.  The  exchange  is  a  meeting  place  for  sellers,  who  mive  the 
grain  which  ultimately  goes  to  the  muls;  or  it  may  go  for  export,  may 
go  to  New  Ekigland  to  the  feeder,  or  it  mjav  go  to  the  southern  planter. 
These  avenues  of  trade  meet  there,  and  the  futures  are  simply  a  part 
of  the  entire  machine.    The  contracts  that  are  made  on  cash  grain 
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vary  with  the  conditions  surrounding  any  particular  contract.  One 
man  may  sell  for  10  days,  and  another  man  may  sell  for  30  days,  and 
another  man  ma^  sell  for  60  days,  and  another  man  may  make  a 
contract  for  a  period  of  several  months. 

Mr.  HuLiNGS.  All  of  them  provide  for  actual  dehvery  of  grain  if 
it  is  insisted  on,  don't  they  ? 

Mr.  Murray.  They  all  provide  for  actual  dehvery  of  grain  at  the 
end  of  the  contract. 

Mr.  HniJNGS.  But  those  men  know  that  actual  dehvery  will  not 
be  insisted  upon,  and  there  are  about  14  times  the  number  of  trans- 
actions had  where  there  is  no  change  of  ownership  as  there  are  where 
there  is  actual  dehvery  ? 

Mr.  Murray.  If  you  will  permit  me  to  correct  you  on  one  point: 
You  state  that  when  a  man  enters  into  such  a  contract  he  knows  that 
no  dehvery  is  contemplated.  Did  I  understand  you  to  make  that 
contention  ? 

Mr.  HuuNGs.  Yes. 

Mr.  Murray.  We  buy  grain  in  futures  frequently  when  we  expect 
to  take  dehvery.  but  the  man  who  sells  to  us  does  not  know  us  in  the 
transaction,  ana  we  do  not  know  him  except  that  the  commission 
house  is  qualified  to  protect  that  transaction. 

Mr.  Jacoway.  How  often  do  you  get  dehvery  ? 

Mr.  Murray.  We  took  delivery  in  the  month  of  December  of,  I 
think,  about  40,000  bushels  of  wneat  from  Minneapolis. 

Mr.  Jacoway.  What  percentage  when  you  go  on  the  future  mar- 
ket? 

Mr.  Murray.  How  is  that  ? 

Mr.  Jacoway.  What  percentage,  when  you  go  on  the  future  mar- 
ket, of  the  cases  you  deal  in,  do  you  get  actual  dehvery  as  compared 
witn  other  transactions  ? 

Mr.  Murray.  Oh,  very  small. 

Mr.  Jacoway.  What  percentage  ? 

Mr.  Murray.  It  varies  in  different  years.  It  might  be  as  high  as 
20  per  cent  some  years,  and  it  might  run  down  to  as  low  as  2  per 
cent  other  years. 

Mr.  McLaughlin  of  Michigan.  When'  you  need  actual  grain  now 
to  be  put  through  your  mills,  do  you  go  on  the  board  of  trade  to 
buy  it  f 

Mr.  Murray.  Yes,  sir;  we  have  three  buyers  on  the  board  of  trade 
every  day. 

Mr.  McLaughlin  of  Michigan.  When  you  want  actual  grain  for 
your  mill  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  You  go  on  the  board  of  trade  and 
buy  it  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughun  of  Michigan.  You  make  a  contract  with  some- 
body.   Suppose  he  does  not  want  to  deliver  the  grain  to  you  t 

Mr.  Murray.  That  is  up  to  him. 

Mr.  McLaughlin  of  Michigan.  And  if  you  force  him  to  dehver. 
he  is  permitted  to  dehver  a  grade  of  wheat  that  you  do  not  want ) 

Mr.  MURRAY.  No,  sir. 

Mr.  McLaughlin  of  Midiigan.  Wdl,  there  are  certain  variations 
that  he  can  dehver ! 
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Mr.  MuBRAY.  We  know  those  variations  when  we  make  the  con- 
tract. If  we  do  not  want  the  gram  that  is  delivered,  we  sell  it  future. 
That  is  our  protection,  and  that  is  what  we  are  in  business  for.  If 
we  know  that  the  grain  is  there  and  is  the  kind  of  grain  we  want,  we 
stand  for  delivery  and  get  it. 

Mr.  McLaughlin  of  Michigan.  Your  business  is  a  little  pecuUar. 
You  can  use  in  your  various  works  different  grades  of  grain  i 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Suppose  you  wanted  a  particular 

frade  of  grain  and  no  other,  would  you  go  on  the  board  of  trade  and 
uy  it? 

Mr.  Murray.  Xo;  not  necessarily.  Your  question  can  be  answered 
in  two  or  three  different  ways.  In  the  first  place,  say  we  have  made 
a  sale  of  products  calling  for  a  certain  quality  of  grain.  That  is  the 
basis  of  your  question  ? 

Mr.  McLaughlin  of  Michigan.  That  is,  with  your  customer  out  in 
the  country  ? 

Mr.  Murray.  Yes. 

Mr.  McLaughlin  of  Michigan.  All  risht.    Go  ahead. 

Mr.  Murray.  That  might  be  spring  wheat  from  North  Dakota.  I 
may  not  know  at  the  moment  where  I  can  get  that  spring  wheat. 
I  Imow  I  can  get  it  if  I  am  given  time,  but  in  order  to  prevent  any 
risk  of  the  price  going  iip  before  my  sale  is  covered,  I  immediately 
buy  an  even  quantity  ot  some  future,  so  that  my  books  are  even. 

Mr.  McLaughlin  of  Michigan.  As  a  protection? 

Mr.  Murray.  Yes,  sir.  Then  I  go  out  and  dig  up  the  grain  to  fill 
that  particular  order,  and  when  I  have  got  this  I  sell  my  future. 

Mr.  McLaughlin  of  Michigan.  Your  transaction  on  the  board  of 
trade  then  is  fictitious  ? 

Mr.  Murray.  I  would  say  it  is  not  fictitious  but  very  real. 

Mr.  McLaughlin  of  Michigan.  It  does  not  contemplate  the  ac- 
ceptance of  the  ffreia  t 

Mr.  Murray.  Not  in  that  particular  case. 

Mr.  McLaughun  of  Michigan.  The  form  of  contract  that  you 
make  in  the  two  instances  is  the  same  1 

Mr.  Murray.  Whether  we  take  delivery  or  not  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Murray.  Absolutely. 

Mr.  McLaughlin  of  Michigan.  Then  anyone  keeping  a  record  of 
contracts  made  does  not  know  whether  a  trade  is  for  the  one  purpose 
or  the  other? 

Mr.  Murray.  No,  sir. 

-  Mr.  McLaughun  of  Michigan.  How  could  we  find  out  from  exam* 
inin^  the  books  of  those  dealers  which  trades  were  fictitious  and 
whidi  contemplated  actual  delivery  of  grain? 

Mr.  Murray.  You  have  characterized  two  different  kinds  of 
trades  which  do  not  fit  in  with  my  understanding.  I  do  not  con- 
sider an^  trade  made  on  the  board  of  trade  is  fictitious.  But  we 
will  consider  that  one  trade  is  a  trade  with  a  man  who  does  not  ex- 
pect delivery.  The  commission  man  knows  when  he  took  the  order, 
say  it  is  from  the  Quaker  Oats  Co.,  that  it  is  from  an  institution  that 
is  dealing  in  certain  lines,  and  yet  he  does  not  know  whether  we  are 
speculating  or  not.    He  does  not  ask  us. 
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Mr.  McLaughlin  of  Michigan.  When  these  gentlemen  on  the 
committee,  Mr.  Yoimg  and  M&.  Jacoway,  spoke  about  getting  the 
record  which  will  indicate  which  transaction  is  a  specmation  and 
which  transaction  is  a  gamble  and  which  transaction  is  really  bona 
fide,  mj  understanding  of  the  situation  is  such  that  I  want  to  bring 
this  point  out:  I  want  to  ask  you  if  the  contracts  are  not  all  in  the 
same  form,  and  the  records  kept  in  the  same  way,  and  anyone  lookjng 
them  over  would  be  unable  to  tell  which  was  a  gambUng  transaction 
and  which  was  a  speculation  and  which  was  a  manipulation,  and 
which  was  an  actual  transaction? 

Mr.  Murray.  I  do  not  know  of  any  way.  I  do  not  know  that  a 
commission  house  has  any  jurisdiction  over  it. 

Mr.  McLaughlin  of  Michigan.  When  you  give  an  order  to  a 
commission  house  to  bury  gram  for  you  does  the  man  representing 
that  house  ask  you:  "Do  you  want  tnis  grain  actually  delivered ?*' 

Mr.  Murray.  No.  He  knows  that  we  are  obligated  to  take  that 
grain  and 

Mr.  McLaughlin  of  Michigan  (interposing).  Yes,  he  knows  that 
you  have  some  deal  in  the  background,  and  he  does  not  ask  you  the 
particulars  of  it  or  what  you  are  gomg  to  do  with  the  grain  ?' 

Mr.  Murray.  No.  And  we  would  not  feel  like  telling  him  if  he 
did  ask.     That  is  our  business. 

Mr.  McLaughlin  of  Michigan.  In  all  your  transactions  with  your 
commission  men  they  are  practically  tfie  same,  regardless  of  your 
intentions  ? 

Mr.  Murray.  Yes,  sir;  absolutely.  They  do  not  know,  and  we 
do  not  know  ourselves  always. 

Mr.  McLaughlin  of  Michigan.  The  commission  man  you  employ 
finds  somebody  to  take  the  other  end  of  your  transaction;  that  is  all 
he  knows  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Does  he  always  know  even  who 
it  is? 

Mr.  Murray.  He  knows  the  moment  that  the  trade  is  completed. 

Mr.  McLaughlin  of  Michigan.  Do  you  know? 

Mr.  Murray.  We  know  the  next  morning  when  we  get  our  con- 
firmation. 

Mr.  McLaughlin  of  Michigan.  Do  you  get  the  name  of  the  man 
who  buys  ? 

Mr.  ^luRRAY.  Yes,  sir;  the  name  of  the  man  who  sold  it  to  us,  if 
we  are  buying. 

Mr.  McLaughlin  of  Michigan.  The  man  at  the  other  end  is  a  com- 
mission man  ? 

Mr.  Murray.  Or  a  lai^e  dealer  who  may  clear  us  on  trades. 

Mr.  McLaughlin  of  Michigan.  Or  he  may  be  a  commission  man 
representing  somebody  else  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  that  somebody  else  i 

Mr.  Murray.  I  do  not  know  the  somebody  else,  no;  in  other  words, 
we  do  not  know  who  the  commission  man's  customer  is. 

Mr.  McLaughlin  of  Michigan.  You  simply  know  that  your  com- 
mission man  has  carried  on  a  transaction  with  another  commissioa 
man  ? 
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Mr.  MuBRAY.  Or  a  clearing  house  company  engaged  in  that 
business. 

Mr.  McLaughlin  of  Michigan.  There  are  a  great  many  such  cases  ? 

Mr.  Murray.  Yes,  sir, 

Mr.  McLaughlin  of  Michigan.  And  there  is  no  record  made  of  the 
intentions  of  either  party  to  the  contract,  is  there  ? 

Mr.  Murray,  I  do  not  suppose  so,  but  I  do  not  know. 

Mr.  McLaughlin  of  Michigan.  So  that  when  these  gentlemen 
apeak  about  getting  information  as  to  the  nature  of  the  deals  when 
we  are  talking  about  that  we  are  talking  about  something  that  can 
not  be  done,  aren't  we?' 

Mr.  Murray.  I  do  not  believe  that  the  present  machinery  of  the 
exchanges  contemplates  anjr  information  of^  that  kind, 

Mr.  McLaughlin  of  Michigan.  Do  you  know  of  any  machinery  on 
the  board  of  trade  that  coula  be  set  up  that  would  result  in  keeping 
that  information  or  of  recordmg  that  information  ? 

Mr.  Murray.  No ;  I  do  not  Imow  that  there  is  anything  that 
would  compel  a  commission  merchant  to  attempt  to  make  his  client 
disclose  what  his  intentions  were  regarding  a  piu'chase  or  a  sale  on 
the  board  of  trade. 

Mr.  McLaughlin  of  Michigan.  It  is  true  that  some  transactions 
on  the  board  of  trade,  by  one  party  entering  into  them  at  the  time 
they  are  made,  contemplate  actual  delivery,  but  that  even  th;  n  at 
the  end  of  the  transaction  delivery  is  not  made? 

Mr.  Murray.  Do  I  xmderstand  you  to  ask  whether  one  of  the 
parties  contemplates  a  delivery  but  the  actual  delivery  is  not  made  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Murray,  No ;  there  are  no  defaults  on  the  board  of  trade, 
except  an  occasional  case  where  some  accident  has  happened. 

Mr.  McLaughun  of  Michigan.  Defaults  are  met  by  the  payment 
of  money  ? 

Mr.  Murray.  You  can  not  settle  a  contract  on  a  board  of  trade 
without  delivery  if  delivery  is  wanted.  The  rules  of  the  board  of 
trade  j^otect  us  in  that  position. 

Mr.  HuLiNGS.  You  can  compel  delivery? 

Mr.  Murray.  Oh  yes,  absolutely.  That  is  the  basis  of  our  con- 
tract. 

Mr.  McLaughlin  of  Michigan.  Some  times  when  you  make  a 
transaction  there  and  contemplate  delivery,  if  the  other  party  to  it 
asks  you  to  accept  money  instead  of  delivery,  that  is  done,  isn't  it? 

Mr.  Murray.  No,  sir;  not  with  us. 

Mr.  McLaughlin  of  Michigan.  You  are  in  actual  business  of 
using  grain,  but  a  good  many  people  make  transactions  exactly 
similar  to  yours  except  that  back  oi  them  there  is  no  business  of 
future  grains,  and  yet  they  make  the  same  kind  of  transaction  as 
you  do,  don't  they? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Sometimes  a  man  in  that  position 
makes  a  transaction  contemplating  delivery,  but  even  then  actual 
deliverv  is  not  made  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  McLaughun  of  Michigan.  Is  there  a  difference  between  these 
two  transactions  so  far  as  the  form  of  contract  is  concerned  ? 
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Mr.  Murray.  No.  Mj  experience  is  that  usually  where  a  case  of 
that  kind  happens,  and  where  it  is  adjusted,  it  is  that  a  man  makes 
a  contract  witn  the  intention  to  deliver,  hut  that  for  some  reason  in 
the  back  of  his  head  he  finds  he  can  not  deliver,  and  he  goes  into 
the  pit  and  buys  an  equal  quantity  of  wheat  on  some  contract,  and 
that  is  turned  over  to  the  party  with  whom  the  original  contract 
was  made.  In  other  words,  it  is  shnply  finding  somebody  else  to 
fill  the  contract  he  expected  to  fill. 

Mr.  McLaughlin  of  Michigan.  My  limited  knowledge  of  the  way 
this  business  is  conducted  makes  it  difficult  for  me  to  ask  questions 
in  the  proper  way.  But  as  I  imderstand  these  contracts,  of  all 
kinds,  tney  are  practically  similar  in  form,  and  any  record  of  them 
would  not  disclose  the  nature  of  any  particular  transaction  ? 

Mr.  Murray.  No,  sir. 

Mr.  MgLauohlin  of  Michigan.  So  when  we  talk  about  getting  a 
record  of  the  actual  transactions,  and  use  that  term  to  speak  of  one 
kind  of  deal  and  another — a  real  transaction,  or  a  fictitious  transac- 
tion, or  a  gambling  transaction — they  are  all  practically  in  the  same 
form,  and  there  is  nobody,  even  if  he  wished  to  do  so  and  kept  a 
'  record,  who  would  be  able  to  disclose  the  information  of  which  tnese 
gentlemen  on  the  committee  are  speaking  ? 

Mr.  Murray.  I  do  not  think  the  information  is  available,  because 
only  the  man  who  gives  the  order  knows  his  intention  when  he 
places  it. 

Mr.  Jacoway.  Did  you  ever  lose  any  money  on  a  hedge  I 

Mr.  Murray.  Yes;  that  is,  we  have  paid  out  monev  on  a  hedge. 

Mr.  Jacoway.  What  entry  do  you  make  on  your  books,  and  who 
pays  it  ? 

Mr.  Murray.  The  company  stands  it. 

Mr.  Jacoway.  Do  not  you  pass  it  on  to  the  consumer? 
•  Mr.  Murray.  It  is  all  a  part  of  our  product. 

Mr.  Jacoway.  Your  corporation  as  a  corporation  does  not  lose 
what  you  lose  on  a  hedge  ? 

Mr.  Murray.  Oh,  no.  Our  product  is  advanced  in  price  in  accord- 
ance with  the  future. 

Mr.  Jacoway.  Where  you  have  a  contract  and  ask  for  deliveiy 
and  you  can  not  get  the  delivery  as  xon  have  contracted  for,  how  is 
that  transaction  adjudicated?  Is  it  on  a  fixed  difference  or  accord- 
ing to  the  commercial  difference  ? 

Mr.  Murray.  On  the  basis  of  the  commercial  value  of  the  grain, 
in  the  case  of  a  default  on  the  board  of  trade. 

Mr.  Jacoway.  Who  attends  to  that  ? 

Mr.  Murray.  A  committee  is  fippointed  by  the  president  and  con- 
firmed by  the  board  of  directors ;  a  committee  of  three. 

Mr.  Jacoway.  That  is,  a  committee  of  the  board  of  trade  ? 

Mr.  Murray.  Yes,  sir. 

Mr.  Jacoway.  They  adjudicate  the  difference  there  by  what  is 
known  as  a  &ced  difference  ? 

Mr.  Murray.  I  did  not  catch  your  question  ? 

Mr.  Jacoway.  Where  you  buy  a  specific  quantity  of  grain  of  a 
certain  grade,  and  the  man  \'ou  buv  from  can  not  (deliver  it  and  he 
dohvera,  we  will  say,  a  grade  below  that,  that  matter  must  be  adjusted 
in  some  way  ? 

Mr.  Murray.  Yes,  sir. 
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Mr.  Jacoway.  Is  that  adjusted  by  a  committee  appointed  by  the 
board  of  trade  ? 

Mr.  MimiiAY.  No. 

Mr.  Jacoway.  Who  is  it  adjusted  by  ? 

Mr.  MuKRAY.  If  I  understand  you  correctly  now  you  are  quoting 
what  we  would  call  a  cash  grain  transaction  ? 

Mr.  Jacoway.  Yes. 

Mr.  Murray.  Where  I  have  bought  a  certain  quantity  of  No.  3  com 
and  deliver/  is  made  of  No.  4  com  ? 

Mr.  Jacoway.  Yes. 

Mr.  Murray.  That  difference  is  usually  adjusted  between  seller 
and  buyer  right  on  the  board  of  trade,  and  is  adjusted  on  the  basiR 
of  the  respective  prices. 

Mr.  Jacoway.  ouppose  the  bu>  er  and  the  seller  can  not  agree  ? 

Mr.  Murray.  Then  it  is  settled  by  a  board  of  arbitration. 

Mr.  Jacoway.  Who  composes  that  board  of  arbitration? 

Mr.  Murray.  There  is  a  board,  composed  of  10  members,  of 
which  5  are  selected  each  year. 

Mr.  Jacoway.  Suppose  you  sold  on  the  board  of  trade  this  morn- 
ing to  Gen.  Hulings  40,000  bushels  of  wheat 

Mr.  Murray  (interposing).  And  he  is  an  exporter  or  a  flour 
bwer,  which? 

Mr.  Jacoway.  Yes.  You  will  then  go  on  the  board  of  trade  and 
hed^e  on  that,  will  you  ? 

^&.  Murray.  The  minute  that  the  transaction  is  assured  we  pro- 
tect ourselves  either  by  buying  cash  wheat  or  a  future. 

Mr.  Jacoway.  Do  you  buy  that  wheat  just  as  low  as  vou  can,  or 
do  you  buy  it  just  for  the  purpose  of  protecting  yourself  ? 

Mr.  Murray.  We  would  buy  it  as  low  as  we  could. 

Mr.  Jacoway.  Then  you  are  a  bear  on  the  market  ? 

Mr.  Murray.  I  am  a  buyer  at  the  best  possible  price. 

Mr.  Jacoway.  Suppose  20  other  gentlemen  representing  equally 
big  interests  as  you  do,  would  do  the  same  thing,  were  to  bear  the. 
market,  in  order  to  get  it  as  low  as  you  could  ? 

Mr.  Murray.  I  can  not  bear  the  market.  I  want  to  make  a 
purchase,  and  I  wait  for  somebody  to  make  an  offer  to  sell. 

Mr.  Jacoway.  You  are  trying  to  get  it  lower  than  the  price  for 
which  you  sold  it  to  Gen.  Hulings  ? 

Mr.  Murray.  As  low  as  I  can. 

Mr.  Jacoway.  Just  as  low  as  you  can  ? 

Mr.  Murray.  That  is  good  merchandising. 

Mr.  Jacoway.  Suppose  that  30  or  40  other  men,  just  as  potential 
in  the  wheat  industry,  would  do  the  same  thing;  what  effect  would 
that  have  on  theprice  of  wheat  in  so  far  as  the  man  who  produced  it 
is  concerned ?    Would  it  give  him  a  better  price  or  a  lower  price? 

Mr.  Murray.  You  are  promising  a  situation  that  seems  to  me 
does  not  exist. 

Mr.  Jacoway.  I  think  it  does  exist,  and  that  is  the  reason  I  am 
asking  the  question.  Would  it  be  possible  for  40  millers  like  your- 
self, representing  vast  volumes  of  wheat  purchases,  to  go  on  the 
board  of  trade  or  in  any  other  way  and  bear  the  market  down  ? 

Mr.  Murray.  We  could  do  it  very  much  better 

Mr.  Jacoway.  (interposing).  Answer  the  question  yes  or  no. 
Would  it  be  possible  for  you  to  do  it  ? 
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Mr.  MuKRAY.  No- 

Mr.  Jacoway.  All  right.     That  is  all  I  wish  to  ask  you. 

The  Chairman.  How  many  grades  are  deliverable  on  a  contract? 

Mr.  Murray.  In  Chicago  ? 

The  Chairman.  Yes. 

Mr.  Murray.  On  spot  grain  ? 

The  Chairman.  Wheat. 

Mr.  Murray.  I  think  there  are  some  22  or  23  different  grades. 

The  Chairman.  What  is  the  commercial  difference  between  No.  1 
and  No.  3  of  the  various  grades  ? 

Mr.  Murray.  That  is  handled  very  largely  in  all  of  the  markets 
by  sample. 

The  Chairman.  I  refer  to  grades. 

Mr.  Murray.  Let  me  make  myself  clear:  You  understand  that 
one  car  of  No.  3  wheat  might  be  worth  from  8  cents  to  10  cents  a 
bushel  more  than  another  car  of  No.  3  wheat. 

The  Chairman.  What  class  of  wheat  do  you  prefer  to  take  up, 
spring  or  red  wheat? 

Mr.  Murray.  It  follows  all  the  way  through.  The  milling  value 
is  not  determined  completely  by  ^ades. 

The  Chairman.  What  is  the  difference  between  No.  1  dark  winter 
wheat  and  No.  3  of  the  same  class  ? 

Mr.  Murray.  On  the  Chicago  Board  of  Trade  I  think  it  is  8  cents 
on  the  deUvery  basis. 

The  CHAiRBiAN.  What  about  the  commercial  basis  1 

Mr.  Murray.  The  commercial  basis  differs  with  the  quality  of  the 
individual  lot  of  wheat. 

The  Chairman.  You  are  buying  it  by  grades  subject  to  inspection  ? 

Mr.  Murray.  I  should  say  that  8  cents  is  a  very  fair  difference 
there. 

The  Chairman.  How  about  No.  1  and  No.  3  hard  winter  wheat? 

Mr.  Murray.  I  think  the  delivery  basis  is  about  5  cents,  but  1 
am  not  sure. 

The  CHAiRBfAN.  The  commercial  difference  and  not  the  fixed 
difference. 

Mr.  Murray.  The  commercial  difference  is  from  3  cents  to  10 
cents. 

The  Chairman.  And  the  fixed  difference  is  5  cents  ? 

Mr.  Murray.  Yes,  sir. 

The  Chairman.  How  about  yellow  hard  winter  No.  1  and  No.  3? 

Mr.  Murray.  It  varies  in  the  same  way,  of  from  3  cents  to  10 
cents  a  bushel 

The  Chairman.  And  red  wheat  in  the  same  way  ? 

Mr.  Murray.  Yes,  sir. 

The  Chairbcan.  I  understood  you  to  say  that  the  difference  in 
value  is  subject  to  arbitration  ? 

Mr.  Murray.  Where  the  parties  are  unable  to  make  a  settlement 
between  themselves,  they  have  recourse  to  arbitration. 

The  Chairman.  As  to  grades  or  differences?  • 

Mr.  Murray.  As  to  the  completion  of  the  terms  of  their  contract 

The  Chairman.  The  commercial  differences  ? 

Mr.  Murray.  Yes,  sir;  in  that  way,  too. 

The  Chairman.  Mr.  Gates  stated  on  yesterday  it  was  a  fixed  dif- 
foronce  ? 

Mr.  Murray.  That  is  on  delivery  of  a  futmre  contract. 
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Mr.  Murray.  As  to  delivery  on  a  future  contract  it  is  fixed  by  the 
rules  and  regulations  of  the  board  of  trade. 

The  Chairman.  If  the  difference  is  5  cents  as  fixed  and  the  com- 
mercial difference  is  10  cents,  there  is  a  difference  of  5  cents  between 
the  fixed  and  the  commercial  difference  ? 

!Mr.  Murray.  Yes,  sir.  But  let  me  mention  that  I  said  there  was 
a  difference  of  from  3  cents  to  10  cents  in  the  way  of  a  normal  com- 
mercial difference  in  one  grade  as  compared  with  another  of  different 
grades  of  the  same  wheat. 

The  Chairman.  We  will  assume  that  the  commercial  difference  is 
10  cents  and  the  fixed  difference  is  5  cents.     You  have  a  contract 

Mr.  Murray  (interposing).  I  said  from  3  cents  to  10  cents,  but 
that  applies  at  the  same  time  to  all  of  them.  That  is  a  question  that 
applies  to  the  quality  of  the  grain  and  not  to  period  of  time. 

The  Chairman.  You  buy  wheat  subject  to  inspection.  The  in- 
spection is  to  confirm  its  value,  whether  No.  1,  No.  2,  or  No.  3. 

Mr.  Murray.  No;  when  you  determine  the  grade  you  know  the 
value. 

The  Chairman.  The  grade  is  determined  No.  3  and  then  all  No. 
3  is  supposed  to  be  of  tne  same  valued 

Mr.  MURRAY.  As  a  buyer  I  will  go  on  the  board  of  trade  of  Minne- 
apolis, and  say  I  want  three  carloads  of  wheat,  a  carload  of  No.  1, 
a  carload  of  No.  2,  and  a  carload  of  No.  3.  I  will  look  sometimes  at 
as  many  as  200  or  300  samples,  and  I  may  buy  one  car 

The  Chairman  (interposing) .  We  are  getting  away  from  grades. 
You  are  referring  to  samples. 

Mr.  Murray.  1  am  telling  you  the  commercial  value. 

The  Chairman.  You  have  a  contract  for  1,000  bushels  of  wheat. 

Mr.  Murray.  All  right. 

The  Chairman.  And  the  contract  price  is  $2  a  bushel. 

Mr.  Murray.  All  right. 

The  Chairman.  And  No.  3  wheat  is  shipped. 

Mr.  Murray.  All  right. 

The  Chairman.  The  commercial  difference  is  10  cents,  but  the 
discoimt  allowed  is  only  5  cents. 

Mr.  Murray.  All  right. 

The  Chairman.  You  accepted  the  wheat  at  a  discount  of  10  cents. 
Then  you  turn  around  and  Duy  No.  1  wheat,  which  you  expected  to 
get  and  on  which  there  is  a  premium  of  5  cents  more  than  you  are 
allowed. 

Mr.  Murray.  I  do  not  quite  follow. you,  Mr.  Chairman.  You  do 
not  stick  to  the  actual  operation. 

The  Chairman.  I  am  sticking  to  the  operation.  I  am  not  getting 
aw^  from  it  by  samples  or  otherwise. 

Mr.  Murray.  We  do  not  operate  the  way  you  outline. 

The  Chairman.  Say  you  contract  to-day  for  the  delivery  of  wheat 
at  S2  a  bushel. 

Mr.  Murray.  All  right. 

The  Chairman.  Then  there  is  no  premium  on  No.  2  or  No.  3. 
But  between  No.  2  and  No.  3  the  commercial  discoimt  is  10  cents. 
It  is  delivered  at  a  discount  of  10  cents. 

Mr.  Murray.  It  is  at  a  discount  of  5  cents. 

The  Chairman.  But  you  have  to  sell  it  at  a  discount  of  10  cents. 

Mr.  Murray.  No. 
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The  Chairman.  You  sell  that  wheat  and  buy  No.  1. 

Mr.  MuRRAT.  I  do  not  do  that. 

The  Cetairman.  You  have  to  have  No.  1  wheat,  which  you  intend 
to  use,  and  have  to  use  in  producing  a  certain  brand  of  goods,  so  you 
have  to  have  it. 

Mr.  Murray.  You  have  stated  the  thing  a  little  differently  than 
the  way  I  intended  to  put  it. 

The  Chairman.  I  am  stating  it  as  the  operators  have  been  up 
against  it. 

Mr.  Murray.  No;  here  is  your  proposition  in  a  commercial  way 
in  accordance  with  the  way  it  wad  iiandled  on  the  board  of  trade  in 
Minneapolis:  Sav  I  have  a  contract  for  2,000  bushels  of  wheat  at 
S2  a  bushel.  The  man  who  sold  me  that  contract  has  the  privilege 
of  delivering  any  one  of  a  certain  number  of  grades.  The  variations 
in  prices  have  been  fixed  on  these  future  contracts.  I  know  that  when 
I  make  the  contract.  You  state  that  the  commercial  value  may  have 
been  10  cents,  but  I  stated  that  the  commercial  value  in  accordance 
with  the  variation  in  samples  may  range  from  3  cents  to  10  cents. 
The  5  cents  which  has  been  selected  by  the  oflicers  or  membership 
of  the  board  of  trade  as  being  a  fair  milling  difference,  usually  repre- 
sents the  average.  In  other  words,  they  do  not  allow  for  tlie  ups 
and  downs  in  quality  of  the  same  grade.  It  all  goes  into  a  bin,  and 
comes  out,  say,  No.  3,  and  therefore  it  is  based  on  a  general  average. 
And  the  basis  that  is  provided  in  the  rules  of  the  exchanges  as  nearly 
as  possible  represent  the  average  difference  between  that  particular 
grade  and  the  grade  above  or  the  grade  below.  In  other  words, 
there  is  a  milling  fixed  difference  on  No.  3  as  compared  with  No. 
2,  if  you  always  get  the  average  grade,  and  that  would  probably 
range  about  5  cents  a  bushel;  and  that  is  the  reason  for  fixing  it  at 
that  penalty  in  delivering  grain. 

The  Chairman.  In  that  delivery  you  would  be  out  5  cents  a 
bushel  ? 

Mr.  Murray.  Yes,  sir. 

The  Chaisman.  You  would  have  to  sell  it  at  5  cents  discount  ? 

Mr.  Murray.  I  would  buy  at  a  distant  time  wheat  at  5  cents  dis- 
coimt,  and  when  I  could  buy  just  as  well  when  I  have  been  paying 
10  cents  discount,  I  would  be  5  cents  in. 

TheCHAmiCAN.  How  about  the  commercial  value  ? 

Mr.  Murray.  You  know  that  in  any  business  a  buyer  is  just  as 
important  as  a  seller,  and  the  buyer  has  the  right  to  Know  what  he 
is  going  to  get.  For  that  reason  those  rules  and  regulations  are 
ma^e  so  that  when  I  make  a  contract  for  future  wheat  and  intend 
to  take  delivery  of  it,  I  know  exactly  what  the  terms  of  my  contract 
are.  I  do  not  know  that  I  can  be  compelled  to  take  No.  3  wheat 
except  at  a  discount,  which  may  be  the  market  difference  on  the 
day  it  is  delivered. 

The  Chairman.  It  is  a  fact  that  the  grades  deliverable  at  a  con* 
tract  price  are  without  regard  to  the  actual  commercial  value  ? 

Mr.  Murray.  No;  I  do  not  think  it  is  without  regard  to  the  actual 
commercial  value. 

The  Chairman.  I  understood  Mr.  Gates  to  say  that  they  fixed 
the  difference  ? 

Mr.  Murray.  Yes,  sir. 
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The  Chairman.  In  future  cotton  we  have  a  difference  fixed  by  the 
Secretary  of  Agriculture. 

Mr.  MuBRAY.  The  commercial  value  as  fixed  on  the  exchanges  on 
T^heat  is  supposed  to  represent  as  nearly  as  possible  to  be  reached 
in  the  human  judgment,  actual  milling  deference  in  the  grain 
delivered. 

The  Chairman.  It  may  be  supposed  to  be  so,  but  1  understand 
sometimes  it  does  not  come  within  10  cents  of  it. 

Mr.  Murray.  At  the  present  time  deliveries  in  December  to  the 
miUers  on  the  Minneapolis  Exchange,  when  we  took  delivery  of 
40,000  bushels  of  wheat,  because  that  wheat  was  of  better  value  to  us 
than  to  buy  wheat  on  tne  sample  tables  in  Minneapolis 

The  Chairman  (interposing).  It  is  either  up  or  down,  it  is  uncer- 
tain? 

Mr.  Murray.  Yes,  sir.  But  the  adjustments  are  fixed,  not  with- 
out relation  to  the  commercial  value  but  with  relation  to  the  commer- 
cial value  for  a  period  of  time  rather  than  on  individual  days,  as  to 
which  the  board  would  be  up  against  certain  troubles  under  the  basis 
you  suggest.  We  might  be  up  against  competition  on  some  days  of  a 
miller  ^o  wants  to  buy  a  certam  kind  of  wheat,  and  who  would  bid 
up  high  in  order  to  get  it.     We  know  now  just  what  it  is  going  to  be. 

The  Chairman.  If  you  entered  into  a  contract  for  a  certam  kind 
of  wheat  you  would  not  expect  the  seller  to  decide  evervthinc.  In 
other  words,  if  you  entered  into  a  contract  for  certain  wheat  ao  not 
you  think  some  disinterested  person  should  determine  the  difference 
rather  than  the  other  contracting  party  ? 

Mr.  Murray.    I  think  the  present  basis  is  f aiier. 

The  CHAiRBfAN.  You  have  more  confidence  in  the  exchange  than 
you  have  in  any  disinterested  party  ? 

Mr.  Murray.  I  have  confidence  in  the  written  rules  and  regula- 
tions as  to  what  will  be  delivered.     I  know  it  can  be  enforced. 

The  Chairman.  Under  the  cotton  futures  act  the  Secretary  of 
Agriculture  determines  the  difference  as  to  cotton  and  he  takes  into 
consideration  the  situation  today. 

Mr.  Murray.  I  think  it  would  be  found  that  the  fixed  difference  is 
much  more  satisfactory. 

The  Chairman.  You  think  if  I  should  sell  you  100  bushels  of 
wheat  I  should  fix  the  difference  and  not  leave  it  to  any  independent 
party  1 

Mr.  Murray.  No;  not  to  let  you  fix  it.  But  I  think  the  difference 
is  fixed  now  by  a  disinterested  party. 

The  Chairman.    Who  is  it  fixed  oy  ? 

Mr.  Murray.  They  are  first  approved  by  the  committee  which  is 
formed  for  that  purpose,  and  then  approved  by  the  entire  member- 
ship of  the  institution  by  voting  on  the  proposed  rule  or  regulation: 

The  Chairman.    The  men  on  the  excnange  are  interested  parties  ? 

Mr.  Murray.  We  are  all  members.  I  am  a  member,  and  have 
just  the  same  right  that  anyone  else  has. 

The  Chairman.  So  it  is  fair  to  say  that  under  the  Chicago  Ex- 
change— and  1  think  it  is  true  ol  all  grain  exchanges — the  interested 
parties  fix  the  difference,  but  on  cotton  futures  they  are  fixed  by  the 
Secretary  of  Agriculture,  who  is  a  disinterested  party. 

Mr.  Mttrray.    It  is  fixed  by  the  membership  of  the  exchange. 

The  Chairman.    They  are  mterested  parties  ? 
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Mr.  Murray.  Yes;  but  interested  on  both  sides. 

Mr.  Jacoway.  Is  there  any  variation  in  the  grades  on  which  youi 
transaction  is  based?  In  other  words,  getting  at  your  testimony 
you  are  trying  to  say  this,  if  I  understand:  There  is  never  any  varia- 
tion in  the  grade  wKich  is  fixed  before  you  go  into  the  transaction  ? 

Mr.  Murray.  There  is  no  variation  in  the  contract  after  it  is  made. 

Mr.  Jacoway.  And  that  is  the  grade  ? 

Mr.  Murray.  The  grade  thatyou  buy  is  determined  under  the  rules. 
As  it  happens  on  the  Chicago  Board  ot  Trade  if  I  buy  a  contract  for 
March  wheat,  a  certain  number  of  different  grades  of  wheat  are 
deUverable.  As  a  miller  I  have  to  take  my  chance  as  to  what  grade 
will  finally  be  delivered  by  the  party  making  the  sale.  That  governs 
the  price  that  I  am  willing  to  pay  for  that  contract. 

Tne  Chairman.  You  do  not  contend  that  the  hedge  is  an  absolute 
insurance  against  loss,  do  you  ? 

Mr.  Murray.  Not  an  absolute  insurance ;  no. 

The  Chairman.  If  wheat  goes  to  a  premium  in  the  meantime  there 
is  a  profit  or  a  loss  ? 

Mr.  Murray.  Yes,  sir;  a  profit  or  a  loss,  according  to  the  variation. 

Mr.  HuLiNGS.  I  see  here  in  a  publication  by  James  E.  Boyle,  a 
doctor  of  philosophy,  there  seems  to  be  an  argument  in  favor  of 
speculation  on  boards  of  trade.  He  takes  the  experience  of  one  day 
for  a  study  of  the  market.  On  that  day  there  were  a  little  less  than 
2,000,000  bushels  of  cash  grain  and  ^ain  to  arrive  sold.  If  I  under- 
stand a  number  of  gentlemen  on  these  boards  of  trade,  they  have 
justified  all  these  future  sales  on  the  ground  that  they  afford  an 
insurance,  that  by  the  use  of  them  one  can  have  confidence  and  go  in 
and  buy  and  know  what  the  price  of  his  prodcut  is  going  to  cost 
him,  and  that  therefore  it  is  a  valuable  insurance.    How  about  that  ? 

Mx.  Murray.  Yes,  sir;  that  is  correct. 

Mr.  HuLiNGS.  On  this  same  day  Prof.  Boyle  says  there  were 
1^830,000  bushels  of  cash  grain  sold,  but  there  were  more  than  eighteen 
times  as  many  futures  smd.  In  other  words,  36,836,000  bushels  of 
futures  were  sold  on  that  day.  Would  it  be  necessary,  in  order  to 
secure  the  insurance  on  actual  transactions  of  less  than  2,000,000 
bushels  to  sell  36,000,000  bushels?  Doesn't  that  show  that  there 
was  a  great  volume  of  those  transactions  that  was  not  necessary  as  a 
part  of  the  trading  even  as  an  insurance,  which  you  say  is  valuable  ? 

Mr.  Murray,  i  ou  mean  to  say  that  they  were  a  part  of  the  cash 
transaction  ? 

Mr.  HuLiNGS.  No.  It  would  not  require  more  than  the  sale  of 
2,000,000  bushels  of  futures  to  insure  2,000,000  bushels  of  actual 
stuff  sold,  whereas  here  36,000,000  bushels  were  sold  that  day  in  the 
shape  of  futures.  Does  not  that  imply  that  the  great  proportion  of 
the  sales  represented  merely  gambling  operations ! 

Mr.  Murray.  If  you  mean  trading  wnere  grain  is  bought  or  sold 
with  the  intention  of  settling  on  the  difference,  all  right.  But  I  do 
not  say  that  they  are  a  necessity,  but  they  are  of  great  afiaistance  in 
the  handling  of  2,000,000  bushels  of  cash  grain  such  as  you  referred 
to.  I  do  say  that  each  man  that  you  cut  out  of  the  privilege  of  buy- 
ing if  he  wants  to  buy,  or  of  selling  if  he  wants  to  sell,  will  limit  the 
market  in  which  the  hed^ers  have  to  close  one  or  the  other  side  of 
their  transactions;  it  will  reduce  the  market  just  by  that  amount. 


FUtURE  TRADING.  628 

Mr.  HuLiNGS.  Do  you  go  far  enough  to  say  that  in  your  opinion 
these — gambling  transactions  I  would  call  them,  or  perhaps  we  oetter 
call  them  for  the  purpose  of  the  question,  speculative  transactions — 
are  a  necessary  part  of  the  business  ? 

Mr.  Murray.  I  believe  they  are  a  beneficial  part  of  the  business. 
I  do  not  believe  that  they  are  necessary  exactly,  out  I  believe  it  would 
be  very  expensive  to  the  farmers  of  the  United  States  if  the  privilege 
to  the  outsider  to  hedge  his  share  of  the  load  were  discontinued. 
I  believe  it  would  be  very  expensive  to  the  farmer  and  the  producer 
of  the  United  States. 

Mr.  DiCKmsoN.  Mr.  Murray,  will  vou  state  to  the  committee  again 
the  determining  factor  in  fixing  the  price  of  your  manufactured 
product  ? 

Mr.  Murray.  The  determining  factor  ? 

Mr.  Dickinson.  Yes,  sir. 

Mr.  Murray.  The  cost  of  the  grain. 

Mr.  Dickenson.  In  taking  into  account  the  price  of  grain,  do  you 
consider  cash  ^ain  or  the  price  of  the  future  plus  the  spread  between 
the  cash  and  me  future  ? 

Mr.  Murray.  Plus  or  minus,  as  the  case  may  be.  It  works  both 
sides;  if  we  have  sufficient  cash  grain  from  day  to  day  to  cover  our 
sales,  then  we  do  not  trade  in  futures.  But  the  moment  we  are 
unable  either  to  bujr  that  cash  grain  as  we  need  to  fill  our  orders,  or 
to  purchase  enough  in  the  usual  way,  we  protect  ourselves. 

Mr.  Dickinson.  What  percentage  of  the  time  are  you  selling  your 
product  on  the  future  market  as  stated,  or  on  the  cash  market  as 
previously  stated  ? 

Mr.  Murray.  Well,  that  varies  with  the  volume  of  the  business. 
At  the  moment,  if  I  may  cite  our  own  particular  case,  we  have  more 
wheat  in  our  mills  than  we  have  orders  for  flour  ahead.  Therefore  we 
have  March  wheat  sold  against  that  surplus,  and  as  we  sell  flour  we 
buy  in  the  March  wheat.  That  is  the  situation  to-day.  We  do  that 
so  that  we  may  know 

Mr.  Dickinson  (interposing) .  And  the  selling  price  of  the  flour 
must  cover  the  cash  wheat  plus  the  spread  ? 

Mr.  Murray.  It  must  cover  the  cost  of  March  wheat  plus  the  spread. 

Mr.  Dickinson.  Then  in  the  milling  business  or  m  the  Quaker 
Oats  business,  the  future  is  a  determimng  factor  in  the  fixing  of  the 
price? 

Mr.  Murray.  Yes,  sir. 

Mr.  Dickinson.  And  the  variation  in  the  future  would  have  a 
tendencv  toward  a  variation  of  price  ? 

Mr.  Murray.  In  everything  except  the  delivery  of  goods  in  which 
the  price  is  fixed  for  a  period. 

Mr.  Dickinson.  Where  do  manipulations  usually  take  place,  in 
cash  or  future  wheat,  if  there  is  such  a  thing  as  a  manipulation  ? 

Mr.  Murray.  I  take  it  you  term  manipulation  where  some  interest 
is  long  or  short  on  the  market,  and  makes  delivery  or  buys  cash  sales, 
thereby  enhancing  the  price;  or  sells  because  they  have  bought  too 
much  and  have  to  take  a  loss  thereby  forcing  the  price  down  while 
doing  it.  All  these  thiii^  come  more  or  less  under  what  may  be 
termed  manipulation.  I  consider  it  is  merely  revolution  in  the 
business,  largely,  and  that  manipulation  is  very  small. 
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Mr.  Dickinson.  Is  that  possible  because  of  a  future  contract,  or 
would  it  be  possible  imder  a  hedge  contract  ? 

Mr.  MuBBAY.  I  think  it  would  be  very  much  worse  if  we  had  no 
future  markets. 

Mr.  Dickinson.  What  are  the  determining  factors  in  fixing  the 
future  market  ? 

Mr.  MuBBAY.  In  our  business  it  is  a  study  of  the  grain  conditions, 
not  only  in  this  coimtry  but  all  over  the  world. 

Mr.  Dickinson.  And  those  conditions  are  sometimes  misguessed 
or  made  up  on  poor  information,  and  sometimes  are  found  to  be  not 
as  represented,  are  they  not  ? 

Mr.  MuBBAY.  We  nught  have  a  very  correct  view  or  outline  of  the 
situation  to-day,  and  then  to-morrow  something  might  have  hap- 
pened in  some  part  of  the  world  that  has  upset  all  our  calculatioDs 
regarding  the  future.  We  have  to  watch  these  things,  and  there  is 
no  such  thing  as  a  program,  covering  a  long  period  of  time  in  the 
handling  of  our  business.  We  have  to  adjust  ourselves  to  condi- 
tions as  they  arrive  from  day  to  day. 

Mr.  Dickinson.  In  the  business  of  yoiu*  concern  which  do  you 
favor,  a  short  hedge  or  a  long  he^e  ? 

Mr.  MuBBAY.  We  have  both  kmds.  There  is  no  such  thing  as 
favoring  either,  but  the  question  is  of  keeping  even.  There  are 
times  mien  our  orders  exceed  the  quantity  of  casn  grain  we  have  on 
hand,  and  in  that  case  we  are  strong  on  futures.  There  are  cases 
when  the  product  coming  in  is  in  excess  of  orders  for  manufactured 
products,  and  then  we  are  short  on  futures  against  that  surplus. 

Mr.  Dickinson.  Would  a  fixed  period  handicap  your  busmess  ? 

Mr.  MuBBAY.  Very  materially. 

The  Chaibman.  We  are  very  grateful  to  you. 

Mr.  MuBBAY.  I  am  much  obliged  to  you  gentlemen. 

The  Chaibman.  The  committee  will  stand  in  recess  until  2  o'clock. 

(Thereupon,  at  12  o'clock  and  30  minutes  p.  m.,  the  committee 
recessed  imtil  2  o'clock  p.  m.) 

AFTEB  BECESS. 

The  committee  resumed  at  2  o'clock  p.  m.,  pursuant  to  recess, 
Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chaibman.  The  committee  will  come  to  order.  We  will  hear 
from  Prof.  Boyle,  of  Cornell  University. 

STATEHENT  OF  JAMES  E.  BOTLE,   PBOFESSOB   OF  AGBICTTI. 
TUBAL  ECOirOMICS,  COBHELI  XTinVEBSITT,  ITHACA,  V.  T. 

Prof.  Boyle.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
wish  to  thank  the  committee  for  the  privilege  of  being  here  for  these 
hearings,  and  particularly  for  the  invitation  to  appear  before  you 
to-day.  I  am  passing  through  the  city  on  my  way  to  Baltimore  to 
visit  some  of  my  f anmy  there,  and  I  am  certainly  nappy  to  be  here, 
more  especially  for  what  I  can  hear  than  for  what  I  can  say  to  you 
gentlemen. 

The  Chaibman.  Will  you  state  your  full  name,  Prof.  Boyle,  and 
your  connection  with  the  university? 

Prof.  Boyle.  James  E.  Boyle,  agricultural  economics,  Cornell  Uni- 
versity, Ithaca,  N.  Y. 
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I  will  say  at  the  outset  that  I  am  interested  in  this  question  of  the 

r-ain  trade  primarily  as  a  student  and  teacher  of  economics,  that  is, 
am  somewhat  of  a  disinterested  spectator,  so  far  as  the  grain  trade 
is  concerned,  and  so  far  as  the  farmer  or  producer  is  concerned. 
However,  I  do  not  look  at  this  matter  merely  as  a  statistician  sitting 
at  his  office  desk  in  the  city.  I  think  I  do  feel  somewhat  of  a  warm 
interest  in  the  farmers'  viewpoint,  due  to  the  fact  that  my  original 
liome  was  on  a  Kansas  farm,  and  to  that  farm  I  return  every  year, 
and  do  keep  in  touch,  therefore,  with  the  grower  of  the  grain.  So, 
\%rhile  I  try  to  be  disinterested,  as  I  say,  if  I  have  any  sympathy  in 
tliis  matter,  any  feeling  in  this  matter,  I  suspect  it  would  go  toward 
the  farmer. 

There  is  one  very  interesting  thing  about  this  grain  trade,  and  that 
is  that  every  few  years  we  have  an  investigation.  Now  in  the  vear 
1917  the  prices  were  too  high  for  wheat — so  the  consumers  thougnt — 
and  they  came  down  to  Washington  and  secured  a  joint  investiga- 
tion by  the  Bureau  of  Markets  and  the  Federal  Trade  Commission, 
involving  a  cost,  I  suppose,  of  several  himdreds  of  thousands  of  dol- 
lars. And  then  in  1920  the  prices  were  too  low,  apparently,  and 
they  called  for  another  investigation  on  the  part  of  the  Federal  Trade 
Conunission. 

Now  whether  the  prices  are  too  high  or  whether  the  prices  are  too 
low,  in  the  judgment  of  either  the  consumer  or  the  producer,  the 
point  is  that  they  blame  the  marketing  machinery  for  this.  They 
do  not  blame  the  conditions  of  production,  but  they  blame  the  mark- 
eting machinery. 

It  happens  that  the  grain  trade  is  organized  in  such  conspicuous 
centers,  m  pieces  of  machinery  called  *' grain  exchanges,"  that  they 
make  a  very  good  target,  and  they  get  the  criticism.  As  President 
Gates  remarked  yesterday,  it  has  been  true  for  a  long  time. 

I  was  just  thinking  oi  a  wonderful  oration  coming  down  to  us 
from  ancient  Greece,  made  by  Lysias,  the  great  Greek  orator  who 
lived  300  years  before  Christ.  The  price  of  grain  in  Athens  got  too 
high,  and  he  made  a  speech  in  which  he  advocated  putting  the  grain 
dealers  of  Athens  to  death,  and  as  a  matter  of  fact  they  cud  proceed 
to  execute  the  grain  dealers.  But  of  course  that  did  not  have  any 
eflFect  in  the  way  of  reducing  the  price  of  erain. 

Mr.  TiNCHEB.  The  grain  went  higher,  didn't  it,  after  they  had 
executed  those  grain  dealers  ?  Now,  as  a  corrective  measure,  would 
you  recommend  any  such  practice  as  that  ? 

Prof.  Boyle.  Well,  hardly.  I  should  prefer  to  look  upon  the  grain 
dealer  as  a  tax  collector,  a  sort  of  a  necessary  evil.  We  have  not 
been  able  to  get  a  substitute  for  the  grain  dealer  as  yet.  I  believe 
the  grain  dealer  is  as  necessary  as  the  tax  collector,  although  we  have 
been  complaining  about  both. 

Now,  in  the  limited  time  before  me,  Mr.  Chairman — and  I  want  to 
finish  in  one  hour,  if  I  can,  including  m  that  time  the  answering  of 
any  questions  which  you  have  to  ask  me — I  want  to  present  only 
three  phases  of  this  question. 

First.  What  constitutes  the  correct  market  price  for  wheat? 
Since  we  are  talking  about  fluctuations  and  stabilizings  in  price  we 
must  have  m  mind  some  pomt  where  we  would  like  to  have  the 
price  put. 

Second.  The  big  voliune  of  future  trading. 
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Third.  The  relation  between  speculation  and  the  cash  grain  trade. 

Now,  coming  back  then  to  point  1.  What  kind  of  a  price  would 
the  people  be  satisfied  with?  We  know  the  farmer  wants  a  hieh 
price.  He  is  not  satisfied  with  a  low  price.  We  know  that  the 
consumers  who  are  in  the  vast  majority  want  cheap  bread— thev 
want  a  low-priced  wheat. 

The  question  is,  How  can  we  reconcile  these  two  interests?  How 
can  we  get  the  correct  price,  the  right  price,  the  proper  price  for 
wheat  ? 

Now,  there  should  be  some  principle  that  would  apply  to  this 
which  should  be  correct,  and  I  believe  you  men  would  agree  that  we 
should  have  such  a  price  as  would  correctly  reflect  supply  and  de- 
mand. That  would  be  an  equilibrium  price.  It  woula  move  into 
consumption  the  whole  crop,  whether  large  or  small,  without  a  canr 
over,  without  a  shortage,  without  a  loss.     In  other  words,  the  correct 

Erice  is  not  necessarily  very  high  or  very  low.  It  may  be  either 
igh  or  low.  It  is  that  price  wiich  will  represent  correctly  actual 
supply  and  demand  factors. 

Tnat  being  true,  and  I  believe  you  will  agree  with  me  that  it  is. 
price  shoula  fluctuate  as  supply  and  demand  fluctuate.  Now,  if 
supply  and  demand  fluctuate  from  day  to  day,  price  should  respond 
accordingly.  If  supply  and  demand  fluctuate  from  hour  to  nour. 
price  should  fluctuate  accordingly. 

Now  it  sounds  very  simple  to  talk  about  supply  and  demand,  but 
when  you  get  right  down  to  the  point,  to  say  exactly  what  you  mean 
by  these  two  factors,  is  rather  a  complex  matter. 

Now  I  wish  in  the  fewest  possible  words  to  consider  at  this  time 
the  question  of  what  constitutes  supply  and  demand. 

At  first  glance  the  test  of  registenng  supply  and  demand  looks 
like  a  simple  one  indeed.  A  prominent  member  of  one  of  our  agri- 
cultural colleges,  for  instance,  recently  published  this  statement  in  a 
bulletin: 

The  demand  for  wheat  is  fairly  constant  and  the  supply  can  easily  be  ascertained 
these  days  with  telegram,  cable,  and  wireless. 

Now  most  of  us  believe  that  to  be  a  fact. 
Then  he  goes  on. 

Then  why  not  a  fairly  steady  price  for  wheat,  based  on  supply  and  demand? 

But  the  subject  is  not  so  simple  as  that.  A  little  effort  or  honest, 
clear,  and  sustained  thinking  will  show  the  complex  nature  of  the 
subject. 

The  first  question  is:  What  is  supply?  Is  it  the  crop?  If  so,  no 
one  knows  exactly  what  that  is,  and  even  the  Government  crop 
estimates  change  from  month  to  month. 

Does  it  include  the  carry  over  from  the  old  crop,  and  if  so,  how 
much  is  that? 

Does  it  include  the  crop  in  the  rest  of  the  world,  particularly  of  our 
five  biggest  competitors — Canada,  Argentina,  Australia,  India,  and 
Russia  ? 

But  here  the  new  crop  is  being  harvested  in  one  or  more  countries 
every  day  in  the  year,  so  that  the  ''supply,*'  meaning  the  "crop/' 
is  literally  changing  every  day  in  the  year.  Traders  do  not  face  the 
actual  supply  but  the  estimates  of  the  supply,  and  these  estimates 
change  daily,  even  hourly,  with  new  information. 
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As  a  matter  of  fact,  '' receipts ^^  at  the  market  constitute  a  more 
important  *' supply'^  factor  than  the  '^crop/'  and  back  of  '^ receipts^' 
is  the  so-caDed  '*  visible  supply'* — grain  actually  in  terminal  elevators. 
Back  of  this  is  the  estimated  holding  in  country  elevators — some 
20,000  of  these  houses — and  back  of  tnese  is  the  estimated  holding 
on  the  farms — some  two  or  three  million  of  these.  But  the  farm 
holdings  are  partly  for  seed  and  feed,  and  hence  are  a  very  indefinite 
**  supply''  factor.  Indeed,  the  farmer  himself  may  change  his  mind 
about  the  amount  of  wheat  he  will  sell  and  the  time  he  will  sell. 
Obviously,  then,  the  *'  supply  "  of  merchantable  grain  which  may  come 
to  the  market,  which  is  important  in  price  making,  is  not  dennitely 
known,  and  must  be  estimated  from  day  to  day  by  the  trade  according 
to  available  information. 

Neither  is  the  demand  ''fairly  constant,''  as  the  bulletin  above 
quoted  claims.  The  biggest  buyere  are  the  millers,  since  most 
wheat  goes  into  bread.  Thus  the  consumption  of  wheat  by  American 
mills  in  July,  August,  September,  and  October  of  1920  was  50,000,000 
bushels  less  than  for  tne  same  period  of  1919.  Flour  sales  had 
fallen  off  and  wheat  purchases  fell  off  accordingly. 

I  want  to  elaborate  this  demand  coming  from  the  millers  just  a 
little  bit,  giving  you  statistics  as  to  the  production  of  flour  mills,. 
because  this  is  typical  of  the  demand  for  flour,  which  represents  the 
demand  for  bread. 

I  will  give  you  some  figures  from  the  Duluth-Superior  flour  milk 
CO  veering  the  crop  year  of  1916,  and  you  will  notice  the  wide  fluctua- 
tion in  the  output  of  those  mills  by  months.  1  have  it  in  thousands 
of  barrels. 

For  example,  1916,  September  output  was  122,000  barrels.  Run- 
ning on  then,  the  next  month,  October,  it  was  127,000.  Then  in 
November  it  was  138,000,  and  then  in  December  it  dropped  to 
114,000.  The  next  month,  January,  1917,  it  dropped  to  46,000, 
which  is  considerably  less  than  half  of  the  month  before.  The  next 
month,  February,  it  dropped  to  40,000.  In  March  it  went  up  to 
72,000.  Then  it  dropped  m  April  to  61,000,  and  in  May  it  went  up 
again  to  99,000.  In  June  it  was  116,000,  in  July,  84,000,  and  in  Au- 
gust, 72,000,  and  so  on  through  the  year,  showing  variations  from  a 
low  point  of  40,000  barrels  to  a  high  point  of  138,000  barrels,  or  over 
three  times  as  much.  Now  those  are  the  facts  of  the  market  to  be 
taken  into  consideration. 

Just  a  little  bit  more  on  that  same  subject.  I  have  one  table  here 
which  T  would  refer  to  which  shows  the  flour  output  by  weeks,  from 
the  Central  States  mills,  and  the  striking  thing  about  this  table  is 
the  tremendous  fluctuation  from  week  to  week  m  the  output  of  the 
mills,  who  are,  ol  course,  the  biggest  buyers. 

Taking  all  the  mills  in  all  the  Central  States  for  the  calendar  year 
1017,  and  on  the  basis  of  the  per  cent  of  full  capacity  in  which  they 
operate,  the  figures  are  as  follows: 

They  started  in  the  first  week  in  Januaiy  running  42  per  cent  of 
full  capacitj.  In  the  next  week  63  per  cent  of  full  capacity.  In  the 
next  week  it  has  gone  up  to  73  per  cent,  and  in  the  last  week  in  Jan- 
uary it  has  dropped  to  60  per  cent. 

In  the  first  week  of  February,  1917,  it  has  dropped  to  48  per  cent. 
The  second  week,  51  per  cent;  the  third  week,  40  per  cent;  and  the 
fourth  week,  45  per  cent. 
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In  the  first  week  in  March,  1917,  it  was  43  per  cent.  The  second 
week,  49  per  cent:  the  third  week,  49  per  cent;  the  fourth  week,  48^ 
per  cent;  and  the  fifth  week,  44  per  cent. 

In  the  first  week  of  April  it  was  53  per  cent;  the  second  week,  60 
per  cent;  the  third  week,  54  per  cent;  tne  fourth  week,  54  per  cent. 

The  first  week  of  May  it  was  55  per  cent;  the  second  we^k,  53  per 
cent;  the  third  week,  52  per  cent;  and  the  fourth  week,  57^  per  cent. 

In  the  first  week  in  June  it  was  43  per  cent;  the  second  week,  41 
per  cent;  the  third  week,  34  per  cent;  tne  fourtn  week,  from  40  to  41 
per  cent;  and  the  fifth  week,  42  per  cent. 

The  first  week  in  July  it  was  19  per  cent;  the  second  week,  23  per 
cent;  the  third  week,  22  per  cent;  and  the  fourth  week,  18  per  cent. 

In  the  first  week  of  August  it  was  20  per  cent;  the  second  week,  oO 
per  cent;  the  third  week,  79  per  cent;  and  the  fourth  week,  80  per 
cent. 

In  other  words,  your  ran^e,  your  weekly  output,  is  from  19  to  97 

Eer  cent.  In  some  weeks  mey  put  out  five  times  as  much  as  they 
ave  put  out  in  previous  weeks. 

Now,  just  one  more  illustration  of  that,  and  then  I  will  not  pursue 
that  particular  point  any  further.  When  you  talk  about  your  con- 
sumption of  bread  being  constant,  it  is  not  constant  from  day  to  day 
or  week  to  week,  and  it  shows  great  variation  from  State  to  State. 

If  we  take  the  figures  put  out  by  the  United  States  Bureau  of  Crop 
Estimates  we  have  the  amoimt  oi  flour  consumed  per  capita  in  eacn 
State  in  the  Union.  Let  me  show  you  how  that  varies.  The  figures 
I  think  were  for  1917,  but  they  do  not  vary  much  from  year  to  year 
in  these  States. 

Taking  the  State  of  Maine,  it  is  4.7  bushels  per  capita;  in  New 
Hampshire  it  is  5  bushels;  in  Vermont  it  is  5.4  bushels;  in  Rhode 
Island  it  is  4.3  bushels. 

Passing  on  to  the  States  in  the  Middle  West,  Ohio  consumes  for 
bread  purposes  6.3  bushels  of  wheat  per  capita;  Illinois  consumes  5.6 
bushels  per  capita;  Indiana  consumes  5.7  bushels  per  capita;  Michi- 
gan consumes  5  bushels  per  capita;  Wisconsin  consumes  5.2  bushels 
Ser  capita;  and  a  little  farther  west  Minnesota  is  up  to  7.2  bushels: 
forth  Dakota,  7.2  bushels;  South  Dakota,  6.5  bushels;  and,  passing 
to  the  South,  Kentucky  consmnes  4.5  bushels;  Alabama  consumes  4 
bushels;  Arkansas  consumes  4  bushels;  going  to  the  extreme  West, 
Montana  consumes  6  bushels;  Wyoming  consumes  6.3  bushels;  New 
Mexico  consimaes  7.9  btishels. 

In  other  words,  take  the  flour  consumption  of  these  different  States 
and  you  find  they  range  from  4  btishels  per  capita  in  the  States  of 
Kentucky,  Alabama,  and  Arkansas  to  7.9  bushels  in  New  Mexico,  or 
almost  exactly  twice  as  much  in  New  Mexico  as  in  those  three 
Southern  States. 

Mr.  TmcHEB.  They  have  biscuit  in  New  Mexico  and  hot  cakes  in 
Alabama. 

Prof.  Boyle.  Well,  hot  cakes  require  even  different  kinds  of 
wheat,  but  they  make  them  up  out  of  wheat. 

Now,  I  pass  from  the  millers  to  the  exporters. 

A^ain,  the  exporters  are  important  buyers,  since  they  take  our 
surplus,  and  it  is  the  smrplus  which  so  largely  determines  the  price 
of  the  whole  crop.  Thus,  the  largest  overseas  buyer  of  American 
wheat  bought  heavily  the  first  haUf  of  1920.    This  buying  stopped 
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al>solutely  on  Julv  29,  1920,  and  during  the  next  three  or  four  months 
not  another  husnel  of  American  wheat  was  taken  by  this  buyer. 
That  is  the  British  buyer.  At  the  end  of  this  period  this  buyer  was 
&l>le  to  turn  to  Argentma  and  Australia  and  secure  high-grade  wheat 
below  American  prices. 

X>emand  is  not  constant — quite  the  contrary.  Sometimes  demand 
c&n  only  be  stimulated  by  price  concessions;  this  is  always  true  in 
tlie  face  of  a  big  surpltis. 

X>emand  is  also  affected  by  the  use  of  substitutes  and  alternates. 
In  human  food  rye  bread,  or  substitutes  for  bread,  may  be  used 
more  freely. 

Mr.  TiNCHEK.  Would  it  bother  you  to  be  interrupted,  Prof.  Boyle  ? 

Prof.  Boyle.  No,  sir;  not  at  ail.  I  shall  be  glad  to  answer  any 
questions  that  suggest  themselves  to  you. 

Mr.  TiNCHEE.  lou  say  that  the  English  buyer  in  the  latter  part 
of  July  could  turn  to  Argentina  for  cash  wheat  at  a  lower  price  than 
ours? 

Prof.  Boyle.  Yes;  the  Argentine  price  was,  I  think,  25  cents 
below  ours,  if  I  recollect  correctly. 

Mr.  Tincheb.  What  year's  wheat  crop  was  that  ? 

P^rof.  Boyle.  This  was  1920  wheat.  Well,  this  Argentine  crop 
was  the  crop  which  was  harvested,  of  course,  beginning  December. 
1919,  running  up  imtil  January,  1920. 

Mr.  Tincher.  It  was  a  crop  of  wheat  that  the  Arcentine  had 
thrashed  long  before  the  United  States  crop  had  been  tfi^en  in  ? 

Prof.  Boyle.  Yes. 

Now,  I  was  speaking  of  these  substitutes  when  the  wheat  gets 
too  high.  For  animal  feeds,  mixtures  containing  more  cottonseed 
products,  or  com  or  oats  or  linseed  products  and  less  flour-mill  by- 
products may  be  used.  Students  of  markets  and  not  of  maxims 
appreciate  the  wide  ran^e  of  substitutes  and  alternates  for  wheat  in 
human  and  animal  nutrition,  and  the  consequent  fluctuations  in  the 
demand  for  wHeat.  When  the  world  has  a  crop  of  3,000,000,000 
bushels — as  it  often  does — there  is  ''demand''  enough  to  use  it  all. 
And  when  the  world  has  a  crop  of  4,000,000,000  bushels — as  it  some- 
times does — there  is  also  ''demand''  enough  to  take  it  all.  Demand 
is  and  must  be  flexible  and  is  in  fact  never  constant. 

Now,  as  to  the  market  test  and  the  Chicago  Board  of  Trade.  We 
have  come  far  enough  on  our  journey  to  see  that  the  "supply  and 
demand"  test  is  omy  superficially  sunple.  Facing  the  realities  of 
life,  we  must  admit  that  to  apply  this  test  to  any  market  in  such  a 
way  as  actuallv  to  find  out  the  truth  is  a  job  that  can  not  be  done 
with  statistical  and  mathematical  accuracy.  As  a  concrete  back- 
ground to  this  market  test  let  these  simple  facts  as  to  the  supply 
side  of  the  market  be  borne  in  mind. 

First.  In  the  year  1890  the  United  States  wheat  crop  was  399,000,000 
bushels. 

Second.  Ten  years  later,  with  14,000,000  more  mouths  to  feed  in 
this  country,  the  crop  had  increased  by  122,000,000  bushels. 

Third.  Five  years  later,  with  8,000,000  more  mouths  to  feed,  the 
crop  had  increased  by  170,000,000  bushels. 

Fourth.  Five  years  later,  with  8,000,000  more  mouths  to  feed,  the 
crop  had  fallen  off  57,000,000  bushels. 

Fifth.  Again,  five  years  later,  with  5,000,000  more  mouths  to  feed 
in  the  United  States,  the  crop  increased  by  390,000,000  bushels. 
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Our  crop  will  range  all  the  way  from  750,000,000  bushels,  as  it  was, 
I  think,  in  1914,  to  over  a  billion  bushels,  as  it  was  in  1915.  It  maj 
vary  a  hundred  or  more  million  bushels  from  year  to  year.  We 
have  20 1  to  bear  that  in  mind  as  we  so  through  this. 

Truly  both  ''supply''  and  ''demand''  are  and  must  be  very  flexible 
factors,  for  the  output  of  falms,  imlike  the  output  of  factories,  can 
not  be  definitely  controlled,  regardless  of  wind  and  weather  and  in- 
sect pests,  to  meet  the  estimated  "demand"  of  consumers. 

Now,  testing  this  "supply"  factor  on  the  market,  and  especiaUv 
the  Chicago  market,  what  constitutes  the  supply  of  wheat  ?  As  just 
stated  in  the  preceding  remarks,  the  term  "supply"  is  a  complex 
and  difficult  one  to  measure.  Supply  is  both  psychological  and 
physical.  It  is  psychological  to  tne  extent  that  it  is  merelv  the 
buyer's  or  seller's  opinion  or  estimate  of  the  amount  of  merchant- 
able wheat  on  the  market  or  ready  to  flow  to  the  market.  It  is 
physical  to  the  extent  that  it  is  a  definite  and  stated  number  of 
bushels  of  merchantable  wheat  for  sale.  In  reflecting  the  purely 
physical  factors  of  supply  the  board  of  trade  wheat  price  reflects 
these  three  distinct  aspects  of  supply,  namely,  first,  crop;  second, 
the  visible  supply;  and,  third,  receipts  at  the  market. 

Receipts  have  the  most  immediate  effect  on  price;  visible  supply 
ranks  second;  the  crop  yield,  as  announced  monthly  bjr  the  UniteS 
States  Bureau  of  Crop  Estimate  is  the  imderlying  or  tnird  influence 
on  price  levels. 

To  answer  the  question,  therefore,  whether  or  not  the  Chicago 
Board  of  Trade  market  price  for  wheat  does  correctly  reflect  the  sup- 
ply of  wheat,  it  is  necessary  to  show  whether  or  not  this  price  does 
rise  and  fall  with  corresponding  changes  in  these  three  supply  factors. 

Now  I  have  made  graphs  and  charts  covering  different  periods  of 
time,  although  I  do  not  have  these  graphs  and  charts  with  me. 
But  they  show  this,  that  the  price  of  wheat  on  the  Chicago  Board  of 
Trade  fluctuates  fairly  accurately  in  response  to,  first;  the  receipt  at 
the  market;  second;  the  visible  supply;  third,  the  crop. 

I  believe  that  is  a  very  fair  test  which  can  be  made  specificallv, 
and  I  believe  that  would  show,  that  in  a  general  way  the  prices  io 
reflect  the  supply  and  demand  factors.  In  other  words,  they  meet 
the  general  test  of  the  correct  market  price. 

Now  that  concludes  what  I  have  to  say  on  the  first  point.  But 
I  would  just  like  to  give  one  more  illustration. 

The  fact  that  prices  fluctuate  considerably  is  an  indication  to  & 
great  many  people  that  something  is  wrong  with  the  price.  On 
the  contrary,  it  may  indicate  that  tne  price  is  a  right  price.  If  we 
could  only  show  that  the  supply  and  demand  is  changing  in  the  same 
way,  than  that  would  be  the  correct  thing  to  do. 

Sometimes  to  stabilize  price  would  be  the  greatest  harm  we  could 
do  to  the  price,  imless  we  could  stabilize  it  at  the  point  which  would 
reflect  supply  and  demand.  If  time  would  allow  I  could  illustrate 
that  by  certain  experiences  of  farmers  in  selling  their  milk,  where 
they  fixed  the  price  above  or  below  the  supply  and  demand  factors. 
But  I  will  not  go  into  that  here. 

'  Just  one  example  of  price  fluctuation  in  a  field  where  we  do  not 
have  price  speculation.  Take  the  United  States  Government  bonds— 
and  tney  are  bought  mostly  by  insurance  companies  and  the  savings 
banks  as  investments,  and  not  as  a  speculative  proposition — ^just 
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before  the  war  vou  could  buy  a  4  per  cent  Grovemment  bond  for  116, 
3ut  in  April  of  this  year  you  could  buy  one  of  the  Liberty  bonds, 
vhich.  are  4^  per  cent  bonas,  for  84.  Now  there  is  a  spread  between 
116  and  84,  of  $32,  which  is  Quite  a  spread  on  a  securitjr  which  is 
payable  in  gold.  A  $32  spread,  where  there  is  no  speculation  at  all, 
s  rather  a  wide  fluctuation,  but  it  is  due  entirely  to  the  fact  of  supply 
ind    demand. 

Mr.  Tin  CHER.  Well,  there  is  a  slight  difference  between  these 
lifferent  bonds,  isn't  there  ?  One  of  tnem  is  taxable,  and  the  other 
s  not. 

Prof.  BoTLE.  The  only  thing  I  want  to  illustrate  is  this  fact,  that 
when  holders  of  these  bonds  are  in  need  of  money  to  invest  in  some- 
thing else  they  want  to  get  rid  of  the  bonds  for  the  purpose  of  putting 
their  money  mto  whatever  they  have  need  of  putting  their  money 
into.  There  supply  and  demand  made  the  price,  and  therefore  there 
was  that  wide  fluctuation.  A  fluctuation  m  price  seems  to  be  the 
normal,  economic  thing. 

Now  I  want  to  come  down  to  the  next  two  questions,  which  are 
doubtless  of  more  interest  to  you.  The  first  of  these  is  tne  question 
of  the  big  volimie  of  futures,  and  the  second  is  the  question  of  spec- 
ulation. 

Now,  I  notice  that  most  of  the  debate  about  this  table  here  seems 
to  hinge  on  the  large  amoimt  ot  futures  trading — trading  in  wheat, 
as  it  is  called.  I  want  to  sav  at  the  very  outset  that  I  do  not  use 
the  term  '^  trading  in  wheat  so  much  as  I  do  'trading  in  wheat 
contracts."  I  thmk  we  must  come  to  look  on  futiure  trading  as  no 
dealing  in  wheat  at  all,  but  dealing  in  wheat  contracts. 

Now,  the  actual  volume  of  trade  in  Chicago,  that  is,  future  trading 
in  wheat,  or  wheat  contracts,  I  have  no  doubt  would  be  about 
10,000,000,000  bushels  a  year,  and  the  trading  in  com  and  oats  would 
probably  give  us  another  10,000,000,000,  giving  us  altogether  a 
20,000,000,000  voliune  of  business.  That  is,  it  is  just  about  four 
times  the  total  crop  in  the  United  States.  The  total  crop  of  wheat, 
com,  and  oats  runs  about  5,000,000,000  bushels.  Ana  the  total 
futures  run  about  20,000,000,000,  or  a  proportion  of  4  to  1.  That 
large  volume  some  look  upon  as  a  sign  of  something  wrong  with  our 
ex^anges.  And  that  is  an  idea  that  I  would  like  to  discuss  here 
for  a  moment. 

Let  me  take  up  this  question  that  may  come  up  as  to  who  pays 
for  all  of  this.  That  question  comes  up  in  your  mind:  Who  pays 
for  all  this  ?  What  is  the  toll  levied  on  the  country  on  this  volume 
of  trading? 

Now,  you  must  remember  that  when  members  trade  for  them- 
selves in  the  pit  there  is  no  commission  charged.  Over  half  the 
trading  is  done  by  members  for  themselves,  on  which  there  is  no 
comnussion  collected.  About  25  per  cent  of  the  trading  is  done  by 
members  for  other  members  who  live  elsewhere,  and  on  which  there 
is  a  small  commission  charged.  And  about  20  per  cent,  I  believe  it 
is,  is  done  by  the  nonmember,  and  he  pays  a  commission  of  one- 
quarter  of  a  cent  a  bushel  on  his  trade.  He  cf  n  have  it  bought  or 
sold,  or  bought  and  sold — a  ^^roimd  turn,"  as  we  call  it.  Now,  that 
makes  a  toll  on  the  crop  of  the  United  States,  even  considering  the 
lai^e  volume  of  futures,  if  you  figure  it  all  up,  of  about  one-quarter 
of  a  cent  a  bushel  on  the  total  com,  oats,  and  wheat  crop  of  the 
United  States. 
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Now,  that  partictilar  tax  is  justified,  and  only  justified,  in  my 
opinion,  on  the  ground  that  it  pays  for  the  insurance  on  it.  That 
enables  the  grain  to  be  handled  on  a  lower  margin  than  it  would  be 
possible  to  handle  it  on  if  we  did  not  have  this  particular  tax. 

In  brief,  the  theory  is  this:  If  you  would  do  away  with  this  amount 
of  futiu-e  trading,  this  one-quarter  of  a  cent  tax,  then  you  would  han- 
dle the  grain  on  a  larger  margin;  it  would  cost  probably  5  or  10 
cents  a  bushel  more  to  handle  the  grain. 

One  more  thing  on  that  subject.  I  suppose  the  idea  prevails  that 
a  great  many  speculators  on  the  board  of  trade  are  very  wealthy 
men,  and  that  there  is  a  great  drain  on  the  country  to  make  these 
immense  profits.  Who  supports  the  futiu*e  trading  as  to  its  gain  and 
losses?  Now,  if  you  take  an  ordinary  large  conmiission  firm  in 
Chicago  as  an  example,  let  us  see  what  is  done.  I  have  one  par- 
ticular one  in  mind,  which  has  on  its  books  about  3,000  customers. 
In  the  course  of  a  year  most  of  these  customers  probably  would  trade. 
These  3,000  customers  are  scattered  all  over  the  United  States,  and 
they  constitute  the  ordinary  man  in  a  small  town  very  largely.  I 
can  give  ^ou  concrete  examples  of  who  these  customers  are.  Of 
course  I  will  not  give  their  names,  but  I  will  give  you  a  general  idea 
of  the  class  of  customers  that  such  a  commission  firm  has.  There  is, 
for  example,  a  certain  lawyer  who  has  an  income  large  enough  so 
that  he  will  speculate  a  little  bit.  He  does  not  want  to  go  into  town 
lots  or  farm  lands,  and  so  he  speculates  in  ^ain.  One  of  the  impor- 
tant speculators  with  this  commission  house  is  a  Catholic  priest  located 
in  the  Middle  West.  Another  is  a  Methodist  preacher  in  a  town  in 
Indiana.  And  so  on.  And  about  one-third  of  the  speculators  on 
the  books  of  one  firm  I  know  are  farmers.  These  men  have  a  little 
bit  of  monev,  and  they  are  making  a  study  of  the  grain  trade.  They 
think  thejr  know  what  the  price  ought  to  be,  and  they  are  willing  to 
invest  their  money  in  that  opinion. 

And  so  all  over  the  Unitea  States  we  have,  if  we  gather  them  up, 
several  thousand  people  in  these  small  towns,  and  in  the  larger  cities, 
that  put  their  money  into  this  form  of  speculation.  And  if  they 
lose,  that  is  where  the  loss  falls.  If  this  particular  lawyer  there  that 
I  mentioned  first  should  put  up  $500  and  buy  some  grain  and  the  price 
should  fall,  why  of  course  he  would  lose  his  $500.  So  part  of  the 
expense  of  this  trading  falls  on  the  country  in  that  way.  It  is  dis- 
sipated about  the  country. 

I  wish  that  I  were  able  to  present  the  question  of  the  large  volume 
of  future  trading  in  the  way  that  it  appears  to  me  after  studying  it 
for  some  time.  I  have  been  a  student  of  the  grain  trade  for  a  lon^ 
time.  I  might  say  that  I  teach  the  subject  of  marketing  agricultursu 
products,  and  in  that  capacity  I  have  oeen  forced  to  mvestigate  it 
more  or  less,  having  taught  that  subject  for  the  last  15  years  and 
having  given  quite  a  good  deal  of  my  time  to  the  study  of  it  first  hand. 

Now,  the  explanation  of  this  large  volume  which  satisfies  me  is 
this:  You  should  look  at  the  grain  contract  just  as  you  look  at  the 
use  of  credits  in  banking.  I  may  have  to  give  you  some  points  in 
connection  with  monev  and  bankm^  that  you  already  know  in  mak- 
ing an  explanation  of  my  point.  1  may  have  to  remind  you  of  a 
good  many  things  that  you  undoubtedly  know,  but  permit  me^  in  as 
few  words  as  possible,  to  make  this  explanation. 
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When  it  comes  to  money,  we  have  only  one  money  in  the  worlds 
SLud  that  is  gold.  That  is  money.  All  tms  "paper  money"  that  we 
use  is  only  a  promise  to  mLj  money.  It  is  credit.  Now,  credit  is  a 
promise  to  pay  money.  It  is  not  money,  but  it  is  a  promise  to  paj 
money.  A  national  Dank  note  is  not  even  legal  tender  among  ordi- 
nary people.  It  is  only  legal  tender  among  national  banks.  But  it 
is  used,  because  it  can  be  redeemed  in  the  end. 

Now,  in  our  economical  and  industrial  development  in  the  United 
States  we  have  developed  banking  to  a  large  extent,  and  we  do  busi- 
ness almost  entirely  on  the  credit  basis,  using  checks  as  a  promise 
to  pay  money,  and  usin^  other  forms  of  credit.  It  is  said  that  95 
per  cent  of  the  business  done  in  the  country  is  done  on  a  credit  basis 
Dy  means  of  credit  paper.  Not  much  gold  is  used  in  the  conduct  of 
the  business  of  the  country.  I  note  that  the  banks'  clearings  for 
New  York  City  for  the  year  1917  were  $243,000,000,000— many, 
many  times  the  amount  of  the  gold  in  the  coimtry. 

Tne  last  time  I  checked  up  the  banks  they  had  on  demand  deposits^ 
payable  in  cash  on  demand,  some  $20,000,000,000.  At  that  time  the 
amount  of  gold  in  this  country  was  only  $3,000,000,000.  In  other 
-words,  the  credit  amounted  to  six  times  the  amoimt  of  the  actual 
;old  in  the  country.  But  that  is  the  way  we  do  business.  Now  that 
dnd  of  credit  is  absolutely  all  right,  so  long  as  the  banks  of  this 
country  will  make  good  the  checks  that  are  drawn  upon  them;  so  long 
as  they  wiU  pay  the  checks. 

So  long  as  a  piece  of  credit  money,  a  national  bank  note  or  a  green- 
back or  any  otner  piece  of  paper,  currency,  or  a  check  or  a  dran^  or  a 
trade  acceptance  is  made  good  when  it  is  necessary,  we  don't  care  how 
many  of  tnem  are  out.  The  only  thing  we  ask  about  is  the  integrity 
of  this  particular  kind  of  credit.  As  long  as  we  know  that  we  are  going 
to  get  the  money  we  do  not  ask  for  the  money.  So  we  receive  checks, 
and  pay  them  out,  and  the  tremendous  amount  of  business  done  in 
this  country  is  transacted  in  that  way. 

Now  I  think  it  helps  to  make  this  matter  clearer  if  we  also  go  a  little 
further  and  look  at  tne  clearing  systems  of  the  banks.  Now  the  First 
National  Bank  in  a  small  city  out  here  in  the  course  of  a  day  may  pay 
out  $10,000  against  the  checks  of  the  Second  National  Bank  in  tnat 
city.  They  will  not  go  over  there  and  collect  $10,000  from  the  Sec- 
ond National  Bank,  although  they  have  got  the  contracts  or  the 
claims  which  amoimt  to  contracts  on  the  omer  bank. 

The  Second  National  Bank  in  the  course  of  a  day  will  verv  likely 
pay  out  $10,000  in  checks  on  the  First  National  Bank.  Now  to 
settle  that,  of  course  all  thev  do  is  to  get  the  two  piles  of  checks  to- 

f  ether,  and  the  $10,000  of  the  first  offsets  the  $10,000  of  the  second, 
nstead  of  actually  involving  a  physical  transfer  of  $20,000  in  gold, 
or  money  of  any  kind,  the  checks  of  the  first  offset  the  checks  of  the 
second  bank. 

Now  it  seems  to  me  very  fair  to  consider  these  promises  to  pay  gold 
as  analogous  to  these  grain  contracts,  which  are  promises  to  pay 
wheat.  In  the  one  case  you  pay  the  yellow  metal,  and  in  the  other 
case  you  pay  the  yeUow  gram.  You  pay  very  few  of  these  grain 
contracts  m  wheat,  because  they  go  through  clearings  and  are  ffset 
in  the  same  way  that  the  checks  in  ordinary  commerce  are  offset. 

Mr.  TmCHEB.  There  is  one  little  difference  that  I  might  suggest 
here.    One  is  a  medium  of  exchange,  the  other  is  a  food  product. 
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There  might  be,  in  the  mind  of  some  here,  a  slight  difference  between 
gold  and  wheat. 

Prof.  Boyle.  I  want  to  cany  this  illustration  just  a  point  further. 
We  have  come  to  look  upon  one  a^ect  of  credit  as  very^  necessarT. 
That  is  what  we  call  liquid  credit.  The  best  kind  of  credit  is  the  liquid 
credit.  It  moves  most  easily.  The  easier  it  moves  and  the  easier  it 
works,  of  course  the  cheaper  it  becomes. 

The  liquid  credit  can  easily  be  converted  into  money  or  other 
property.    I  might  give  an  illustration  of  this. 

I  was  discussing  this  point  at  one  time  with  a  local  banker  in  a  town 
where  I  was  a  teacher  in  the  university,  and  like  most  university 
teachers  I  had  occasion  to  borrow  some  money  at  the  bank.  This 
bank  at  that  tinae  was  carrying  Swift  &  Co.  paper  on  which,  at  that 
time,  he  was  paid  4  per  cent.     He  had  quite  a  large  amount  of  this 

Eaper,  in  fact,  so  mucn  that  it  rather  astonished  me.  Now  Swift  &  Co. 
ad  loaned  money  and  were  paying  4  per  cent  on  their  loan.  But 
when  I  came  to  loan  money  I  had  to  pay  8  per  cent.  I  asked  him. 
'^  What  is  the  reason  for  the  difference  in  amoimt  that  I  have  to  par 
as  compared  to  Swift  &  Co.  ?"  He  said,  ''Your  credit  is  not  liquid. 
Theirs  is.  If  I  should  ever  get  short  of  mone]^  I  can  send  Swift  &  Co. 
paper  down  to  the  First  National  Bank  and  immediately  get  money 
on  it.     But  I  can  not  do  that  with  your  paper." 

Now  it  is  more  expensive  to  carry  such  paper  as  was  represented  bv 
my  loan.  But  where  it  is  as  Uquid  as  was  the  Swift  &  Co.  paper  it 
can  be  carried  much  more  cheaply.  The  more  liquid  your  credit 
becomes,  so  that  it  can  flow  back  and  forth  from  bank  to  bank  freely, 
the  more  cheaply  it  can  be  handled,  and  the  lower  the  interest  rate. 

Now,  in  the  grain  trade  they  have  developed  the  form  of  credit 
called  the  grain  contracts,  which  is  the  most  liquid  contract,  aside 
from  the  bank  paper,  that  we  have.  In  all  tne  discussions  that 
have  heard  around  this  table  so  far  no  one  has  attacked  the  integrity 
of  these  contracts.  They  have  attacked  the  volume  of  them  as  being 
something  bad.  But  they  have  not  gone  to  the  heart  of  the  question, 
which  is  the  integritv  oi  these  contracts.  In  my  investigation  of 
the  grain  exchanges  1  have  never  known  any  one  of  these  contracts 
to  be  called  in  question.  If  anybody  has  wanted  the  grain  at  any 
time  under  his  contract,  he  has  gotten  the  grain.  Now,  that  is  what 
differentiates  these  contracts  from  gambling  or  betting,  it  seems  to  me. 
In  fact,  any  one  can  stand  on  his  contract.  It  is  a  matter  of  integritv, 
and  he  will  get  what  the  contract  calls  for.  Or,  like  the  bank  checks 
between  the  First  National  and  the  Second  National  Bank,  these 
contracts  will  be  settled  in  that  way,  offset,  as  most  all  of  them  are. 

Now,  it  does  not  cut  any  figure  what  the  volume  of  these  contracts 
amounts  to,  in  my  opinion,  so  long  as  their  integrity  is  not  called  in 
question,  and  the  more  liquid  they  are  the  cheaper  your  machinenr 
will  work,  and  the  better  and  the  cheaper  your  macninery  will  work 
the  cheaper  your  grain  is  going  to  be  handled. 

This  is  a  connection  between  the  large  volume  of  futures  and  the 
low  cost  of  handling  wheat.  The  fact  remains,  and  we  must  alwavs 
remember  it,  that  the  handling  of  wheat  is  on  a  much  smaller  mar^n 
of  cost  than  any  other  farm  product.  Take  the  hay  crop,  take  tne 
tobacco  or  the  wool  crop,  or  any  other  standard  crop,  and  the  fact 
remains  that  the  handling  of  wheat  is  done  on  a  lower  margin.  There 
is  a  connection,  I  think,  between  this  idea  of  the  liquid  contract  and 
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the  low,  cheap  margin.  Instead  of  being  a  bad  sign  I  would  look  on 
the  large  volume  of  this  business  rather  as  a  good  sign,  as  long  as  it 
is  within  healthy,  reasonable  limits,  just  as  the  cities  will  point  with 
pride  to  large  bank  clearings. 

When  these  12  reserve  banks  were  located  in  diflFerent  places,  as 
you  remember,  some  years  ago,  there  was  considerable  rivalry  be- 
tween certain  cities  as  to  the  location  of  these  banks.  Why  should 
Richmond  get  a  bank  and  not  Galveston?  And  why  shouldn't 
there  be  a  bank  in  this  city  instead  of  the  other  city,  etc.  ?  But  the 
cities  that  had  the  biggest  bank  clearings  were  the  cities  that  got 
these  banks.  And  the  bank  clearings  represent,  as  we  all  know, 
the  promise  to  pay,  but  not  very  much  real  money. 

So  this  volume  of  future  trading  is  a  trading  in  grain  contracts, 
and  not  in  grain  at  all.  But  it  is  a  trading  in  something  which,  if 
you  want  to,  you  can  always  convert  into  grain.  And  the  fact  that 
there  is  a  big  volume  there  I  would  say  is  certainly  a  healthy  develop- 
ment, and  not  a  bad,  harmful  development. 

Now  I  must  pass  on  to  another  subject.  I  know  that  I  am  going 
through  this  rather  hurriedly,  but  I  also  know  that  I  am  to  be  followed 
be  some  gentlemen  who  are  very  anxious  to  be  heard. 

The  other  question  that  I  want  to  take  up  is  the  matter  of  the  spec- 
ulation in  the  grain  trade.  We  must  frankly  admit  that  the  grain 
trade,  as  novr  carried  on,  is  financed  and  carried  on  very  largely  bv 
the  aid  of  speculation.  Now  before  condemning  speculation  I  wish 
that  some  of  the  members  would  tell  us  what  they  mean  by  **  specu- 
lation,'' and  what  they  mean  by  gambling  and  betting,  an^  so  on. 

In  my  opinion,  there  are  two  kinds  of  speculation;  there  is  good 
speculation  and  there  is  bad  speculation.  And  I  think  if  we  could 
pass  a  law  in  Congress  to  stop  all  speculation  in  the  United  States 
to-morrow  that  it  would  be  the  biggest  calamity  that  ever  happened 
to  the  United  States.  That  is  my  idea  of  the  place  that  speculation 
has  and  the  part  it  plays  in  this  country. 

Now  while  we  are  on  this  particular  phase  of  the  subject  I  will 
give  you  one  illustration.  When  I  left  Cornell  University  the  other 
day  they  were  celebrating  the  birthday  of  its  founder,  Mr.  Ezra 
Cornell.  He  was  a  man  of  a  Quaker  family.  His  motto  was  **  Firm 
and  true,''  and  his  life  was  above  reproach.  It  was  said  of  him  that 
his  life  was  as  pure  as  any  man's  wife. 

Now  this  firm  old  Quaker  had  put  his  faith  in  the  development  of 
the  telegraph,  which  was  invented  at  about  the  time  when  he  was 
about  of  middle  age,  in  the  full  bloom  of  his  activitv.  There  came  a 
time  in  the  development  of  the  magnetic  telegraph  when  the  thing 
was  about  to  fall  down,  when  it  looked  as  if  the  proposition  was 
doomed  to  failure.  A  friend  of  mine  told  me  that  he  had  had  a 
conversation  lately  with  Mrs.  Cornell,  the  widow  of  the  son  of  Ezra 
Cornell,  in  which  she  told  him  one  story  about  this  great  man. 
When  this  crisis  came  in  the  development  of  the  telegraph  this  old 
Quaker  got  together  in  some  way  or  other  some  $40,000  in  currency, 
in  actual  currency,  put  it  in  an  old  leather  bag,  hitched  up  his  horse 
to  the  old  buck-board,  and  went  into  the  market  and  put  that  money 
into  the  proposition,  tiding  over  the  crisis.  Now  in  doing  that  he 
assumed  a  tremendous  risk,  the  risk  of  losing  his  whole  fortune,  of 
being  wiped  out  entirely,  but  he  took  that  risk  in  the  hope  and  in 
the  endeavor  of  making  the  telegraph  go.    And  of  course  it  did  go, 
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aod  proved  a  tremendous  success.    And  now  to-day  a  bronze  monu- 
ment of  this  old  Quaker  stands  on  the  Cornell  campus. 

Now  in  my  opinion,  if  you  do  not  have  speculators  in  this  country 
you  are  not  going  to  have  any  new  inventions,  you  are  not  ^oing 
to  have  any  new  mines,  you  are  not  going  to  have  any  new  cities, 
you  are  not  going  to  have  any  new  railroads,  or  any  new  tele^aph 
or  telephone;  you  are  going  to  have  stagnation,  lou  are  going  to 
have  industrial  and  commercial  stagnation.  You  might  as  well  fi:o 
back  to  the  days  of  ancestry  wor5iip  and  have  it  all  over  witti, 
because  everything  will  be  at  a  standstill. 

Now  that  I  assume  to  be  speculation  in  the  just  and  proper  and 
right  sense  of  the  word;  the  assumption  of  risks  and  taking  of  the 
profits  or  the  losses  that  come  from  such  risks  being  assumed.  Of 
course,  Ezra  Cornell  took  a  risk,  and  in  his  case  lai^e  profits  accrued. 

On  the  other  hand,  some  speculators,  of  course,  have  got  to  take  a 
loss.  It  certainly  is  wrong  to  condemn  all  speculation  and  say  that 
it  is  bad.  and  give  it  a  baa  name,  and  we  ought  to  discriminate  and 
not  conaemn  me  whole  field  of  speculation  as  being  a  bad  thing  for 
the  country. 

Some  of  you  gentlemen  can  perhaps  trace  your  ancestors  back  to 
the  Mayfiower,  as  most  men  do  nowadays,  to  the  old  Puritans.  Do 
you  realize  that  the  Puritan  fathers  were  sent  over  here  by  a  cor- 
poration, known  in  those  days  by  the  technical  name  of  "Adven- 
turers?" Of  course,  they  are  called  to-day  "speculators."  Thev 
were  incorporated  to  carry  on  trade  and  fisheries  in  the  New  World. 
They  financed  the  enterprise,  sent  out  a  ship,  and  sent  over  the 
Puntans  to  settle  on  the  coast  of  this  country.  That  was  a  specu- 
lation venture,  and  although  we  have  placed  haloes  over  these  old 
Puritans  and  have  honored  them  in  every  way,  and  which  they 
probably  deserve,  we  must  not  lose  sight  oi  the  fact  that  they  were 
Drought  here  by  a  company  of  speculators. 

Now,  we  must  not  assume  that  speculation  is  wholly  a  bad  thing 
for  the  coimtry  when  it  has  had  such  good  results  as  tnat.  RatJber, 
I  would  say,  let  us  see  what  we  find  wron^  in  speculation,  what  we 
find  bad  in  speculation,  and  what  we  find  good  and  beneficial  and 
helpful  in  speculation. 

We  must  frankly  recognize  as  a  fact  that  as  far  as  the  grain  market 
is  concerned  we  are  using  the  speculator;  whether  wisely  or  unwisely, 
the  grain  trade  has  harnessed  this  spectdation  and  put  it  to  work. 
Most  speculation  is  dissipated  in  thin  air;  gets  no  whither. 

A  good  many  people  are  like  a  preacher  friend  of  mine  who  was 
bitteny  opposed  to  speculation,  i  have  heard  him  talk  against  it 
many,  many  times.    The  last  time  I  met  him  he  had  bought  a 


he  said.  "I  have  a  buyer  for  that  land."  He  was  going  to  sell  this 
piece  01  land  to  this  buyer  for  S6,000,  and  make  $1,000  profit,  which 
ne  also  did  do.  Now  tnis  transaction  was  conducted  by  a  man  who 
did  not  believe  in  speculation,  but  he  went  through  the  usual  course 
of  putting  up  a  margin  to  hold  the  land,  and  then  sold  it  at  a  profit 
tohimself  of  S1,000. 

Now  a  lot  of  people  are  just  like  that  preacher.  They  don't  believe 
in  speculation  unless  it  is  their  specidation. 
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Now,  the  grain  trade,  or  at  least  a  part  of  it,  depends  on  the  people 
who  have  a  little  money,  and  who  want  to  speculate.  We  have  to 
recognize  that.  They  put  their  orders  into  the  pit,  and  there  buy 
or  sell,  as  the  case  may  be. 

Now,  my  own  belief  about  this  matter  of  the  grain  market  is  this, 
that  if  you  put  the  speculator  out  of  this  market  entirely,  that  leaves 
you  with  wnat  we  call  the  consumptive  buyer,  and  of  course  in  the 
grain  trade  this  consumptive  buyer  would  oe  mostly  the  flour  miller 
or  the  exporter.  And  would  you  have  enough  nour  millers  and 
exporters  m  the  market  all  the  time  to  make  a  good  market  ? 

Now,  the  best  way  to  judge  that  is  to  take  the  markets  that  do  not 
have  the  great  number  of  small  speculators  in  them,  the  markets  in 
which  there  are  only  a  few  speculators.  The  hay  market  is  conducted 
not  on  the  organized  exchange,  but  by  a  small  number  of  specula- 
tors, between,  of  course,  the  producer  and  the  consumer.  On  Tues- 
day of  this  week  I  was  in  me  largest  hay-growing  county  in  the 
United  States,  and  I  was  in  the  office  of  the  largest  hay  dealer  of  the 
county,  and  a  farmer  came  into  the  office  while  1  was  tnere  to  sell  his 
hay,  and  the  hay  dealer  told  this  farmer  not  to  bring  his  hay  in  now, 
as  the  market  was  glutted.  ''Well,"  the  farmer  said,  "I  have  got 
my  taxes  coming  due,  and  I  have  got  to  have  money."  And  the 
dealer  said  to  him,  "Well,  don't  bring  in  your  hay  now,  for  the  mar- 
ket is  glutted.     I  will  telephone  you  when  the  market  is  better." 

And  so  that  fanner  went  home,  not  being  able  to  sell  his  hay  at 
any  price  on  that  particular  day.  Of  course,  on  a  narrow  market, 
not  having  these  hundreds  of  small  speculators  all  over  the  country, 
such  a  situation  would,  from  time  to  time,  be  inevitable.  But  the 
way  the  grain  market  is  conducted,  the  farmer  will  always  have  a 
market  for  wheat.  And  that  is  because  of  this  great  number  of  small 
speculators  all  over  the  country.  I  never  knew  of  anyone  going  to 
tne  market  with  his  wheat  and  not  being  able  to  sell  it  for  some  price. 
So,  the  speculator  comes  in  there  to  furnish  us  with  a  wheat  market. 

A  friend  of  mine  named  Harris  Weinstock  was  the  State  market 
Conunissioner  of  California.  Now,  the  fact  is  that  30  States  have  taken 
up  marketing  activities  in  one  form  or  another,  California  ranking 
first.  Harris  Weinstock  was  instrumental  in  organizing  the  farmers 
down  there  in  a  cooperative  association  to  self  their  products.  In 
his  third  annual  report,  and  I  think  it  covers  the  year  1918,  he  spoke 
about  the  market  for  one  of  the  large  products  of  that  State,  namely, 
Lima  beans.  He  said  owing  to  a  raling  of  the  Food  Administration 
concerning  the  narrow  margin  of  pronts,  they  had  put  out  of  the 
markets  tne  speculative  buyers  of  Deans,  had  put  them  out  of  busi- 
ness, which  l^t  no  buyers  m  that  market  at  all,  except  a  few  con- 
sumptive buyers  who  only  bought  from  hand  to  mouth,  and  that 
had  put  the  price  of  Lima  beans  so  low  that  some  farmers  went  out 
of  business  entirely.  And  on  top  of  that,  when  the  price  went  '^^  vn 
the  banks  would  not  extend  credit. 

So  this  ruling  in  respect  to  speculative  buyers  had  had  this  double 
effect.  This  illustrates  the  fact  that  the  speculator  comes  in  some- 
times between  the  producer  and  consumer  and  takes  the  product 
when  nobody  else  is  ready  to  do  so.  And  the  need  for  the  speculator 
is  therefore  illustrated  in  the  case  of  hay  and  in  the  case  of  beans. 
And  it  is  also  true  in  the  case  of  tobacco,  where  we  have  very  few 
buyers  at  the  present  time,  and  the  price  has  gone  way  down,  aunost 
to  oedrock. 
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I  suppose  that  the  picture  of  the  hoard  of  trade  in  the  niinds  of 
a  good  many  people  is  iiepresented  by  a  mass  of  howling,  yelling 
dervishes,  ^amoling,  speculating,  and  betting  on  the  board  of  trade. 
Of  course,  if  you  have  ever  visited  the  board  of  trade  you  will  appre- 
ciate the  fact  that  there  are  fifty-odd  tables  at  which  grain  samples 
are  displayed  and  where  there  are  actual  purchases  and  sales  and 
movements  of  grain.  Last  year  400,000,000  bushels  actually  moved 
through  Chicago;  twice  as  much  ^ain  as  comes  to  any  other  city  in 
the  United  States.  And  if  you  taxe  the  1 1  markets  around  Chicago, 
including  Minneapolis,  Duluth,  Toledo,  and  so  on,  the  11  markets 
in  that  territory,  you  will  find  that  they  will  move  about  800,000,000 
bushels  of  grain  a  year.  There  is  only  one  thing  that  moves  the 
cash  grain  to  Chicago  awajr  from  the  other  terminals  of  the  interior 
markets,  and  that  is  the  price.  If  the  price  is  not  high  enough  they 
send  it  to  some  place  else.  So  on  the  board  of  trade  you  nave  a 
tremendous  amount  of  cash  grain  and  you  have  a  tremendous 
amount  of  speculative  trading. 

The  poiat  I  want  to  develop  here,  if  possible,  is  this:  What  is  the 
connection  between  the  two  ?     Why  is  it  necessary  to  handle  a  cash 

Product,  and  also  have  to  fall  back  on  the  speculator  to  help  do  it  f 
(Tell,  it  is  not  necessary.  You  can  get  in  without  future  trading  in 
wheat  if  you  want  to  pay  the  price.  In  my  opinion  it  would  cost 
from  5  to  10  cents  a  busnel  more  to  handle  it  if  we  would  aboli^di 
the  future  trading.     It  could  easily  be  done,  of  course,  on  that  basis. 

But  here  is  the  way  I  think  it  works  out,  and  I  want  to  just  as 
briefly  as  possible  recapitulate  what  has  been  said  about  this  hedging 
function. 

You  heard  the  gentleman  this  morning  from  the  Quaker  Oats  Co. 
tell  hb  story,  and  you  heard  the  same  story  from  the,  representatives 
of  the  Com  Products  Co.  and  other  large  industrial  plahts  in  Chicago 
and  elsewhere  who  spoke  about  their  business.  In  my  opinion  vou 
want  a  hedging  market  where  the  cash  grain  men  can  hedge  their 
produce  any  hour,  any  day,  and  get  in  or  out  with  10,000  oushels 
or  a  miUion  bushels.  There  is  only  one  place  where  they  can  do 
it  now,  and  that  is  in  the  Chicago  market.  Hiey  can  not  get  in  the 
Kansas  City  market  or  the  St.  Louis  market  with  that  kind  of  a 
trade  without  affecting  the  price  too  much.  But  you  can  not  have 
that  kind  of  a  market  if  you  do  not  have  the  speculators.  If  you 
only  have  the  consumptive  buyers,  the  millers  and  the  exporters, 
there  will  be  certain  times  when  you  will  have  a  very  narrow  market; 
that  is,  there  will  be  times  when  there  are  only  a  few  buyers  in  it. 

Now,  in  the  Chicago  pit  there  are  really  two  kinds  of  trading,  and 
two  kinds  of  traders.  There  are  the  pit  scalpers — there  are  40  of 
these  gentlemen,  by  the  way — and  they  do  most  of  the  yelling  and 
shouting,  make  most  of  the  noise  in  the  pit,  but  they  are  not  very 
important,  because  when  night  comes  they  have  sold  as  much  as 
they  have  bought,  or  vice  versa.  They  make  the  instantaneous 
market. 

Then  along  with  these  gentlemen  I  would  say  there  are  the  specu- 
lators, either  the  men  who  speculate  for  themselves  or  the  men  who 
speculate  for  their  customers  and  put  their  customers'  trade  in  the 
pit. 

Perhaps  I  should  say  there  is  one  more  class  in  the  pit,  and  that  is 
the  men  who  are  putting  their  trade  in  there  as  a  nedge  to  avoid 
speculation,  and  that  would  make  the  story  complete.     Now,  in  the 
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pit  there  is  the  pit  scalper  who  makes  the  most  noise  and  is  the  least 
important.  And  then  there  is  the  professional  speculator.  And 
then,  thirdly,  there  is  the  man  wHo  hedges  and  wants  to  avoid  spec- 
ulation. Ajid  you  have  heard  the  story,  I  think,  from  the  millers, 
the  terminal  elevator  men,  and  others. 

Now,  the  very  fact  that  when  a  man  makes  his  trade  in  there  he 
puts  in  a  contract  which  he  can  stand  on,  or  which  the  other  fellow 
can  stand  on,  in  my  opinion  makes  the  speculation  entirely  different 
from  the  question  of  gambling  or  betting. 

Speculation  has  been  defined,  and  was  defined  yesterday  by  Presi- 
dent Gates  very  correctly,  as  the  assumption  of  existing  risks,  and 
I  would  say  it  is  the  assimiption  of  existing  inevitable  risks.  In- 
evitable, they  can  not  be  destroyed.  They  can  be  shifted  to  other 
shoulders,  they  can  be  distributed  among  many,  but  they  can  not  be 
destroyed.  Inat  is  the  situation  we  have  in  the  pit.  And  so  the 
cash  grain  men  aroimd  those  tables  will  make  use  of  the  speculator 
in  this  way,  and  I  might  give  just  one  example. 

I  will  speak  of  one  man  out  there,  who  is  dead  now,  but  who  was 
one  of  the  most  respected  men  on  the  board,  and  that  was  Mr.  E.  W. 
Bailey.     I  saw  Mr.  Bailey  on  one  occasion  buy  two  carloads  of  oats  to 

fo  to  his  mill  in  Vermont;  he  then  stepped  over  to  the  pit  to  hedge 
is  own  srain  to  keep  his  books  balanced,  having  bought  the  cash 
grain  and  sold  the  futures  to  that  extent. 

Now,  when  he  sold  futiu*es  of  course  his  books  were  in  balance 
and  he  had  no  further  interest  in  price  changes,  being  hedged  and 
thereby  insured  his  miUing  profits.  When  his  cash  grain  amved  at 
the  nml  it  would  be  ^ound  up  and  sold  for  consumption,  and  then 
his  future  would  be  Tbought  in,  thus  keeping  his  books  in  balance. 
There  is  no  question  about  that  kind  of  a  transaction,  it  is  hedging 
insurance,  and  Mr.  Bailey  had  no  idea  of  delivering  the  grain  in  the 
pit,  or  of  speculating  in  grain.    The  contract  he  made  in  the  pit  was 

Eassed  on  to  somebcxiy  else.     Whatever  one  side  of  the  contract  may 
e,  the  other  side  may  be  passed  on  and  on. 

Now,  just  a  little  bit  more  and  I  will  conclude  my  statement  here. 
I  noticed  that  some  of  the  bills  introduced  are  almost  exactly  like 
the  provisions  of  the  German  bill  passed  in  1896  which  prohibited 
future  trading  on  the  Berlin  Produce  Exchange.  Now  it  seems  to 
me  that  Germany's  experience  ought  to  have  some  value  to  us, 
because  they  made  a  very  fair  test  of  this  whole  proposition.  I 
have  made  a  very  earnest  attempt  to  find  out  what  tne  actual  facts 
were  with  regard  to  German  experience.  I  have  used  all  the  consular 
reports  on  tne  subject,  the  reports  of  the  American  consuls  in  Ger- 
many. You  will  find  this  discussed  in  this  httle  book  of  mine  called 
**  Speculation  on  the  Chicago  Board  of  Trade." 

The  American  consuls  found  out  that  when  they  aboUshed  future 
trading  in  Germany  it  did  not  stabilize  the  price  of  wheat,  it  did  not 
make  a  better  price  for  the  farmer,  but  on -the  contrary  it  only  worked 
to  the  benefit  of  a  few  of  the  larger  dealers.  On  the  whole  the  law 
is  a  detriment,  according  to  some  of  our  consuls  over  there,  and  the 
law  was,  in  certain  particulars,  repealed  in  1900.  After  four  years 
they  repealed  that  part  of  the  law  which  prohibited  future  trading. 
Now  1  have  examined  the  Enghsh  writers  on  this,  and  also  the 
German  writers,  as  far  as  I  have  been  able  to  trace  them  out,  and  I 
am  only  going  to  refer  to  two  of  them  here.  The  best  English  au- 
thority on  Germany's  experience  is  Mr.  M.  A.  Hooker,  who  has  an 
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article  on  this  subject  in  the  Journal  of  the  Rojal  Statistical  Society, 
of  London.  I  would  like  to  have  this  article  mserted  in  the  record, 
for  it  is  of  very  great  interest  and  importance,  and  is  comparativelT 
brief. 

The  Chairman.  Without  objection  it  may  ffo  in. 

(The  article  entitled  ^'The  Suspension  of  tne  Berlin  Produce  Ex- 
change and  its  Effect  upon  Corn  Prices/'  by  M.  A.  Hooker,  presented 
by  Afi.  Boyle,  is  herewith  printed  in  full,  as  follows:) 

THE   SUSPENSION    OF  THE    BERLIN    PRODUCE    EXCHANQE  AND   ITS   EFFECT    tTPON 

CORN  PRICES. 

I  Paper  read  before  the  Royal  Statistical  Society,  London,  Dec.  17,  1901.    Journal  of  the  Royal  Statistics! 

Society,  vol.  64,  p.  674.1 

The  question  of  the  influence  of  future  dealings  upon  the  price  of  commodities  is 
one  that  was  brought  into  considerable  prominence  during  the  period  of  great  cod- 
pression  of  prices  about  1894-95,  and  numerous  writers  in  England,  on  the  Contdnent, 
and  in  America,  have  been  emphatic  in  asserting  that  the  system  of  contracting  for 
future  delivery  *  has  "ruined  figriculture.  *  * 

More  especially,  as  I  understand  it,  are  the  operations  of  speculators — ^who  desire 
to  make  a  profit  out  of  the  difference  in  price  at  different  dates — supposed  to  have 
forced  down  the  price  of  corn  and  commodities  in  general.  Into  the  theory  of  the 
subject  I  do  not  propose  to  enter,  liiere  is  ample  literature,  and  it  is  not  necessary 
to  ao  more  than  refer  to  the  publications  of  C.  W.  Smith,  Prof.  Rdhland,  W.  Mancke, 
and  C.  Wood  Davis,  among  many  who  hold  that  futures  are  pernicious,  and  of  H.  C. 
Emery  and  F.  Goldenbaum,  as  well  as  to  the  above-mentioned  British  aasociation 
report,  on  the  other  side. 

We  have,  however,  of  late  years  had  the  advantage  of  an  actual  experiment  in  this 
connection.  So  impressed  was  the  Agrarian  party  in  the  German  Parliament  with  the 
arguments  of  those  who  urged  the  abolition  of  futures,  that,  during  the  discussion 
on  the  "exchanges  bill* '  in  1896,  they  induced  the  Government  to  accept  an  amend- 
ment prohibiting  this  class  of  transaction  in  grain  and  mill  products  upon  tne  exchange. 
This  law  came  into  force  on  the  1st  of  January,  1897. 

There  has  been  considerable  misapprehension  in  this  countnr  and  elsewhere  as  to 
the  effect  of  this  law,  or  rather,  of  this  particular  section,  for  tne  law  also  deals  with 
other  matters  and  applies  to  stock  exchanges.  A  brief  statement  of  the  circmustancea 
is  necessaiy  in  order  to  understand  the  position  of  afibirs.^  The  law  does  not  prohibit 
contracts  for  future  delivery;  the  exact  words  are:  '^ Futures  transactions  accoidiitf 
to  exchange  procedure  in  com  and  mill  products  are  prohibited. " '  And  section  485 
the  act  defines  transactions  according  to  exchange  ** procedure"  to  be  those  nrhich  are, 
inter  alia,  made  in  accordance  with  business  conditions  laid  down  by  the  committee 
of  the  exchange.  Now  the  Berlin  Exchange  has  laid  down  no  conditions  in  thie 
connection,  and  the  transactions  are  therefore  not  '^ according  to  exchange  procedure." 
<yontract8  for  future  delivery  are  recognized  by  the  commercial  code;  hence  future 
dealings  are  not  in  themselves  illegal,  and  some  modifications  in  the  form  of  contract 
in  use  at  Berlin  were  sufficient  to  allow  of  the  operations  bein^  recognized  as  ordinary 
commercial  (handelscechtlich)  and  not  exchange  (bdrsenm&Bsig)  transactions.^ 

So  ^  as  r^;ards  the  contract,  therefore,  there  is  nothing  in  the  procedure  of  the 
Berlin  Produce  Exchange  to  cause  its  suspension.  The  conflict  turned  on  quite  a 
different  matter.  The  act  provides  for  exchange  regulations  (Borsen-Ordnung)  to 
be  drawn  up  for  the  conduct  of  each  exchange,  which  must  have  the  approval  oi  the 
provincial  government;  and  by  section  4  of  the  act  the  latter  can  reauire  tne  inclusion, 
among  the  committee  of  the  exchange,  of  representatives  of  agriculture.  This  power 
was  duly  exercised,  and  the  Berlin  Produce  Exchange  was  required  to  accept  ctf  tain 
agriculturists  on  their  committee.  The  exchange,  however,  objected  to  these 
^'outsiders,''  and  by  declining  to  accept  the  persons  nominated,  acted  in  violation  of 

m  -  ^1     -n —  ^  ^  - -  -  ,_■--.--  -^     —     ^ __  --^ ^ ^ — _ ^ 

1 1  mav  as  well  say  at  once  that  I  shall  use  the  word  "futtires"  as  an  abbreviation  for  ''contJ»^t«>  for 
future  delivery."  By  such  tran»ctlou3  are  understood  contracts  to  deliver  goods  during  a  certain  m-  »r.:h. 
the  precis  day  of  the  month  being  at  seller '8  option.  There  are  thus  prices  of  "current  month  future^/* 
sometimes  called  "cash."  which  unially  differ  slightly  from  "spot"  quotations,  but  may  be  practioallv 
identir^l  to^'ard  th'*  end  of  the  month. 

*  The  exchange  act  Is  dealt  with  by  Prof.  Lexis  in  the  Bconomic  Journal  (Vol.  VH,  p.  388),  wliUe  Pr^ 
Flax,  in  a  later  number  (Vol.  X,  p.  245),  has  given  the  history  of  the  controversy  In  the  Berlin  Prodwe 
Exchange.  Readers  who  wish  for  ftirther  details  may  be  referred  to  F.  Ooldenbaam'a  exhaaiti-v«  azt^ 
in  Schmoller's  JahrbQcher,  August.  1900,  and  February,  1901 .  ,. 

*  Der  bdrsenmfissige  Terminhandel  in  Getreide  and  Mflhlenfabrikaten  ist    onteEBast"  (lee.  SOk 
'    «  For  partieiilars  m  these,  see  Prof.  Flax's  and  Ooldenbaam's  arUdas  toe- 
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the  law,  witii  the  result  that  the  produce  exchange  was  absolutely  suspended  on 
January  1, 1897.  The  members  at  nrst  met  for  the  conduct  of  business  in  a  building 
known  as  the  ^'airy  Fklace,  from  which  they  were  in  a  few  months  ejected,  the  place 
being  held  to  be  an  exchange  within  the  meaning  of  the  act,  as  the  result  of  police 
proceedings.  The  merchants  afterwards  transacted  their  business  ''in  their  own 
offices,"  each  taking  a  room  in  a  laige  buildinj^.  A  setttoment  between  the  Govern- 
ment and  the  dealers  was  finally  reached  in  March,  1900,  the  obnoxious  clauses  as  to 
the  nominations  of  ajgricnlturists  being  modified.  Under  the  revised  regulations  the 
exchange  is  now  entiUed  to  select  5  from  among  10  persons  nominated  by  the  Landes 
Oekonomie  Kollegium.  Certain  other  minor  operations  were  also  introduced,  par* 
ticularly  in  the  form  of  contract,  but  these  are  immaterial  here. 

Under  these  circumstances,  it  will  be  asked,  if  contracts  for  future  delivery  are 
not  illeeal,  and  have  indeed  been  made  throughout  the  period,  how  can  Berlin  be 
regarded  as  an  illustration  of  a  market  with  no  business  in  futures?  For  tiie  foU 
lowing  two  reasons:  First,  because  there  being  no  exchange,  there  could  by  the  termi 
of  the  act  (sec.  29)  be  no  official  quotations.  Hence  from  1S97  till  1900  meie  are  no 
official  prices,  either  ai  spot  or  futures,  at  Berlin.  Any  influ^ice  which  futures  may  be 
supposed  to  exert  upon  spot  prices  is  thus  eliminated.  Secondly,  there  beiaag  no 
excnange,  and  there  being  consequently  considerable  uncertainty  as  to  tiie  rerdict 
in  the  event  of  any  disputed  transaction  being  brought  before  a  court  of  Unr,  the 
genuine  grain  dealers  took  caro  to  do  all  their  business  with  those  whom  they  could 
trust.  By  this  means  broken  who  morely  speculated  in  differences  ftmnd  tiielr 
occupations  gone,  and  turned  to  other  branches  of  business — possibly  went  <m  te 
the  stock  exchange.  To  what  extent  the  gambling  dement  may  rotum  now  thai 
the  produce  exchange  has  been  reopened  is  a  different  questioo,  and  one  that  time 
alone  can  answer. 

One  result  of  the  suspension  has  certainly  been  the  removal  of  quite  mne-tenths 
of  the  purely  speculative  transactions  which  took  place  on  the  produce  exchange.^ 
This  is  almost  as  important  as  the  nonquotation  of  futures:  since  it  is  sometimes  the 
purely  gambling  transactions  which  are  alone  adduced  as  the  cause  of  the  depressioB 
of  prices.  Berlin  therefore  offers  us,  during  these  three  years,  the  example  of  a  market 
with  no  gamblii^ — as  it  is  usually  understood — and  mth  no  quotations  of  prices  of 
grain  for  future  diolivery. 

We  can  now  state  the  problem  to  be  investigated.  What  has  been  the  effect  on 
the  prices  of  grain?  The  problem  resolves  itseQ  into  two  main  Questions:  Has  the 
price  of  grain  at  Berlin  been  (1^  raised  or  lowered,  (2)  more  steaay  during  the  three 
years  1897  to  1899  than  previously? 

Before  actually  attacking  these  questions,  it  may  be  remarked  that  opponents  of 
the  existing  system  u^ed  uiat  the  effect  of  the  abolition  of  futures  woula  oe  to  raise 
the  price  of  grain.'  Of  late,  however,  this  position,  at  least  in  Germany,  appears 
to  have  been  abandoned,  and  partisans  of  the  act  are  now  satisfied  with  the  conten- 
tion that  the  price  of  grain  in  Germany  has  been  steadier  since  1897  than  before  that 
date.  Economic  theory,  on  the  other  hand,  indicates  that  an  active  futures  market 
should  tend  to  impart  greater  st<«3idinesB  to  the  prices  of  the  commodities  dealt  in. 

It  will  be  well  atso  to  consider  first  what  effect  the  closure  of  the  produce  exchange 
might  be  expected  to  produce  upon  prices.  For  it  must  not  be  overlooked,  in  exarn^ 
ining  whether  a  particular  cause  wul  produce  a  certain  event,  that  if  a  priori  cam* 
siderations  would  lead  us  to  expect  that  event,  its  ascertained  existence  is  no  evidence 
for  or  i^iainst  the  influence  of  the  particular  cause. 

I  n  the  present  instance,  if  the  operations  on  the  Berlin  Produce  Exchange  are  not 
of  pufficient  importance  to  materiallv  influence  the  world's  price  of  grain,  the  abolition 
of  futures  or  gambling  there  would  tiave  very  little  effect  on  the  average  price,  unless 
Berlin  were  absolutely  cut  off  from  the  rest  of  the  world.  And  thus,  were  we  to  find 
that  the  level  of  price  has  not  been  raided  there,  we  should  by  no  means  have  disproved 
the  contention  of  the  opponents  of  gambling  that  the  system  lowered  prices.  The 
Berlin  market  is  certainly  an  important  one,  more  especially  as  r^^ds  rye,  for  which 
f?rain  it  probably  is  (or  was),  as  claimed  by  the  merchants  there,  the  most  important 
in  Europe,  or  out  of  it.  But  as  regards  wheat^  the  bu8ina<«8  at  Chicago,  New  York,  and 
Li%'erpcK^l  is  on  a  far  larger  ncale,  and  the  Pans  market  is  also  quite  probably  more  im« 
important.  In  addition  to  this,  G  ermany  is  a  grain-importing  country,  but  at  the  fMve 
time  is  not  as  a  rule  a  suflSiciently  big  customer  to  interfere  seriously  with  the  supply 

1  On  this  point  I  found,  durinf  a  Tislt  to  Berlin  in  A|>ril  last  year,  that  opinion  was  unanimous.  I  mav 
tal^e  this  opportunity  of  aclcnowiedi»ln<'  the  great  court^  with  which  Prof.  Flux  and  myself  were  re?eivea 
durlni;  th^  yisit,  and  the  extreme  willinrness  with  which  information  was  afforded  us,  alike  by  friends 
and  opponents,  of  the  futures  system.  It  is  not  too  much  to  say  that  we  could  hardly  have  arrived  at  a  clear 
p^ception  of  what  is,  after  all,  a  somewhat  tangled  position,  without  the  assistance  so  freely  rendered. 

s  E.  e^  Mr.  Hatch's  report  of  Committee  on  Apiculture  on  dealing  in  flotitious  farm  products  (United 
States  House  of  Representatives,  58d  Gong.,  1st  sess.,  Rept.  No.  000). 
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of  the  outside  world,  and  the  price  should  accordingly  approximate  to  that  of  oth^ 
countries  (due  regard  being  had  to  customs,  duties,  etc.)*  I  do  not  therefore  think  it 
possible  that  the  abolition  of  futures  could  have  had  any  effect  in  raising  German  wheat 
prices.  And  even  if  it  could,  the  rest  of  the  world  would  have  followed  its  lead  unlets 
the  increase  were  very  small,  so  that  the  effect  could  not  be  gauged.  This  cousidera- 
tion  renders  vain  any  expectation  of  a  rise  in  the  price  of  corn,  supposing  that  it  couH 
be  brought  about  by  such  a  cause. 

Consequently,  we  must  expect  no  increase  in  German  grain  prices  (as  compared 
with  other  marketft),  and,  finding  none,  we  should  not  disprove  the  contention  of  thoFe 
who  all^e  that  future  dealings  depress  prices;  although  we  should  illustrate  practicaUy 
the  fallacy  of  the  prognostication  that  the  abolition  of  futures  would  raise  prices. 

As  regfuds  steadiness  of  the  price,  this  seems  to  be  on  a  different  footinig;  I  see  n^ 

Erima  facie  rea^non  why  any  increased  steadiness,  in  the  absence  of  other  causes  affect- 
ig  our  comparison,  should  not  be  attributed  to  the  one  cause  knoWn  to  have  arisen. 
Greater  stability  (or  instability)  would  point  to  good  (or  evil^  effect*  of  the  abolition  of 
gambling,  while  no  (*hange  in  this  respect  would  imply  that  the  existence  or  non- 
existence of  the  system  was  indifferent. 

As  already  pointed  out,  the  absence  of  a  rise  in  price  proves  little;  but  We  have  here 
some  evidence  of  a  decline.  I  da  not  see  that  this  can  be  due  to  any  other  cause  than 
to  the  absence  of  a  well  oiganized  market.  Sellers,  being  uncertain  as  to  the  real  pi  •Ti- 
tian of  the  market  and  as  to  the  prices  that  should  be  ruling,  were  fain  to  accept 
iomething  leas  than  they  might  have  obtained  if  current  quotations  wero  freely  acces- 
sible to  all;  while  buyers  intending  to  resell,  uncertain  of  what  pn^ts  they  were  likely 
to  make,  had  to  lowar  their  offers  in  order  to  minimize  their  risk. 
•  The  harvests  are  ^ven,  from  the  German  official  returns,  in  the  last  table.  I  dare 
not  venture  an  opinion  as  to  whether  there  is  any  approach  to  truth  in  the  etotement 
which  will  doubtless  be  made,  that — at  2fd.  per  cental  of  wheat  and  2d.  per  coital 
of  rye—this  l^islation  has  deprived  the  German  farmers  of  £5,000,000  to  XG^OOO,000 
in  the  three  years  1897  to  1899  on  account  of  these  two  cereals  alone.  Should  there  be 
any  truth  in  either  of  the  counter  accusations  of  the  two  parties  in  Berlin,  viz,  that  th^ 
former  exchange  quotations  were  too  low.  or  that  the  central  office"  prices  are  too 
hi^j  this  sum  would  be  proportionately  increased. 

I)uring  our  visit  to  Berlin  last  year  we  foimd  that  the  theory  there  current  of  the 
evil  effects  of  future  dealings  differed  materially  from  that  usually  advanced  in  thii 
country.  I  confess  I  find  it  difficult  to  follow  the  arguments  of  tliose  who  allege  the 
system  to  be  the  cause  of  the  fall  in  prices.  So  far  as  I  can  understand  their  conten- 
tion, it  is  supposed  to  depress  prices  because,  the  conmiodities  being  sold  some  months 
ahead,  the  sellers  desire  to  purchase  the  goods,  in  order  to  deliver,  at  a  lower  price 
than  that  at  which  they  sold ;  these  ''bears'^ are  supposed  to  be  in  the  majority,  and  are 
hence  able  to  beat  the  "bulls"  down  to  their  own  price. 

Further,  the  selling  of  "wind  wheat,''  i.  e.,  stun  which  is  nonexistent,  to  an  enor- 
mous extent,  creates  a  huge  fictitious  supply,  which  would  have  Uie  effect  of  depress- 
ing prices.  The  theory  of  the  German  Agrarians,  on  the  other  hand,  appears  to  reet 
on  a  less  shadowv  foundation.  It  is,  if  I  understand  it  aright,  time  to  get  nia  supplies 
from  abroad,  and  thus,  by  favoring  importations  and  increasing  the  supply  available, 
to  depress  the  price.  This  hyx)othesis  offers  a  much  more  tangible  point  of  attack,  and 
b^g  apparently  the  recognized  theory  m  Germany,  we  find  that  a  great  controversy 
around  the  question  of  the  magnitude  of  the  impoits.  It  does  not  9pi)ear  to  me  that 
thid  hypothesis  is  any  more  correct  than  the  others;  the  country  must  import  what  it 
requires;  and,  in  fact,  the  following  table  shows  that  there  was  no  diminution  of  im- 
ports  after  1896: 

Excess  of  Berlin  price  over  Chicago. 

[In  pence  per  cental.] 


Month. 


January.. 
February. 

March 

April 


May. 

June 

July 

Auguat  — 
September. 
October... 
November. 
December. 


1808 


1808     1809  ,  1900 
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As  regards  the  general  theoretical  point  that  the  futures  system  should  tend  to 
oitinte  a  dump  in  the  autumn.  Hie  table  shows  that,  in  1897  and  1899,  there  was  a 
lecided  autumn  slump  in  Berlin  (relatively  to  Chicago).  The  four  earlier  years, 
lowever^  diow  a  similar  tendency,  though  not  so  markea;  1898,  like  1892,  is  of  no 
(ervice  in  this  crainectian,  because  prices  were  faUing  from  a  very  hi^  level,  and  as 
hey  fell  from  the  maxiniuw  much  more  slowly  at  Berlin  than  at  Chicago,  the  excess 
It  the  European  maricet  is  very  laise  for  a  ume.  Examining  the  a^al  monthly 
>rices  (not  reproduced  here)  in  tjbe  four  c^ eal  years  1893-94  to  1896-97,  I  find  that 
>rice9  were  low  in  the  autumn  of  1894-95  and  189&*-96,  but  high  in  the  autumn  of 
189^94  and  189^-97;  these  four  years  therefore  show  no  evidence  of  an  autumn  de* 
^ression.  But  the  experience  of  1897  and  1899  seems  to  point  to  the  st^tdying  effect 
)l  an  active  futures  market;  although  it  must  be  confessed  that  six  years  are  nardly 
iuffici^it  to  form  a  very  trustworthy  guide  on  such  a  question. 

It  may  not  be  out  of  place  to  refor  here  to  the  statement  frequently  made  that  spot 
prices  are  ruled  by  futures.  The  connection  between  the  two  is  extremely  close, 
ind  it  seems  impossible  to  say  that  the  one  r^fulated  the  other.  But  in  view  of  what 
is  said  above,  I  think  there  ia  quite  as  much  groimd  for  saying  that  spot  prices  regulate 
hitures — ^though  I  do  not  mean  to  exclude  the  influence  of  the  latter  upon  the  former, 
[n  this  connection  it  may  be  noticed  that  in  1897  there  was  no  rise  in  the  price  of 
wheat  in  the  world's  markets  until  July;  in  fact  the  minimum  price  of  the  year  occurred 
m  that  month,  the  price  having  fallen  gradually,  but  very  shghtly  since  January  and 
evidently  depending  upon  the  supply  of  the  current  cereal  year.  And  the  prices 
for  September-December  delivery  were  quoted  no  higher;  no  accoimt  was  taken  of  a 
forthcoming  deficiency.  Yet  two  months  afterwards  the  price,  spot  and  future  alike , 
had  risen  by  more  than  2s.  per  cental.  It  was  not  until  the  new  wheat  had  practically 
come  in  that  the  price  rose.  In  1896  no  rise  in  price  took  place  until  September. 
Again,  during  May,  1897,  there  were  reports  of  great  damage  to  crops  in  France.  This 
could  not  be  expected  to  materially  affect  current  prices,*  and  I  can  find  no  reflection 
of  the  storm  in  the  price  of  futures. 

The  result  of  our  mvestigation  may  now  be  summed  up  in  a  single  sentence.  The 
conditions  existent  at  Berlin  during  the  suspension  of  me  produce  exchange,  while 
causing  the  greatest  hindrance  to  the  trade,  nave  not  induced  a  rise  in  the  prices  of 
grain,  and  they  have  not  imparted  greater  slability  to  those  prices  if  indeed  they  have 
not  exercised  a  deleterious  effect  in  both  these  directions. 

Prof.  Boyle.  Now  I  take  Mr^  Hooker  to  be  the  leading  British 
authority  on  this  subject. 

This  paper  bv  Mr.  Hooker  was  discussed  by  Sir  Robert  GiflFen. 
the  leading  British  authority  on  economics  and  finance.  I  will 
read  a  sentence  from  the  discussion  of  Mr.  Hooker's  paper  by  Sir 
Robert  GiflFen: 

The  impression  made  upon  his  mind — 
That  is,  upon  the  mind  of  Sir  Robert  GiflFen — 

was  that  Mr.  Hooker  had  completely  proved  his  case,  and  that  taking  the  experience 
of  Berlin,  those  who  agitated  for  stopping  speculation  and  suppressing  dealing  in 
futures  on  the  ground  that  they  would  thereby  attain  a  more  stable  and  a  higher 
price,  must  be  held  entirely  in  the  wrong. 

I  would  like,  Mr.  Chairman,  to  place  this  discussion  of  Mr.  Hooker's 
paper  in  the  record  as  a  supplement  to  Mr.  Hooker's  paper  which 
has  already  been  placed  in  the  record. 

The  Chairman.  Without  objection  it  may  go  in. 

(The  discussion  on  Mr.  Hooker's  paper,  presented  by  Prof.  Boyle, 
is   herewith  printed  in  full,   as  follows:) 

DISCUSSION   ON  MR.   HOOKER's  PAPER. 

Sir  Robert  Giffen  dedred  to  express  the  pleasure  and  satisfaction  which  he  was 
sure  they  had  all  experienced  in  listening  to  the  reading  of  the  paper.  They  must 
recognize  the  extreme  industry  and  skUl  with  which  Mr.  Hooker  had  treated  the 

^  Except  to  the  extent  that  a  probable  short  harvest  would  involve  greater  reliance  on  stocks  left  over 
from  the  previous  season  and  so  tempt  owners  to  hold  the  wheat  in  hind. 
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subject  and  compiled  his  tables.  The  impression  made  upon  his  mind  was  thit 
Mr.  Hooker  had  completely  proved  his  case,  and  that  taking  the  experience  of  Berfia, 
those  who  agitated  tor  stopping  speculation  and  suppressing  dealings  in  fofcares  on 
the  ground  that  they  would  thereby  attain  a  more  staoie  andf  a  higher  price,  mniit  be 
held  entirely  in  the  wrong.  A  great  market  on  which  dealings  in  futures  took  place 
had  been  stopi>ed  for  three  or  four  years  and  it  was  foimd  that  the  stoppage  of  sfpecula- 
tion  had  not  tended  in  any  wav  to  raise  theprice  of  wheat  and  that  the  farmere  tfaroi^ 
out  the  world  were  not  one  whit  better  on  than  they  were  before. 

Of  course  it  was  quite  true  that  it  was  not  enough  to  stop  one  mairket  if  ihe  remahi- 
ing  markets  were  still  open.  But  that,  he  believed,  was  not  the  view  of  the  peopk 
who  agitated .  They  were  satisfied  that  if  they  could  stop  speculation  in  their  own  ma^ 
kets,  thev  would  get  better  prices  for  their  wheat.  The  ereat  wonder  was  that  the 
people  who  agitated  did  not  take  a  more  general  view  of  me  question.  SpeculatioB 
they  knew  took  place  on  the  stock  exchaxiges  throughout  the  woiid,  ano  not  odIv 
with  r^;ard  to  wheat,  but  with  reguxl  to  other  produce  and  other  commoditieB;  and 
he  believed  that  the  conclusion  of  all  the  great  leadex9  in  these  markets,  and  of  eooo- 
omists  who  had  considered  the  subject,  was  that  on  tiie  whole  the  tendency  of  suck 
speculation  was  to  equalize  prices  over  a  given  period,  and  to  prevent  an  extreme 
fall  on  the  one  side  or  an  extreme  rise  upon  the  otheor.  The  reason  was  that  theie 
were  so  many  people  with  capital  and  with  acute  bxains  interested  in  the  anhject. 
that  no  man  could  take  advantage  of  another,  and  if  there  was  a  fall  it  waa*  checked 
as  soon  as  possible  by  the  wise  people  who  perceived  that  there  would  be  a  reactioa. 
and  if  there  was  a  nae,  it  was  checked  when  it  came  near  the  top  by  the  action  d 
those  who  saw  that  the  rise  could  not  last,  and  who  therefore  sola  in  good  time  the 
stocks  of  which  they  were  possessed  as  dealers  in  the  markets.  Those  who  ag;itated 
in  the  particular  case  of  wheat  were  bound  either  to  produce  illustrationB  horn  other 
departments  of  the  subject  in  support  of  their  case,  or  to  acknowledge  Ihait  the  aiga- 
ments  which  they  used  were  iinsound. 

This  they  had  failed  to  do,  and  their  case  failed  absolutely.  Thaxdos  to  BIr.  Hoc^Def , 
the  members  of  the  society  and  of  the  public  were  now  able  to  deal  'nith  the  qnestioD 
from  experience  as  well  as  theory,  and  Mr.  Hooker  had  dime  great  service  by  this 
work. 

Prof.  Boyle.  Now  I  have  here  an  article  by  the  German  authority 
on  this  subject,  but  I  will  not  read  that.  I  only  wish  to  summarize  a 
few  of  his  statements.  I  have  his  report  here  in  the  German  language, 
by  the  way.  I  suppose  a  German  article  written  before  the  war,  on 
an  agricultural  subject  is  not  tinned  with  brimstone. 

The  German  writer  publishes  his  findings  in  the  leading  economic 
journal  over  there,  Conrad's  Jahrbticher,  Jena,  1901,  volume  77, 
pages  793-853.  This  authority,  by  the  way,  is  Dr.  Georg  Wermert, 
and  he  refers  to  the  future  trading  on  the  Berlin  Produce  Ebcchan£e 
as  the  crowning  success  of  the  economic  evolution  of  the  grain  trade 
in  Germany.  He  referred  to  the  troubles  they  had  in  the  exchange 
as  growing  pains,  comparing  their  troubles  with  those  of  chUdren, 
like  colic,  etc.,  and  that  we  shoidd  look  upon  these  evils  as  we  do  at 
sickness,  as  something  which  could  be  cured;  that  these  troubles 
should  be  cured,  instead  of  attempting  to  destroy  the  whole  thing. 
He  said  that  to  destroy  future  trading  was  very  much  like  putting 
out  all  of  the  fires  in  (jermany,  for  the  reason  that  a  fire  had  done 
some  harm,  had  burned  down  some  large  building.  And  he  looked 
on  the  question  of  the  grain  trade  as  being  one  of  intemationid  signifi- 
cance, and  that  Germany  will  have  to  conduct  the  business  as  tho 
other  countries  have  in  their  economic  evolution.  We  might  as  well, 
Le  said,  go  back  to  the  old  flint  lock  musket  and  the  stone  weapons. 
Although  they  had  won  great  victory  with  those  in  the  past,  they 
are  not  what  were  needed  at  the  present  time.  ''We  might  just  ai^ 
well,"  he  said,  '' recognize  the  natural  course  of  economic  evolutioD 
in  these  questions.'' 
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Now  just  foViowing  up  this  suggestion  from  Germany  here,  I  trust 
you  men  have  noted,  if  you  take  the  Daily  Consular  Trade  Reports, 
(November  4,  1920,  p.  573;  November  26,  1920,  p.  890)  put  out  by 
our  Bureau  of  Foreign  and  Domestic  Commerce,  that  just  recently 
they  established  in  Berlin  an  exchange  to  deal  with  foreign  exchange, 
and  also  they  have  established  one  of  these  exchanges  in  Rotterdam 
to  deal  in  foreign  exchange,  the  idea  being  to  eliminate  the  risks  due  to 
wide  fluctuations  in  price.  In  other  words,  the  trend  of  development 
in  the  modem  countries  is  to  have  more  of  these  exchanges,  and 
more  tracUngs  in  futures,  and  so  they  have  introduced  it  in  the  for- 
eign exchange — ^which  is  a  most  erratic  thing  just  now — in  order 
to  stabilize  me  business,  and  to  either  eliminate  or  reduce  or  distri- 
bute the  risks  for  the  merchants  who  deal  in  foreign  exchange.  So 
that  seems  to  be  the  economic  tendency. 

Now  I  have  passed  through  this  matter  very  hastily,  and  I  suppose 
that  if  you  have  any  questions  to  ask  I  will  lie  allowed  to  take  a  few 
minutes  to  try  to  answer  them. 

Mr.  Wabd.  Prof.  Boyle,  I  wish  you  would  explain  as  clearly  as  you 
can  at  whose  expense  this  ^ain  speculation  is  carried  on. 

Prof.  Boyle.  I  suppose  if  you  would  make  a  canvass  of  the  com- 
mission houses  of  the  United  States  as  to  what  happened  yesterday 
you  would  probably  find  that  there  were  thousands  of  people  who 
had  put  in  orders  on  these  various  exchanges  in  buying  ana  selling. 
They  had  their  beliefs  about  the  market.  They  are  willing  to  buy 
and  sell.  Now  we  will  say  that  there  are  3,000  people,  m  round 
numbers,  who  did  this  in  one  day,  on  the  Chicago  jEk)ard  of  Trade. 
And  those  are  the  people  who  were  lar^elv  paying  the  expense  of  that 
operation.  These  people  are  scattered  all  over  the  United  States,  and 
tne  commission  houses  have  orders  coming  to  them  from  forrign 
countries  as  well. 

Mr.  Wabd.  Then  do  you  think  that  some  o{  this  expense  is  borne 
by  f oreimers,  by  foreign  countries  ? 

Prof.  Boyle.  I  womd  not  say  by  forei^  countries.  I  would  say 
that  if  a  man  in  Liverpool  sends  his  order  m  he  is  paying  his  share  of 
the  expense.  Some  nouses  before  the  war  had  customers  in  Vienna, 
for  example. 

Mr.  Wabd.  How  much  do  you  think  that  aflfects  the  price  to  the 
consumer  ? 

Prof.  Boyle.  I  think  the  effect  of  the  speculation  on  price,  since 
you  have  about  50-50,  about  as  many  buyers  as  you  do  sellers,  is  to 
stabilize  price.  If  the  price  starts  up  it  tends  to  put  a  brake  on  it. 
If  the  price  starts  to  ^o  down  it  tends  to  put  a  brake  on  it.  Now  the 
farmer  would  like  to  nave  a  brake  put  on  it  when  the  price  starts  to 
go  down,  but  he  would  not  like  to  nave  a  brake  put  on  it  when  the 
price  starte  to  go  up.  But  he  is  better  ofiF  by  having  the  market 
stabilized  in  this  way.  By  having  the  market  stabilized  the  farmer 
is  a  beneficiary. 

Mr.  Wabd.  You  believe  this  trading  is  beneficial  to  the  consumer, 
do  you  ? 

Prof.  Boyle.  I  think  it  is  beneficial  to  the  consimier  by  having 
the  effect  of  tending  to  stabilize  the  price.  The  more  the  fluctua* 
(ion  is  the  wider  the  margins  necessary  for  the  handling  of  the  prod  • 
uct,  and  the  lower  the  cost  of  handling  the  product  is  the  less  toll 
is  taken  from  the  consumer  and  the  producer. 


646  .  FUTURE  TRADIKG. 

Mr.  Ward.  Do  you  think  it  is  beneficial  to  the  producer? 

Prof.  Boyle.  It  is  beneficial  to  the  producer  and  it  is  beneficial 
to  the  consumer  because  it  lessens  the  cost  of  handling. 

Mr.  Ward.  Then  you  are  firmly  convinced  that  is  a  good  process, 
a  ffood  system  as  it  is  to-day  ? 

Prof.  feoYLE.  I  think  the  future  trading  on  the  organized  exchange;^ 
is  beneficial.  It  is  what  I  call  oi^anized  speculation.  It  is  conducted 
under  rules  which  are  open  and  known  to  all  men,  and  rather  strictly 
applied.  That  kind  of  speculation,  organized  speculation,  on  the 
organized  exchanges  I  claim  is  beneficial  to  the  producer  and  to 
the  consumer. 

Mr.  Ward.  Do  you  think  if  hides  and  wool  were  dealt  in  in  the 
same  way  as  wheat  it  would  have  a  tendency  to  stabilize  the  markets  ? 

Prof.  Boyle.  I  certainly  think  it  would. 

Mr.  Ward.  Would  you,  yoiffself,  as  a  professor  of  agricultural 
economics,  advocate  the  handling  of  wool  and  hides  in  that  way  ? 

Prof.  Boyle.  Yes,  I  think  I  would,  and  I  think  we  will  have 
exchanges  for  handling  wool  and  hides  and  hay  as  well,  in  the  near 
future.  For  instance,  they  have  established  an  egg  exchange  in 
Chicago  and  in  New  York  for  future  dealings  in  eggs;  this  has  all 
come  up  in  the  last  year  and  a  half.  We  certainly  are  moving  in 
the  direction  of  more  future  trading  instead  of  less  future  trading. 

Mr.  TiNCHER.  You  have  written  a  book.  I  believe  you  referred 
to  it,  did  you  not  ? 

Prof.  Boyle.  Yes,  sir;  a  book  entitled'*  Speculation  and  the  Chicago 
Board  of  Trade.' ^ 

Mr.  TiNCHER.  What  were  the  circumstances  under  which  you 
wrote  that  book  ? 

Prof.  Boyle.  What  is  that  question,  please? 

Ml*.  TiNCHER.  Do  you  use  that  as  a  textbook  in  the  schools? 

Prof.  Boyle.  That  is  used  in  part  of  the  course,  yes.  That  con- 
stitutes the  text  in  part  of  the  course. 

Mr.  TiNCHER.  You  prepared  that  after  an  investigation,  when  you 
were  connected  with  the  Government  in  some  way,  did  you  ? 

Prof.  Boyle.  Well,  as  a  matter  of  fact,  this  was  pubUsned  in  1920, 
although  I  began  to  teach  the  marketing  of  the  grain  trade,  I  think, 
probably  in  about  1905,  and  I  collected  material  even  before  that. 

Mr.  TiNCHER.  Do  you  sell  the  work? 

Prof.  Boyle.  No,  sir;  I  do  not  sell  this  book.  It  is  sold  by  the 
publishers,  Macmillan  Co.  of  New  York. 

Mr.  TiNCHER.  I  believe  you  stated  that  you  were  very  much 
interested  in  the  farmer,  and  that  you  continued  to  return  to  your 
old  Kansas  home  once  every  year.  They  raise  a  good  deal  of  wiieat 
up  in  Jefferson  County^  do  theyt 

Prof.  Boyle.  Well,  it  doesn't  rank  as  a  great  wheat  county. 
Most  farmers  will  have  in  a  field  of  wheat,  however.  It  does  not 
compare  with  Sumner  County  in  that  respect. 

Mr.  TmcHER.  Do  you  know  how  many  of  your  books  the  Chicago 
Board  of  Trade  has  bought  ? 

Prof.  Boyle.  No,  I  do  not.  They  dealt  directly  with  the  pub- 
lisher in  that  matter. 

Mr.  TiNCHER.  That  is  all.  The  committee  is  under  obligation  to 
you  for  appearing. 
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Prof.  Boyle.  Well,  I  am  very  much  obliged  to  you  gentlemen  for 
the  hour  and  one-half's  time  that  you  have  given  me. 

Mr.  TiNCHER.  The  next  name  on  the  list  is  that  of  Mr.  Canby,  of 
t^he  CSiicago  Board  of  Trade. 

STATSMEFT  OF  MB.  G.  H.  CAVBT,  OF  THE  CHICAOO  BOABD  OF 

TBADE. 

Mr.  Canby.  Mr.  Chairman,  and  gentlemen  of  the  committee,  my 
business  experience  and  my  relation  with  the  system  of  trade  for 
future  delivery  began  in  the  year  1883.  In  March,  1883,  I  became  a 
member  of  the  New  York  Iroduce  Exchange.  For  12  years  prior 
to  that  time  I  had  been  in  the  wholesale  grocery  biisiness,  in  one 
capacity  or  another,  clerical.  And  during  my  experience  prior  to 
the  membership  on  the  produce  exchange  Ihad  become  very  familiar 
with  the  general  question  of  fluctuation  of  prices,  and  many  of  the 
conditions  which  fundamentally  go  to  control  values.  Consequently, 
when  I  became  a  member  of  the  New  York  Produce  Exchange  m 
1883  I  was  not  unfamiliar  with  commercial  problems. 

During  the  period  from  1883  to  the  present  time  the  country  has 
passed  through  a  considerable  number  of  disturbances,  such  as  are 
generally  termed  panics.  These  panics  or  disturbances  commercially 
all  had  the  same  general  characteristics  as  the  period  which  we  have 
passed  through  in  the  last  few  months,  that  is,  general  <)ontraction 
of  credit,  shnnka^e  in  values,  unemployment  to  a  ^ater  or  lesser 
doCTee,  accompanied  by  a  rapidly  increasing  purchasmg  power  of  the 
doQar.  All  of  those  things  went  toother.  And  as  I  remember 
these  various  disturbances,  there  were  indications  that  they  were  the 
result  of  conditions  which  could  not  have  been  controlled  after  they 
were  under  way,  by  any  individual  action.  I  make  this  statement 
for  the  reason  that  in  tne  minds  of  many  there  has  been  the  qidte 
natural  supposition  that  perhaps  in  some  way  or  other  a  certain 
portion  of  tne  readjustment  downward  of  values  which  has  taken 
place  in  the  past  two  or  three  months  might  have  been  prevented 
in  some  way,  or  perhaps,  on  the  other  hand,  they  had  the  tnought  in 
their  minds  that  this  readjustment  of  values  downward,  this  decline 
in  prices,  was  caused  bv  the  acts  of  individuals  for  selfish  purposes. 

I  don't  think  that  there  is  aAy  tangible  evidence  to  support  that 
idea.  And  on  the  contrary  I  believe  that  there  has  been  a  very  general 
attempt  in  different  portions  of  the  business  community,  as  far  as 
they  could — and  that  includes  the  grain  trade  as  well  as  everywhere 
else — to  help  minimize  conditions  so  that  the  full  detrimental  effect 
would  not  appear.  • 

I  had  closer  relation  during  this  period  with  the  trade  in  com  and 
with  the  market  conditions  surrounding  com  than  I  had  with  wheat; 
and  it  became  apparent  to  me  from  watching  conditions  in  the  south- 
west in  the  month  of  August  that  there  was  a  steadily  developing 
condition  of  weakness  in  tne  fundamentals  of  the  market.  That  is, 
the  actual  trade  was  becoming  in  an  increasingly  bad  position.  The 
demand  from  feeders  was  letting  up.  And  at  tnis  same  time  we  were 
beginning  to  feel  for  the  first  time  in  our  terminal  market  the  effect 
of  the  eighteenth  amendment,  the  prohibition  act. 
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Purine  normal  years  distillery  buyers  had  purchased  probably  two 
and  one^alf  million  bushels  6i  com  p^  month  in  the  markets  of 
Peoria  and  Chicago  and  St.  Louis.  And  this  year  for  the  first  time 
we  felt. the  real  enect  of  the  elimination  of  that  demand,  because^  as 
you  are  aware,  it  is  the  com  that  flows  to  the  market  that,  regardless 
of  the  intrinsic  feeding  value,  fixes  what  is  termed  the  pnce.  In 
other  words,  it  might  be  easily  d^nonstrable  that  if  you  can  sell  an 
animal  on  the  basis  of  a  certain  figure.  That  you  could  feed  the  com 
to  that  animal,  and  if  you  could  secure  that  price  you  would  obtain 
more  money  than  the  market  price  for  com  wnich,  u  you  wish  to  sell 
a  carload  oi  com,  you  would  have  to  accept. 

Consequently  there  is  a  difference  between  the  intrinsic  value  in  an 
article  at  certain  times  and  the  price  that  can  be  obtained  for  that 
same  commodity. 

Now,  after  the  month  of  August  the  weakness  b^an  to  spread  east- 
ward. The  Missouri  River  markets  were  weakening  rapidly  the  first 
part  of  S^tember,  principally  Omaha,  Kansas  City,  and  I  think 
ot.  Joe,  and  the  real  effect  of  the  declining  tendency  did  not  reach 
Chicago  until  after  the  middle  of  Sept^ber,  or  the  20th  of  September. 
I  think  on  the  20th  of  the  month  prices  in  Omaha  on  track  were  20 
cents  a  bushel  below  Chicago — a  most  abnormal  condition.  We 
were  that  much  higher.  That  was  brought  about  by  the  fact  that 
there  had  been,  during  the  previous  mcmths,  a  very  considerable 
aniount  of.  September  com  bought  in  addition  to  any  speculative 
sales  against  sales  for  future  deliverv  to  Canada,  which  was  a  more  or 
less  steady  buyer  of  com,  and  tnere  were  also  probably  several 
million  bushels  of  com  sold  to  manufacturing  industries  of  the 
character  of  the  Com  Products  Co.  and  several  cereal  grain  and 
milling  companies  scattered  through  the  eastern  territories  that 
obtain  their  supplies  in  our  market,  and  it  was  the  absorption  of  a 
ver^  considerable  amount  of  this  com  on  the  contracts  lor  future 
dekvery  which  had  been  previously  placed,  which  helped  to  sustain 
the  market  above  a  parity  with  markets  farther  west  for  some  time 
during  the  month. 

It  was  then  becoming  increasingly  evident  that  unless  some  disaster 
should  intervene  within  a  verv  short  period  of  tune,  that  a  very  large 
crop  of  com  would  be  secured  dunng  the  fall  months.  The  prospect 
was  for  a  crop  in  Kansas,  Oklahoma,  and  Missouri  larger  than  any- 
thing that  they  had  secured  for  several  years,  and  very  probably 
lOOper  cent  larger  in  much  of  that  territory,  thaa  the  previous  year. 

The  cattle  industry  in  the  Southwest  was  in  a  deplorable  condi- 
tion. It  was  deplorable,  that  is  the  only  way  you  can  describe  it. 
And  I  would  say  right  here,  because  I  would  like  to  have  the  oppor- 
tunity to  make  the  statement  publicly,  that  one  of  the  conditions 
which  had  hurt  the  beef  trade  more  than  any  other  one  condition  has 
been  that  during  the  entire  war  period  the  retail  price  for  beef  was 
such  a  wide  premium,  such  a  wide  margin  above  tne  wholesale  price 
that  the  packers  sold  their  dressed  carcasses  at,  that  it  caused  a  very 

feneral  decline  in  the  desire  to  buy  beef  in  all  the  consuming  channels, 
want  to  say  that,  because  it  is  an  important  thing,  and  were  is  the 
one  big  thing  that  must  be  changed  by  improved  market  conditions 
in  the  cities,  between  the  wholesaler  and  the  retailer,  before  the  beef 
industry  can  ever  be  on  what  I  consider  a  satisfactory  economic  basi>. 
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Mr.  Ward.  Well^  the  wholesaler  in  a  large  eity  like  Washington, 
for  example,  will  sell  the  beef  when  it  arrives  right  here  in  the  market, 
will  he  not  ?  And  the  discrepancy  happens  right  here  in  the  city, 
does  it  noti 

Mr.  Canby.  The  discrepancy  happens  right  here  in  the  city,  yes, 
sir;  that  is  right. 

Mr.  Ward.  It  does  not  happen  between  Chicago  and  this  city, 
does  it  ? 

Mr.  Canby.  No,  sir;  it  is  between  the  wholesale  dealer  and  the 
retailer.  It  is  after  it  leaves  the  wholesale  dealer  and  goes  to  the 
retail  shop. 

Mr.  Ward.  Then  it  would  be  the  fault  of  the  retailer,  wouldn't  it  ? 

Mr.  Canby.  Very  largely,  in  my  judgment.  Their  whole  method 
of  doing  business  is  so  imeconomic,  so  extravagent,  for  example, 
in  a  lar^  city  like  Chicago,  that  it  seems  almost  incredible.  We 
have  only  one  or  two  smdl  pubhc  markets,  what  vou  would  term 
public  markets,  where  the  sellers  of  products  and  the  buyers  of 

Products  can  ^t  togeth^  with  some  kind  of  a  minimization  of  cost, 
'here  are  retail  shops  scattered  all  over  the  city.  There  are  many 
thousands  of  them,  each  one  with  a  separate  outfit,  with  delivery 
wagons,  with  telephones  to  be  paid  for,  with  clerks,  with  rents  to 
pay,  with  Uving  expenses  to  be  taken  care  of,  and  all  that  sort  of 
thing.  The  result  is  that  we  have  heaped  a  cumulative  series  of 
costs  in  this  distribution. 

Mr.  Ward.  You  believe  that  if  there  were  fewer  .retailers,  and  if 
each  retailer  did  a  large  business,  that  they  would  not  have  so  much 
expense? 

Mr.  Canby.  Yes.  Or  if  we  had  several  markets  like  they  have  in 
Baltimore. 

Mr.  Ward.  Generally  speaking,  do  you  think  that  would  be 
beneficial  for  the  coun^  ?  Womd  it  be  beneficial  for  the  coimtry 
to  eliminate  a  great  niunber  of  small  dealers,  eliminate  small  ent)Qr- 
prises,  and  put  in  larger  enterprises? 

Mr.  Canby.  Hiere  is  nothing  to  be  lost  by  an  economy  that  helps 
the  general  pubUc  interest,  in  my  opinion.  I  think  everything  has 
to  work  that  way. 

Mr.  Ward.  Well,  as  a  general  rule,  isn't  it  a  fact  that  the  more 
business  there  is  in  a  community,  the  more  small  enterprises  there 
are,  the  more  prosperous  a  community  is  ? 

Mr.  Canby.  Not  necessarily.  A  community  could  eat  itself  up 
with  costs.  No,  there  is  notmng  that  can  excuse  expensive  and  un«- 
economic  distributive  systems,  in  my  judgment,  and  in  my  opinion* 
I  just  ex^Mress  this  as  my  judgment.  Any  one  on  a  fixed  and  limited 
income  could  live  to  better  sMlvantage  in  the  city  of  Baltimore  than 
he  can  in  any  other  city  in  the  land  of  anything  like  equal  size,  be- 
cause of  the  advantages  in  marketing,  and  so  forth,  in  that  city. 

Mr.  Ward.  But  in  this  matter  of  retailing  these  commodities,  I 
have  noticed  that  a  large  retailer,  as  a  rule,  would  charge  more  for 
a  corresDondin^  product  than  the  very  small  retailer  would.  Why 
should  tnat  be? 

Mr.  Canby.  That  is  merely  an  incident. 

Mr.  Ward.  Well,  it  is  generally  so  in  all  the  large  cities.  You  go 
into  any  of  the  big,  fashionable  butcher  shops  and  you  will  pay  more 
for  the  same  thing  thfiin  you  vnH  in  the  small,  dirty  butcher  snop. 
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Mr.  Canby.  This  butcher  that  you  speak  of  will  probably  charge 
you  just  about  what  he  thinks  }rou  will  pay  him. 

Mr.  Ward.  That  is  the  prevailing  custom  that  I  have  noticed. 

Mr.  Canby.  Well,  competition  will  cure  that  eventually,  I  think. 

Mr  Ward.  Well,  the  man  who  makes  his  shop  attractive  drairs  the 
people  in  there,  gets  the  particular  trade,  ana  he  chaises  them  for 
it,  but  he  is  makmg  a  larger  percentage  of  profit  than  a  small  man  is. 

Mr.  Canby.  Well,  I  don't  think  you  can  make  any  rule  on  that 
point.  I  think  it  might  hit  a  certain  number  in  both  classes,  90  there 
wouldn't  be  any  definite  conclusion,  that  would  be  my  judgment  of  it. 

Mr.  McLaughlin,  of  Michigan.  Did  you  find  that  the  consumers 
in  Baltimore  bought  at  lower  prices  than  consumers  in  other  cities 
did? 

Mr.  Canby.  Yes,  sir,  due  to  this  fact,  that  owin^  to  their  public 
markets,  and  the  fact  that  the  city  of  Baltimore  is  located  in  the 
center  of  an  agricultural  district  that  raises  an  enormous  amount  of 
vegetable  products,  the  producer  comes  direct  from  the  farm  or 
producing  territory  to  tnese  markets.  They  have  their  stands 
there,  ^d  the  consumer  and  the  producer,  in  many  instances, 
come  in  immediate  contact.  The  same  way  with  fish.  The  fisher- 
men come  up  the  Chesapeake  Bay,  and  tney  have  stands  there. 
They  sell  fisn  and  oysters  in  these  markets.  And  the  men  that 
eaten  the  fish  sell  the  fish  to  the  men  who  eat  it,  and  by  reason  of  the 
cheap  rentals  of  these  stands  which  they  secure,  I  beUeve,  from  the 
city  at  a  certain  price  per  annum,  the  margin  of  expense  is  very 
much  reduced,  and  consequently  the  food  item  of  tne  individual 
consumer  is  very  much  less  in  the  city  of  Baltimore  than  it  is  in  the 
city  of  Chicago  for  prettjr  much  anything,  from  a  fish  to  a  chicken 
or  a  dozen  eggs,  or  anything  else.  It  is  that  wajr  all  along  the  line. 
That  is  quite  a  well  known  fact,  that  Baltimore  is  a  more  desirable 
place  to  live  on  that  account,  for  one  with  a  fixed  income  or  a  salary. 

The  question  of  grades  was  mentioned  this  morning  by  the  chair- 
man of  the  committee,  and  in  this  connection  I  want  to  say  that  the 
grading  system  for  ^in,  the  system  established  for  standardizing 
grain,  originally  was  initiated  in  the  city  of  Chicago  by  a  conmiittee 
of  the  Chicago  Board  of  Trade  in  1858.  This  system  is  part  of  a 
natural  evolution.  Previously  the  trade  in  grain  had  all  been  on 
the  basis  of  samples.  The  grain  bought  had  to  correspond  exactly 
with  a  sample  of  the  grain  sold. 

Now  at  times  it  was  extremely  difficult  to  do  that,  except  during 
a  short  period  of  time,  and  the  result  was  that  it  became  nec-essary 
that  some  system  should  be  evolved  whereby  transactions  could  be 
made  for  delivery  covering  future  dates  which  would  correspond  to 
what  we  call  a  descriptive  erade,  a  grade  of  grain  which  is  descrip- 
tive. That  descriptive  grade  corresponds  as  nearly  as  is  possible  to 
the  quality  and  character  of  the  cereal. 

Now  that  system  was  initiated  bv  this  committee — and  I  think 
the  year  was  1858 — of  the  Chicago  Board  of  Trade — ^and  it  has  been 
shown  by  the  experience  of  time  that  the  grading  system  is  one  of 
the  most  desirable,  and  one  of  the  most  economic  methods  that  it  is 
possible  to  put  into  effect  for  the  handling  of  cereal  crops. 

And  in  this  connection  I  would  like  to  state  that  in  my  judgment 
the  principle  of  buying  and  selling  for  future  delivery  should  be 
extended  to  any  products  that  are  raised  in  lai^  volume,  tluit  are 
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required  at  definite  dates,  at  future  times,  by  manufacturers  and 
consumers,  and  that  can  be  standardized  by  grade  so  as  to  make  the 
delivery  of  the  product  sold  conform  as  near  as  it  is  humanly  possi- 
ble to  do  so,  with  what  the  seller  agreed  to  deliver  and  with  what 
the  buyer  expected  he  was  goin^  to  get. 

Now  I  beheve  that  the  situation  as  it  exists  to-day  in  Kentucky 
in  connection  with  tobacco  could  be  entirely  remedied  if  the  naen 
who  are  competent  to  do  so  would  establish  an  open  and  a  competitive 
market  in  tobacco.  I  think  that  they  would  establish  a  public 
interest  on  the  part  of  the  speculative  mind  of  America,  who  would 
buy  enough  of  that  tobacco  at  the  present  ruinously  low  prices  now 
prevailing,  to  take  the  control  of  tnat  product  away  from  the  To- 
bacco Trust.  They  have  got  the  control.  There  are  only  a  few 
buyers  of  tobacco.  If  you  do  not  want  to  trade  with  them,  you  do 
not  trade  at  all.  Now  I  believe  that  if  they  would  form  an  asso- 
ciation, if  it  would  be  possible  to  standardize  the  tobacco  so  that 
the  contract  could  be  enforced  on  the  basis  of  the  expectation  of 
the  buyer  and  the  contract  of  the  seller,  I  am  convinced  that  the 
price  of  tobacco  would  advance  not  less  than  100  per  cent  over  what 
it  •  is  to-day,  and  it  would  be  permanently  taken  out  of  the  control 
of  the  trust,  and  the  tobacco  farmer  would  have  the  benefit  of  com- 
petitive buying,  which  he  has  not  now,  and  has  not  had  in  some 
years  past. 

I  believe  that  the  same  condition  apphes  to  wool.  I  think  wool 
could  be  standardized  for  a  few  ^ades  that  are  used  mostly  by  the 
spinner.  I  believe  this  in  regard  to  wool,  because  there  is  now,  or 
at  least  there  was  up  to  the  time  of  the  beginning  of  the  war,  at 
Roubaix,  France,  a  wool  exchange  which  was  formed  for  the  special 
purpose  of  providing  insurance  for  the  importer  of  wool  and  msur- 
ance  for  the  spinner  of  the  wool.  France  does  not  produce  the  wool 
itself  in  suflScient  quantities  to  bring  the  home  product  into  the 
market  as  a  big  factor,  but  the  market  was  organized  with  a  depart- 
ment of  speculators  definitely  recognized,  who  made  their  contracts 
with  the  spinner  and  with  the  importer,  and  it  is  definitely  provided 
in  the  regulations  which  control  that  market  that  at  any  given  period 
when  the  contracts  become  due  the  spinner  or  the  importer  can  set- 
tle his  contract  with  the  speculator  at  the  established  average  price 
of  that  day.  It  establishes  about  as  complete  a  case  of  price  insur- 
ance as  has  been  developed.  The  only  aifference  being — and  that 
same  element  exists  in  our  grain  contracts,  as  has  been  brought  out 
once  or  twice  in  the  evidence — that  there  are  varying  grades  of  prod- 
uct, of  quality,  in  connection  with  all  commodities.  And  it  might 
be  possible  that  the  spinner  of  a  certain  grade  of  wool  might  have  to 
pay  a  little  tnore  premium  than  he  expected  to  over  the  standard 
pnce  of  that  day,  to  obtain  his  product,  otherwise  the  parallel  is 
almost  exactly  the  same  as  it  is  in  our  market  places  lor  future 
delivery. 

Now  the  grading  system,  as  it  exists  to-day,  is,  in  my  judgment, 
the  most  important  thing  in  connection  with  the  interest,  the  direct 
interest,  of  the  farmer,  of  the  country  grain  dealer,  the  terminal 
market  burer,  and  the  milling  buyer,  and  the  maintenance  of  these 
grades  I  believe  at  the  present  time  is  probably  about  as  near  exact 
as  could  be  the  case. 

The  human  element  which  enters  into  the  grading  of  grain  is  one 
that  it  is  difficult  to  provide  against.    Two  men  of  equal  ability, 
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two  men  of  equal  knowledge,  two  men  of  equal  desire  to  do  what 
is  exactly  right,  view  the  same  samples  of  grain.  Now,  with  the 
exception  of  the  fact  that  a  certain  ^ade  calls  for  a  certain  specified 
wei^t  and  a  measured  bushel,  with  that  one  exception  there  is 
always  the  possibility  that  they  may  disa^ee  as  to  where  the  line 
between  No.  2  ends  and  No.  3  begins.  There  is  always  that  possibilitr. 
It  was  brou^t  out  yesterday,  I  think,  that  the  Board  of  Trade 
of  the  city  of  Chicago  "had  at  various  times  tried  some  regulations. 
which  were  somewhat  in  conformity  with  some  of  the  provisions  of 
the  bills  that  have  been  introduced.  One  of  these  regulations  wa» 
the  prohibition  against  the  members  of  the  exchange  making  con> 
tracts  further  ahead  than  60  days  from  the  date  di  the  contract. 
This  regulation  was  put  into  effect  because  there  were,  and  still  are. 
many  people  who  thought  that  a  60-Hlay  limitation  of  aelivery  would 
perhaps  bring  about  a  situation  more  desirable  by  making  the  future 

J>rice  conform  more  exactly  to  the  market  price  for  the  cash  grain 
rom  day  to  day. 

The  regulation  was  in  effect  about  eight  months. 

Mr.  McLaughlin,  of  Michigan.  When  was  that  ? 

Mr.  Canbt.  In  1902  or  1904;  it  was  about  16  or  18  years  ago,  I 
think. 

The  first  complaints  that  we  had  against  this  regulation  came  from 
the  cribbers  of  com  in  Iowa  who,  as  you  know,  crib  their  o(M*n  in 
the  late  fall  and  early  winter.  They  made  the  complaint  that  thev 
did  not  want  to  place  a  hedge,  and  in  those  days  the  com  was  cribbed, 
as  it  is  still,  in  enormous  quantities,  and  the  future  markets  were 
sold  against  com  that  was  bought  from  the  farmer.  They  com- 
plained that  the  60^day  limit  was  too  short  to  give  them  any  protec- 
tion whatever,  that  they  must  have  a  longer  period  of  time.  We 
struggled  through  one  winter,  however,  with  the  regulation  in  effect, 
.and  were  were  more  and  more  complaints. 

The  next  complaints  were  the  millers  in  the  East  uid  the  terminal 
elevator  people  m  Duluth  and  Minneapolis,  who  in  the  fall  of  the 
year  hedge  practically  all  the  grain  that  they  accept  to  carry  through 
the  winter  and  merchandise  durii^  the  sprine  months,*  for  May 
delivery.  They  did  not  wish  to  be  deprived  of  tne  privilege  of  hedg- 
ing in  the  month  of  May,  which  was  the  first  month  of  open-water 
navigation  on  the  Lakes  and  the  beginning  of  the  spring  trading  on 
a  large  scale. 

The  eastern  miller  complained  for  almost  the  same  reason,  but 
in  a  reverse  way.  He  bought  enough  grain  in  the  fall  of  the  year  to 
carry  him  through  the  winter  months,  generally  speaking,  ancl  then, 
making  flour  sales  for  spring  delivery,  he  would  purchase  the  May 
delivery.  And  so  between  Uiese  different  elements  of  complaint  we 
finally  eliminated  that  regulation. 

The  next  reflation  that  went  into  effect  was  not  put  into  effect 
for  any  especial  trading  purpose,  but  it  developed  in  connection 
with  the  fieht  of  the  Chicago  Board  of  Trade  against  the  bucket 
shops  in  different  parts  of  our  western  country.  That  was  the  com- 
plete stopping  of  quotations.     We  eliminated  quotations. 

Mr.  McLaughlin^  of  Michigan.  You  mean  you  stopped  the  pu)>- 
lishing  of  them ) 

Mr.  Canbt.  The  continuous  quotations  that  are  now  sent  out  all 
through  the  business  day.  We  stopped  those  and  substituted  in  their 
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place  what  was  termed  a  15*miimte  service;  that  is^  a  quotation  only 
every  16  minutes.  That  was  done  for  the  purpose  of  attempting  to 
break  up  the  bucket  shop  oi^ifanization,  who  require  a  constant  and 
f re^  flow  of  quotations  m  order  to  run  their  business,  in  order  to 
deceire  the  people  and  lead  them  to  believe  that  they  are  really 
trading  in  a  real  market. 

That  remained  in  effect  for  nearly  a  year  and  caused  quite  a  good 
deal  of  loss  to  the  members  of  the  Board,  and  it  was  very  unsatisfao- 
tory  to  the  grain  trade  generdUy. 

During  the  period  of  tne  war  we  put  into  effect  the  200,000-bu8hel 
limitatien,  ana  that  remained  in  effect  for,  I  think,  a  period  of  about 
a  year  and  a  hidf . 

Mr.  MohAVBWiAS  of  Michigan.  What  was  that  limitation  t 

Mr.  Cakbt.  Members  were  prohibited  from  buying  or  selling  for 
future  delivery  for  their  individual  account  any  quantity  of  gram  in 
excess  of  200,000  bushels. 

Mr.  McIiAUOHLiir  of  Michigan.  In  one  transaction  ? 

Mr.  Cakbt.  No  ;  in  either  one  or  in  multiples  of  smdler  q^uantities — 
their  total  purchases  or  their  total  sale.  It  might  be  m  one  daj 
or  it  m^ht  be  scattered  over  a  number  of  days  or  weeks,  but  theur 
interest  must  not  be  over  200,000  bushels. 

Mr.  McLauohiik  of  Michigan.  Would  that  rule  forbid  the  commis- 
sion merchant  dealing  in  a  quantity  in  excess  of  200,000  bushels? 

Mr.  Canbt.  I  was  just  amut  to  say  that  this  did  not,  of  course, 

Srohibit  anyone  from  hedging  over  200,000  bushels  of  cash  grain;  it 
id  not  prevent  anyone  fronr  doing  that.  But  on  the  other  side,  it 
did  not  prevent  anycme  from  buying  over  200,000  bushels  against  a 
sale  of  flour  or  wheat. 

This  limitaticm  had  a  distinctly  bad  market  effect,  as  far  as  I  was 
able  to  observe.  The  bad  market  effect  was  this,  that  there  are  times 
in  any  market  that  is  free  and  open  and  supposed  to  be  able  to  take 
care  of  the  business  that  comes  along — there  are  times  of  a  prepon- 
derance of  either  buving  or  selling,  and  if  the  interest  that  might  be 
disposed  to  buy  haa  already  purchased  their  quota  in  a  specmative 
way  they  could  not  buy  any  more.  Consequently,  the  market  was 
contracted  for  the  broad  purpose  of  the  hedging  buyer  or  seller. 
The  elevator  sell^  found  taat  the  market  that  he  had  to  hedge  his 
grain  on  was  restricted  and  that  when  a  certain  volume  of  purchases 
had  been  made  no  more  could  be  made.  Consequently  the  market 
became  more  or  less  contracted.  It  became  less  responsive  to  the 
actual  conditions  which  existed  and  less  of  an  effective  piece  of 
machin^y  for  the  handling  of  contracts. 

Consequently,  that  passed  away,  and  at  the  present  time  there  are 
none  of  these  limitations  in  effect  that  I  have  mentioned. 

During  the  war  for  a  period  of  three  days  the  Dominion  council  of 
Canada  stopped  all  trading  in  the  Winmpeg  market.  They  closed 
the  exchange  for  a  period  of  three  days.  Just  what  their  motive  was 
I  do  not  know,  but  I  am  informed  by  the  men  that  have  line  elevators 
on  the  Canadian  Northern  and  on  the  Canadian  Pacific  that  imme* 
diately  the  Winnipeg  market  closed  Uie  buying  all  along  the  lines  of 
those  two  roads  stopped.  It  showed  the  dependence  of  the  elevator 
or  dealer  back  at  the  coimtry  point,  who  must  take  care  of  the  grain 
as  it  comes  from  the  farm  wagpns — ^it  showed  his  dependence  on  the 
terminal  market  and  the  facilities  which  are  afforded  oy  the  Winnipeg 
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market  for  the  purpose  of  hedging  their  grain.  All  buying  on  the 
Canadian  Northern  and  all  buying  on  the  Canadian  Pacific  stopped 
during  this  period  when  they  closed  the  Winnipeg  exchange^*  and 
there  was  what  you  might  term,  in  moderate  degree,  a  period  of  ohaos. 
Everything  stopped.  When  the  market  opened  again  the  bujing 
opened  up,  and  everything  went  along  about  as  before. 

The  Winnipeg  market  at  this  time  was  a  large  and  growing  mari^et 
in  accord  witn  the  development  of  Canadian  territory. 

Mr.  McLaughlin  of  Michigan.  Did  you  say  you  did  not  know  why 
the  council  did  that  1 

Mr.  Canby.  No,  sir.  It  was  something  in  connection  with  the  food 
administration  changes.  They  changed  from  one  poUcy  to  another, 
and  for  a  period  of  three  days  everything  stoppea  while  they  were 
making  this  change.  I  do  not  know  what  the  purpose  was ;  I  have 
no  means  of  knowing. 

Now,  one  of  the  points  which  we  must  bear  in  mind  in  consider- 
ing the  entire  question — ^because  we  are  unconsciously  but  very 
naturally  affected  by  the  conditions  in  the  recent  past — is  that  for 
the  past  three  or  four  years  everything  practically  m  the  world  has 
been  unnatural,  has  been  to  a  certain  extent  artificial,  and  markets 
and  marketing  systems  have  not  reflected,  as  they  do  in  normal 
times,  the  progress  of  events  as  applied  to  prices. 

In  1913  and  1914,  before  the  war,  the  entire  fluctuation  of  grain 
for  a  period  of  nearly  15  months  was  only  16  cents  a  bushel.  Of 
course  there  were  weeks  when  the  fluctuation  was  not  2  cents.  There 
were  days  when  the  fluctuation  was  not  three-quarters  of  a  cent  or 
half  a  cent.  The  market  had  reached  what  might  be  termed  the 
equilibrium,  and  that  is  the  tendency  of  all  markets. 

In  the  readjustment  that  is  now  going  on  we  have  finally  arrived 
at  a  point  where  prices  and  conditions  are  stabiUzing  themselves, 
with  the  market  miiuences  reflected  in  the  price  that  represents 
those  market  conditions.  For  example,  last  week  the  range  from 
Monday  to  Saturday  in  May  com  was  only  about  1|  cents,  and 
during  that  period  not  only  were  there  laige  quantities  received  and 
sold  on  track  which  were  hedged  on  the  future  market,  but  in  addi- 
tion to  that  there  was  a  constantlv  accumulating  quantity  of  hedges 
placed  against  com  which  will  be  neld  in  the  cribs  during  the  winter. 

Now,  I  think  it  is  fair  to  state  that  there  is  no  such  thing  as  com- 
plete perfection  in  the  world.  There  is  nothing  perfect.  In  my 
Dusiness  experience,  and  my  life  covers  a  span  of  nearly  50  years, 
I  have  never  yet  come  in  contact  with  anything  in  a  commercial  way 
that  was  perfect,  and  I  can  truthfully  say  I  never  expect  to.  But 
I  do  believe  that  as  far  as  it  is  humanly  possible  to  conduct  a  system, 
to  construct  marketing  methods,  the  system  of  buying  and  selling 
for  future  delivery,  with  the  participation  of  the  speculator,  is  as 
economically  desirable  as  anything  that  in  an  imperfect  world  we 
can  hope  to  brins  about. 

That  system  has  several  advantages  which  are  of  unparalleled 
value  in  trade.  One  of  them  is  that  it  permits  the  participation* 
from  the  country  station  all  along  the  line  of  men  who  have  not 
larse  means,  and  it  permits  them  to  compete  on  terms  of  equality 
with  the  man  that  has  a  million  dollars  capital.  I  think  that  is  a 
priceless  advantage  of  this  system. 
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Furthermore,  it  conserves  capital,  and  when  money  rates  are 
high  and  money  is  scarce,  capital  is  something  the  conservation  of 
which  is  of  the  greatest  importance.  At  the  present  time  I  have 
no  doubt  that  the  difference  between  the  collateral  value  of  grain, 
which  is  established — of  course,  you  imderstand  that  grain,  intrinsi- 
cally, has  a  high  collateral  value.  I  want  to  establish  that  fact,  that 
grain  has  a  high  collateral  value  as  grain,  but  that  collateral  value 
is  increased  hj  any  degree  of  safety  by  which  jou  can  surround  the 
ownership,  xi  you  coiUd  surround  the  ownership  of  that  grain  with 
perfect  safety  to  the  man  who  is  on  the  note  which  accompanies 
the  grain  as  collateral,  you  would  have  an  absolutely  perfect  system. 
But  that  does  not  exist,  and  probably  will  not.  It  has  some  draw- 
backs, which  I  will  allude  to. 

Now,  the  marketing  system  is  a  highly  competitive  one.  If  you 
will  permit  me,  I  just  want  to  emphasize  that,  because  in  the  first 
part  of  my  business  career  about  all  that  anyone  ever  talked  about 
was  the  Sherman  Act.  For  a  number  of  years  all  the  men  that  were 
older  than  I  was  and  had  had  larger  experience  in  business  talked 
about  the  Sherman  Act.     It  was  the  topic  of  conversation  everywhere. 

I  think  that  law  was  enacted  in  the  late  eighties.  The  Sherman 
Act   prohibits   combinations   in   restraint   of   trade.     Its   cardinal 

Erinciple  is  to  estabhsh  free  competition,  and  it  does  that  by  pro- 
ibiting  any  combination  in  restramt  of  trade.  And  if  we  will  apply 
that  general  principle  to  the  system  of  trading  for  future  dehverj 
we  wUl  see  that  it  does  encourage  and  does  establish,  as  far  as  it  is 
possible  to  do  so,  freedom  of  competition  and  independence  of  indi^ 
vidual  action. 

The  competitive  system  and  the  open-market  system  also  help  to 
cause  wide  publicity  of  prices  from  day  to  day.  It  seems  to  me  that 
there  is  not  anything  of  greater  importance  to  all  concerned  all  along 
the  line  in  this  entire  chain  than  that  they  should  know  that  these 
prices  represent  the  imtrammeled  opinion  of  a  free-market  place. 
Consequently,  in  summing  it  up,  I  would  say  that  a  system  of  this 
character  is  essential  to  the  narrowing  of  the  spread  between  the 
producer  and  the  manufacturer  or  consumer,  and  this  is  generally 
supposed  to  be  the  most  desirable  end  that  can  be  attained  in  the 
handling  of  and  merchandizing  of  a  commodity.  It  has  been  fre- 
c[uently  stated  in  regard  to  many  commodities  that  the  basic  price 
Ls  ''seven*eighths  and  nothing''  and  the  price  to  the  consumer  is  a 
dollar.  In  me  grain  trade  we  believe  that  by  a  system  which  facili- 
tates the  handling  of  grain  we  are  performing  a  great  public  service 
in  elimination  of  cost. 

Mr.  Dickinson.  Mr.  Canby,  who  carries  the  expense  of  the  spread 
that  you  have  Just  mentioned? 

Mr.  Canby.  The  extent  between  the  consumer  and  the  producer, 
whatever  that  is  ? 

Mr.  Dickinson.  Yes,  sir. 

Mr.  Canby.  The  spread  between  the  producer  and  the  consumer 
is  separated;  that  is,  the  parts  of  the  cost  are  separated.  For  instance, 
the  producer  might  pay  the  freight  rate  to  a  certain  point,  and  the 
consumer  pay  it  from  that  point  on.  But  I  do  not  exactly  catch 
your  question. 

Mr.  Dickinson.  Who  carries  the  spread  between  the  cash  price 
and  the  future  price  in  any  commodity? 
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Mr.  Cakbt.  The  future  month  absorbs  the  difference  between  the 
two. 

Mr.  Dickinson.  Yes;  but  som^ody  must  pay  it.    Who  pays  itJ 

Mr.  Canbt.  It  is  not  essential  that  anyone  pay  it. 

Mr.  Dickinson.  Well,  suppose  it  is  a  decline  or  a  loss;  who  pays  it! 

Mr.  Canbt.  I  do  not  know.  There  might  not  be  any  loss  even 
in  the  event  of  a  decline. 

Mr.  Dickinson.  What  is  the  benefit  of  having  specuIat<»B  there 
then? 

Mr.  Canby.  Welly  there  is,  of  course,  a.  distribution  of  losses  that 
do  occur.  I  have  just  said  that  there  might  not  be  any  in  an  indi- 
vidual case,  but  the  speculators  do  lose  if  a  market  declines  and  they 
are  on  the  lon^  side.  I  presume  that  they  lose  just  the  same  tis 
they  would  witn  any  commodity. 

Mr.  Dickinson.  What  if  the  volume  of  commodities  became  so 
large  that  the  speculative  interest  did  not  carry  that  loss  in  the 
spread,  if  there  was  a  loss  ?    Would  not  your  system  break  down  ? 

Mr.  Canbt.  No,  I  think  not ;  I  do  not  see  how  it  could  break  down 
in  any  event. 

Mr.  Dickinson.  Don't  you  think  the  speculat(»'  is  an  essential 
element  in  this  system  ? 

Mr.  Canbt.  Yes,  sir. 

Mr.  Dickinson.  You  think  that  if  he  were  taken  out  of  the  busi* 
ness  the  system  would  fail  ? 

Mr.  Canbt.  I  think  that  the  free  and  open  market,  the  constant 
market,  wcmld  disappear. 

Mr.  Dickinson.  Every  commission  man  that  has  testified  here  has 
testified  that  he  carries  nis  investment  in  futures  for  protection  and 
for  insurance.  Now,  somebody  must  pay  that  insurance,  must  tiiey 
not? 

Mr.  Canbt.  Certainly. 

Mr.  Dickinson.  Who  pays  it  ? 

Mr.  Canbt.  Why,  in  the  ev^it  of  a  decline  I  assume  that  is  spread 
over  all  the  different  parties  in  interest  that  intervene  between  the 
oripnal  price  and  the  ultimate  price.  In  other  words,  if  you  shotdd 
sellto  me  100,000  bushels  of  gram  for  May  delivery  I  might  transfer — 
if  the  market  should  decline  I  mi^ht  transfer  that  to  5,  6,  8,  or  10 
others.  They  on  their  part  within  a  few  days  might  transfer  the 
same  interest  again  to  a  half  dozen  others,  and  consequently  there 
might  be  200  or  300  participants  in  that  loss,  making  the  percentage 
of  loss  to  each  one  comparatively  trifling.  That  is,  I  think,  the  best 
feature  of  the  insiu-ance  scheme,  that  the  loss  is  not  concentrated  on 
anyone  but  is  distributed  over  a  very  large  number.  There  might 
be  200  in  that  one  transaction. 

Mr.  Dickinson.  Well,  most  of  these  transfers  in  futures,  that  are 
simply  quick  changes,  as  you  would  call  them,  are  made  by  the 
speculator,  are  they  ? 

Mr.  Canbt.  I  do  not  understand  that  question  exactly. 

Mr.  Dickinson.  You  spoke  of  the  transfer  of  this  sale 

Mr.  Canbt.  No;  a  sale. 

Mr.  McLaughlin  of  Michigan.  That  is  a  dividing  up  rather  than 
a  transfer,  is  it  not  ? 

Mr.  Canbt.  You  do  not  transfer;  you  make  a  new  contract. 
For  instance,  if  you  sell  it  to  me  and  I  sell  it  to  him,  that  in  effect 
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might  be  a  transfer,  but  it  is  not.  I  have  to  take  care  of  your  con- 
t>ract  and  he  has  to  take  care  of  his.  It  is  the  making  of  a  new 
c5ontract. 

Mr.  Dickinson.  Well,  if  there  is  a  declining  market  and  the  man 
is  beginning  to  lose  on  his  contract,  he  makes  a  sale  of  his  future 
contracts  to  that  date  and  pays  his  losses?  Is  that  the  way  you 
make  those  settlements  ? 

Mr.  Canbt.  Not  necessarily ;  no,  sir.  That  transaction  might  not 
be  settled  until  the  month  of  May,  when  the  grain  would  come  from 
some  one,  perhaps,  along  the  various  lines  ana  be  delivered  from  one 
to  another.    No,  sir. 

Mr.  Dickinson.  Then  you  do  not  think  the  speculator  carries  the 
spread  ? 

Mr.  Canbt.  Oh,  yes;  I  guess  I  did  not  comprehend  what  vou  were 
talking  about — ^in  this  wav.  There  is  no  such  thing  as  a  decline  in 
values  without  someone  losing  money.  That  is  impossible — or  a 
decline  in  price.  Someone  loses  something  when  prices  and  vcdues 
decline. 

Mr.  Dickinson.  In  the  short-period  hedge,  your  experience  with 
which  you  have  detailed,  is  it  not  true  that  that  worked  to  the  disad- 
vantage of  the  man  that  wanted  to  accumulate  grain  in  the  f  aU  and 
carry  it  until  the  May  delivery,  as  well  as  to  the  man  that  cribbed 
com  in  Iowa  ? 

Mr.  Canbt.  Yes. 

Mr.  Dickinson.  That  is  all,  Mr.  Chairman. 

STATEMENT  OF  MB.  JOSEPH  P.  OBIFFIH,  PSESIDEVT  BOABD 

OF  TBADE,  CHICAGO,  ILL. 

Mr.  Griffin.  Mr.  Chairman  and  gentlemen  of  the  committee,  on 
behalf  of  the  Chicago  Board  of  Trade  I  wish  to  express  our  great 
appreciation  of  the  privilege  of  appearing  here  and  the  opportunity 
of  explaining  our  marketing  macnmery.  The  position  oi  the  grain 
exchanges  is  a  rather  unhappy  and  unenviable  one,  as  they  con- 
stantly find  themselves  the  center  of  two  opposing  and  seemingly 
irreconcilable  forces.    I  refer  to  the  producer  and  the  consumer. 

Practically  every  investigation  of  the  exchanges  and  criticism  of 
their  methods  resolves  itself  in  the  final  analysis  around  the  dissatis- 
faction of  one  element  or  another  in  the  matter  of  values.  These  ex- 
changes, as  Mr.  Gates  explained  in  his  masterful  dissertation,  are 
mere  market  places.  They  are  the  modem,  up-to-date,  improved 
existing  evidence  of  what  formerly  was  a  town  or  provincial  market. 
Prices  are  not  fixed  by  the  board  of  trade,  but  rather  they  are  estab- 
lished by  a  natural  economic  law.  I  refer  to  the  law  of  supply  and 
demand.  Neither  our  exchange  nor  any  other  and,  if  I  may  say  it, 
I  say  most  respectfully,  in  my  jud^ent  no  legislative  body  can  by 
legislative  enactment  control  the  price  of  commodities  such  as  wheat, 
corn,  oats,  and  rye,  which  are,  slU  but  wheat,  of  unlimited  produc- 
tion and  of  scattered  consumption. 

A  number  of  bills  now  pending  before  Congress  have  for  their 
object  the  suppression  of  future  trading  and  speculation  in  grain. 
Of  such  a  character  is  the  Capper  bill  in  tne  Senate,  and  the  Tincher, 
Caraway,  Hoch,  and  Dickinson  bills  in  the  House.  Some  of  these 
bills  practically  prohibit  all  future  trading  except  for  actual  delivery; 
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others  attempt  to  prohibit  speculative  trading,  and  at  the  same  time, 
to  preserve  future  trading  for  the  purpose  of  hedging. 

It  is  here  proposed  to  show  that: 

First.  Speculation  in  grain  can  not  be  abolished  so  long  as  the 
prices  of  grain  is  subject  to  fluctuation. 

Second.  Hedging  is  highly  beneficial,  not  only  to  grain  dealers,  but 
also  to  allgrain  producers  and  grain  consumers. 

Third.  iSiere  can  be  no  hedging  by  grain 'dealers  unless  persons 
other  than  grain  dealers-  are  permitted  to  speculate.  To  prohibit 
such  speculation  by  persons  other  than- grain  dealeis  is  merely  to 
compel  ^ain  dealers  to  become  speculators. 

Fourth.  Speculation  in  ^ain  by  persons  other  than  grain  dealers 
is  useful  and  beneficial  ana  should  not  be  abolished. 

Fifth.  The  evils  incident  to  speculation  are  largely  exaggerated. 
While  the  system  may  not  be  perfect,  its  advantages  so  far  outweigh 
its  deficiencies,  that  its  attempted  prohibition  would  result  in  litUe 
economic  benefit  and  very  considerable  economic  harm. 

Sixth.  Legislative  attempts  to  suppress  speculation  have  uni- 
formly proven  unsuccessful. 

Speculation  in  grain  can  not  be  abolished  so  long  as  the  price  of 
gram  is  subject  to  fluctuation. 

All  commodity  prices  inevitably  fluctuate  unless  monopolized. 
This  is  true  even  of  Government  bonds,  which  are  the  most  certaia 
and  conservative  of  investments.  Certain  issues  of  Liberty  bends 
subsequently  depreciated  almost  20  per  cent.  Doubtless,  before 
their  maturity,  tne3e  bonds  will  return  to  par.  If  the  price  of  Gov- 
ernment bonds  fluctuates  to  this  extent,  stability  of  grain  prices  is 
hardly  to  be  expected. 

Grain  prices  are  affected  by  weather  conditions,  drought,  rain,  heat, 
cold,  good  crops,  bad  crops,  crop  reports,  foreign  supply,  foreign 
demand,   transportation,   car  shortage,   ship  shortage,   embargoes, 

feneral  price  conditions,  general  financial  conditions,  panics,  food 
oycotts,  etc.  The  result  is  the  incontestable  fact  that  grain  prices 
always  have  fluctuated  and  probably  always  will  fluctuate.  Tliere 
can  pe  no  absolute  stability  of  grain  prices  unless  there  is  absolute 
stability  in  the  conditions  which  make  prices.  Grain  prices  fluctuate 
for  the  simple  reason  that  controlling  conditions  fluctuate. 

Mr.  Evans.  May  I  ask  you  a  question  right  there  ?  If  an  aero- 
plane should  be  flying  here  and  I  would  bet  $5  or  $500  or  any  amount 
that  it  would  break  before  it  landed  safely  and  you  took  the  bet. 
would  we  be  gambling? 

Mr.  Griffin.  Yes,  sir. 

Mr.  Evans.  Suppose  that  I  meet  you  in  the  street  in  Chicago 
to-morrow,  and  I  bet  $50,000  that  the  market  on  wheat  will  go  up 
1  cent  before  a  given  time  and  you  bet  it  will  not.     Will  I  be  gambling  i 

Mr.  Gbipfin.  I  think  so. 

Mr.  Evans.  I  go  then  to  my  broker,  and  I  instruct  my  broker  to 
bet  $50,000  on  the  board  of  trade,  and  if  you  are  the  one 

Mr.  Gbiffin.  What  do  you  mean  by  "bet"  on  the  board  of  trade  ? 
You  make  a  contract. 

Mr.  Evans.  I  make  a  contract;  it  is  the  same  thing  in  the  end. 

Mr.  Griffin.  Not  in  my  mind. 
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Mr.  Evans.  W^it  until  I  get  the  distinction  between  gambling  and 
trading.  We  make  that  contract  on  the  board  of  trade.  Is  that 
gamblmg  or  not  ? 

Mr.  Ghiffin.  In  the  first  two  instances 

Mr.  Evans.  Well,  you  have  answered  the  first  two. 

Mr.  Griffin.  No;  1  have  not  answered  the  first  two.  In  the  first 
two  instances  you  and  I  gamble  on  self-created  risks.  When  jou 
make  a  contract  on  the  board  of  trade  you  serve  an  economic  function 
and  3rou  have  made  a  contract  based  on  an  existing  risk,  a  risk  that 
is  incidental  to  either  the  ownership  of  property  or  a  contract  of  sale. 

Mr.  Evans.  This  is  true,  is  it  not,  tnat  if  1  have  got  the  market 
cornered  I  can  not  get  my  wheat  ? 

Mr.  Griffin.  That  is  true  of  any  commodity. 

Mr.  Evans.  Well,  you  have  made  on  your  board  of  trade  a  rule 
which  prohibits  my  requiring  delivery  under  the  contract  ? 

Mr.  Griffin.  We  have  passed  a  rule  which  conforms  to  the  stat- 
utes of  the  State  of  Illinois,  which  makes  it  a  felony  in  our  State  to 
control  foodstuffs. 

Mr.  Evans.  But  I  live  in  Nebraska. 

Mr.  Griffin.  But  Chicago  is  in  Illinois.  I  am  not  familiar  with 
the  Nebraska  law. 

Mr.  Evans.  I  could  make  my  comer  just  as  well  living  in  Nebraska 
as  if  I  lived  in  Chicago  ? 

Mr.  Griffin.  Yes,  but  your  contract  would  be  an  Illinois  contract 
and  susceptible  to  the  Illinois  law. 

Mr.  Evans.  Now,  wait.  If  I  am  in  Nebraska  and  commit  an 
off ense  you  can  not  punish  me  under  an  Illinois  law  ? 

Mr.  Griffin.  But  if  you  make  a  transaction  on  our  board  of  trade 
imder  the  Illinois  law  you  have  made  an  Illinois  contract,  and  you 
will  be  amenable  to  the  Illinois  statutes. 

Mr.  Evans.  I  would  be  as  to  the  construction  of  the  contract, 
but  not  as  to  the  Illinois  criminal  law. 

Mr.  Griffin.  We  are  assuming  that  you  are  running  a  corner  on 
the  Chicago  Board  of  Trade.  You  would  be  violating  the  rules  of 
the  board  of  trade,  if  you  are  a  member. 

Mr.  Evans.  But  I  am  not  a  member;  I  suggested  that  I  did  it 
through  a  broker. 

Mr.  Griffin.  Then  you  have  violated  the  statutes  of  the  State  of 
Illinois. 

Mr.  Evans.  Conceded. 

Mr.  Griffin.  And  you  are  in  the  position  of  having  a  series  of 
contracts  which  are  nonenforceable,  not  only  on  the  board  of  trade 
but  imder  our  State,  statutes,  because  you  are  in  the  position  of  being 
a  potential  criminal,  or  an  actual  criminal  if  the  offense  could  be 
perfected. 

Mr.  Evans.  The  fact  remains  that  I  could  not  enforce  my  contracts 
and  get  the  wheat  ? 

Mr.  Griffin.  I  dare  say  you  can  make  a  thousand  varieties  of 
contracts  on  the  sales  you  have  turned  over,  which  were  ill^al  and 
which  you  can  not  effectuate  or  force  delivery  on. 

Mr.  Evans.  I  would  like  to  stick  to  the  wheat  proposition  if  I 
can.  You  say  that  the  contract  made  on  the  board  oi  trade  is  an 
enforceable  contract  ? 

Mr.  Griffin.  So  long  as  it  does  not  interfere  with  the  rules  of  the 
board  or  the  law  of  the  land. 
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Mr.  Evans.  Very  weU.  I  buy  500,000  bushels.  That  is  not 
gambling,  is  it  1 

Mr.  Griffin.  Not  if  you  buy  it  on  the  board  of  trade. 

Mr.  Evans.  Now,  then,  I  keep  on  making  those  contracts  from 
men  who  have  offered  them  until  I  have  practically  all  the  visible 
supply.  It  comes  time  to  settle,  and  they  can  not  deliver.  Then 
your  board  of  trade  will  authorize  a  settlement,  not  by  letting  me 
have  the  wheat  but  giving  me  what  you  know  is  the  actual  value  of 
the  wheat  ?    Is  not  tnat  true  ? 

Mr.  Griffin.  Not  precisely. 

Mr.  Evans.  In  substance  it  is  the  rule,  is  it  ? 

Mr.  Griffin.  No,  it  is  not  in  substance.  The  rule  which  you 
have  in  mind  not  only  prescribes  that  you  shall  be  given  a  fair  com- 
mercial value  in  Chicago  made  through  markets  for  consumption 
and  manufacturing,  but  in  addition  thereto  you  woidd  receive  a< 
Uquidated  damages  from  5  to  10  per  cent  from  your  seller.  Mind 
you,  you  can  not  pass  any  law,  I  believe,  that  will  prevent  a  man 
from  committing  a  default  on  a  contract,  but  you  can  assess  that 
man's  damages,  and  that  rule  simply  follows  the  common  law. 

Mr.  Evans.  You,  however,  stated  here  that  your  contract  is 
enforceable 

Mr.  Griffin  (interposing).  H  is  enforceable;  does  not  that 
enforce  the  contract  ? 

Mr.  Evans.  By  the  deUvery  of  the  wheat. 

Mr.  Griffin.  That  is  the  practical  and  general  working  out. 
These  witnesses  who  have  testified  have  testified,  and  I  am  willing 
to  testify,  that  our  contract  is  a  legally  enforceable  contract.  There 
are  times  and  conditions — ^for  instance,  I  have  seen  the  time  when 
the  States  of  Iowa  and  Illinois  hi^d  millions  of  com  sold  against 
actual  grain.  The  roads  would  break  up  on  accoimt  of  the  weather, 
transportation  would  not  be  available,  and  it  was  physically  im- 
possible to  transport  that  grain  to  satisfy  those  contracts.  Those 
men  were  not  speculating;  they  were  serving  in  a  purely  commemal 
transaction.  They  had  two  alternatives:  They  could  either  go  on 
the  market  where  they  had  made  their  sale  and  buy  their  grain 
back  in  that  same  market,  or  they  could  exercise  their  legal  right 
of  default,  and  in  the  event  of  a  default  they  would  have  U>  follow 
the  path  of  every  contract  in  which  there  is  a  default.  When  one 
party  suffers  damages  he  can  assess  those  damages  against  the  party 
m  default. 

I  wish  to  say,  however,  that  defaults  are  virtually  unknown: 
they  have  happened  occasionally.  I  think  that  is  the  most  convinc- 
ing evidence,  that  a  default  is  the  rarest  exception  on  the  Chicago 
Board  of  Trade  or  any  other  exchange. 

Have  I  answered  you? 

Mr.  Evans.  No;  you  have  not.  You  have  made  your  explana- 
tion, and  I  do  not  think  I  can  get  a  better  one,  so  I  am  not  gomg  to 
use  any  more  time. 

Mr.  Griffin.  Thank  you. 

In  a  broad  sense,  the  owner  of  any  commodity  which  is  subject 
to  price  fluctuations  is  speculating  in  that  comniodity.  In  popular 
speech,  investments  are  said  to  be  speculative  or  nonspeculative, 
oepending  upon  the  comparative  likelihood  of  price  fluctuations. 
RaUroad  stocks  are  more  Ukely  to  fluctuate  in  price  than  railroad 
bonds,  hence,  comparatively  speaking,  the  one  is  speculative,  the 
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other  nonspeculative.  But,  strictly  speaking,  even  the  bonds  are 
speculative,  for  they  are  frequently  subject  to  wide  price  fluctua- 
tions. What  is  true  of  bonds  is  much  more  true  of  commodities 
such  as  grain.  The  essentially  speculative  character  of  grain  begins 
with  the  planting  of  the  seed.  From  planting  imtil  harvest  the 
farmer  speculates  upon  the  imcertainties  of  wind  and  weather. 
After  harvest,  until  his  grain  is  sold,  he  speculates  upon  price.  But 
specidation  does  not  end  here.  The  purchaser  during  his  period 
of  ownership  is  constantly  speculating  on  price,  and  the  same  is 
true  of  each  successive  owner,  tmtil  the  grain  passes  to  its  ultimate 
consumer.  Thus  we  see  that  specidation  is  incident  to  grain  owner- 
ship; that  all  grain  owners,  in  a  large  sense,  are  speculators. 

Sometimes  the  word  ^'speculator"  is  used  in  a  sinister  sense — as 
the  equivalent  of  * 'gambler."  This  is  incorrect.  The  distinction 
between  gambling  and  speculation  is  recognized  by  all  economists, 
and  equally  by  all  thoughtful  persons.  The  risks  of  a  speculator 
are  those  which  are  inevitably  incident  to  the  ownership  of  prop- 
erty. The  gains  and  losses  of  a  speculator  are  those  which  are  inci- 
dent to  actual  changes  of  value.  On  the  other  hand,  the  risks  of  a 
f ambler  are  incident  to  nothing — such  risks  are  purely  self -created, 
'he  gains  and  losses  of  a  gambler  do  not  depend  on  changes  of 
value — the  gains  of  one  gambler  depend  upon  nothing  except  the 
losses  of  another.  Hence  the  gambler  performs  no  economic  func- 
tion, and  since  gambling  contams  recognized  elements  of  evil,  it  is 
forbidden.  But  the  purchaser  and  holder  of  grain  performs  a  valu- 
able economic  function,  for  without  this  intermediate  ownership 
each  ultimate  consumer  would  be  obliged  to  purchase,  at  harvest 
time,  his  entire  annual  supply  of  grain.  We  nave  seen  that,  in  a 
broad  sense,  every  grain  owner  is  a  speculator.  In  this  sense,  un- 
doubtedly, speculation  in  grain  is  beneficial  to  the  public  at  large. 

The  word  ** speculator"  is  also  used,  at  times,  in  a  special  sense,  as 
referring  neither  to  actual  giain  owners  upon  the  one  hand,  nor  to 
gamblers  upon  the  other,  but  restrictively  to  those  who  buy  and  sell 
grain  for  future  delivery  on  the  Cliicago  IJoard  of  Trade.  Such  a  con- 
tract obligates  the  seller  to  deliver  and  the  buyer  to  accept  a  specified 
Suantity  of  grain  at  a  specified  price  during  a  specified  future  month, 
t  is  beUeved  by  some  that  this  particular  typo  of  speculation  is  evil, 
and  that  such  speculators  are  more  nearly  akin  to  gamblers  than  to 
OTain  owners.  If,  like  the  gambler,  the  risks  assumed  by  these  specu- 
lators are  self-created,  and  the  gains  of  one  depend  upon  nothing 
save  the  losses  of  another,  this  opinion  is  justified.  If,  however,  these 
speculators  assume  those  risks  which  are  inevitably  incident  to  the 
ownership  of  property,  and  if  at  the  same  time,  the  burden  of  those 
risks  is  removed  from  the  actual  owners  of  the  grain,  it  must  bo  mani- 
fest that  such  speculators  are  not  engaged  in  the  banality  of  gambling, 
but  are  performing  an  important  ana  valuable  function  incident  to 
grain  ownei-ship.  That  tne  latter  function  is  performed  by  such 
speculators  will  be  pointed  out  in  connection  with  the  discussion  of 
hedging. 

Note. — In  the  following  authorities,  speculation  is  defined  and  it  is  shown  that 
speculation  is  a  necessary  incident  to  the  ownership  of  property  where  the  price  of 
such  property  is  subject  to  fluctuation.  These  autnorities  also  distinguish  between 
speculation  and  gambling. 

Boyle  on  Speculation  and  the  Chicago  Board  of  Trade,  pages  116, 117,  120. 
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Hadley  on  Speculation,  see  article  in  The  Functions  of  Legitimate 
pi^  217. 
Report  of  the  Industrial  Commission,  volume  6,  page  5. 
Emery  on  Speculations  in  the  United  States,  pages  98-100, 101-105. 

Hedging  is  highly  beneficial,  not  only  to  grain  dealers,  but  also  to 
all  gram  producers  and  grain  consumers. 

It  has  been  pointed  out  that  all  grain  owners  are  speculators.  Sacfa 
owners  profit  by  an  advancing  market,  and  lose  by  a  decliniiig  mar- 
ket. This  does  not  necessarily  mean  that  a  rising  market  inevitably 
brings  gain,  and  that  a  declining  market  inevitably  brings  loss.  In 
certain  branches  of  the  grain  business  (as  in  the  case  of  farmers  and 
elevator  owners)  the  purchase  or  acquisition  of  grain  ordinarily  pre- 
cedes its  sale.  But  in  other  branches  of  the  business,  sale  frequently 
precedes  either  purchase  or  acquisition.  Thus,  exporters  may  not 
wish  to  incur  the  risk  of  purchasmg  grain  at  home  without  a  definite 
contract  for  its  sale  abroad.  The  sale  abroad  must  necessarily  be  foi 
future  delivery,  as  foreign  dealers  must  have  advance  assurance  of  a 
definite  supply,  and  the  time  consumed  in  transportation  may  be 
considerable.  Again,  the  manuf  actiu'ers  of  grain  products  may  con- 
tract  to  sell  the  output  of  their  mills  mamr  months  in  advance  of 
actual  manufacture.  These  illustrations  sufficiently  disclose  that  if  an 
industry  is  practically  conducted,  the  sale  of  grain  or  its  products 
must  frequently  precede  its  acquisition.  In  all  such  cases,  a  declin- 
ing market  brings  gain,  while  a  rising  market  brings  loss. 

As  the  grain  busmess  is  practically  conducted  there  is  necessarily 
a  considerable  lapse  in  time  between  grain  production  and  grain  con- 
sumption. This  is  not  merely  because  of  the  delays  incident  to 
transportation,  but  because  grain  must  be  harvested  during  definite 
montns,  whereas  consumption  is  distributed  over  the  entire  year. 
Of  course,  all  grain  is  owned  by  some  one  from  the  time  of  its  produc- 
tion to  its  consiunption.  Necessarily  this  ownership,  whether  in  one 
person  or  many,  must  continue  in  most  cases  over  the  period  of  many 
montlis.  Durmff  this  time  the  owners  would  be  subject  to  the  specu- 
lative risks  incident  to  ownership,  unless  some  means  were  devised 
whereby  these  speculative  risks  might  be  shifted  to  others  willing  to 
assume  them.  The  system  of  future  trading  in  vogue  on  the  Chicago 
Board  of  Trade  is  the  means  which  has  been  devised  to  shift  the 
speculative  risks  incident  to  the  ownership  of  grain.  This  system  of 
trading  equally  shifts  the  speculative  risk  incident  to  the  making  of 
contracts  to  deliver  grain  or  grain  products  which  are  not  owned  at 
the  time  of  the  execution  of  such  contracts. 

The  precise  manner  in  which  these  speculative  risks  are  shifted  is 
very  simple.  In  October  a  country  elevator  purchases  grain  from  a 
farmer,  with  the  expectation  of  shipping  and  selling  the  grain  during 
some  later  month.  At  or  about  the  time  of  the  purchase  the  elevator 
owner  sells  an  equal  amount  of  the  same  grain  tor  future  delivery  on 
the  Chicago  Board  of  Trade.  This  sale  is  made  at  a  price  sufficient 
to  cover  the  cost  of  the  grain,  carrying  and  freignt  charges,  and  a  fair 

})rcfit.  By  this  process  the  elevator  owner  becomes  immune  from 
osses  due  to  a  declining  market.  If  the  market  declines,  the  grain 
in  his  elevator  becomes  less  valuable,  but  this  loss  is  offset  by  the 
gain  which  he"  realizes  on  his  Chicago  contract.  Under  such  circum- 
stances he  is  said  to  be  "hedged  '  and  the  process  by  which  his 
speculative  risk  was  shifted  is  Imown  as  "  hedgmg." 
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This  identical  process  may  be  used  to  shift  the  speculative  risk  of 
the  exporter  who  has  contracted  to  sell  grain  abroaa  in  advance  of  his 
actual  purchase  of  the  grain.  The  exporter  merely  buys  an  equal 
amount  of  the  same  grain  for  future  delivery  on  the  Chicago  market, 
at  a  price  which  will  later  enable  him  to  deliver  the  wheat  abroad  at 
a  fair  profit.  He  thereupon  becomes  hedged,  and  is  immune  from 
losses  due  to  a  rising  market. 

In  the  two  illus^ated  cases  the  elevator  owner  resorted  to  the 
process  of  hedging  to  avoid  the  speculative  risk  incident  to  the  owner- 
ship of  grain  and  the  exporter  resorted  to  the  same  process  to  avoid 
the  speculative  risk  inciaent  to  his  contract  of  sale.  In  both  cases, 
however,  the  risks  were  not  entirely  eliminated,  but  merely  shifted 
from  one  person  to  another.  The  risk  itself  is  no  more  capable  of 
being  eliminated  than  matter  is  capable  of  being  eliminated.  The 
ownership  of  grain  and  the  speculative  risk  of  a  declining  market 
are  one  and  inseparable.  Similarly  a  contract  to  deliver  grain  in 
the  future  and  the  speculative  risk  of  a  rising  market  are  one  and 
inseparable. 

How,  then,  are  the  elevator  owner  and  the  exporter  to  avoid  the 
risks  incident  to  theii*  respective  relationships?  Only  by  finding 
others  who  are  willing  to  assume  the  risks  sought  to  be  avoided  by 
themselves.  But  who  can  be  found  willing  to  assume  such  risks? 
Obviously  some  one  who  is  willing  to  risk  a  speculative  loss  in  the  hope 
of  making  a  speculative  profit.  In  other  words,  the  speculative  risks 
of  the  elevator  owner  and  the  exporter  can  only  be  shifted  to  those 
who  are  willing  to  speculate  upon  the  price  of  grain.  Unless  the 
risk  is  shifted  the  elevator  owner  and  tne  exporter  are  themselves 
speculators.  By  the  process  of  hedging  the  elevator  owner  and  the 
exporter  become  conservative  business  men,  and  the  speculative  risk 
is  assumed  by  those  whose  business  it  is  to  assume  such  risks.  In 
this  way  the  speculator,  in  effect,  insures  the  elevator  owner  and  the 
exporter  against  losses  due  to  declining  or  advancing  prices.  The 
function  of  the  speculator  is  identical  with  that  of  the  many  insurance 
companies  which  insure  against  losses  due  to  fire,  death,  accident, 
bad  debts,  tornadoes,  sickness,  theft,  liability,  riots,  etc. 

In  effect,  all  of  these  insurance  companies  are  speculators  in  their 
respective  fields.  Yet  no  one  doubts  that  these  companies  perform 
a  valuable  economic  function.  As  the  re3u]t  of  insm-ance,  losses 
cease  to  be  individual  losses  and  become,  in  a  sense,  community 
losses.  Instead  of  one  person  sufferoing  a  large  loss,  many  persons 
suffer  a  small  loss.  Furthermore,  insurance,  by  adding  to  the  safety 
of  business  operations,  permits  business  to  fee  conducted  upon  a 
smalJer  margin  of  profit,  thus  benefiting  the  community  at  large. 
For  these  and  other  reasons  the  economic  value  of  insurance  is 
undisputed.  Speculation  in  the  grain  business  performs  the  identical 
function  which  is  performed  by  insurance  in  other  industries.  As 
marine  insurance  (for  example)  removes  from  the  shipowner  the 
perils  of  the  sea.  so  speculation  removes  from  the  grain  owner  the 
r*erils  of  fluctuating  prices. 

As  the  business  is  now  conducted,  grain  dealei*s  may  be  divided 
into  two  classes— speculative  and  nonspeculative.  The  speculative 
dealers  are  the  speculators,  technically  so-called.  The  nonspeculative 
dealers  consist  generally  of  dealers  in  cash  grain,  millers,  ware- 
housemen, exporters,  general  distributors,  consumers,  and  govern- 
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ments.  These  dealers,  classed  as  nonspeculative;  are  enabled  to 
avoid  specidation  by  transferring  to  the  speculators  the  unavoidable 
risks  incident  to  a  fluctuating  market.  If  specidation  were  abol- 
ished, the  transfer  of  these  risks  would  be  no  longer  possible  and  all 
grain  dealers  who  now  avoid  speculation  by  hoaging  woidd  neces- 
sarily become  speculators. 

Hedging  operations  also  play  an  important  r61e  in  connection  with 
banking.  As  a  practical  matter,  elevator  owners  and  other  grain 
dealers  owning  grain  in  store,  usually  borrow  from  the  banks  the 

freater  proportion  of  the  purchase  price  of  such  grain.  From  a 
anking  standpoint  the  amoimt  of  credit  which  wUl  be  extended  to 
such  owner  depends  entirely  upon  the  question  whether  the  grain  i? 
hedged.  No  conservative  bank  wDl  make  an  unseciu'ed  loan  to  a 
small  grain  dealer  who  does  not  hedge  his  holding.  The  reason  i^ 
that  any  considerable  decline  in  prices  might  result  in  the  bankruptcy 
of  such  an  owner.  Bankers  make  loans  to  business  men,  but  not  to 
speculators.  Inasmuch  as  the  present  margin  of  profit  on  the  pur- 
chase and  sale  of  grain  approximates  only  1  per  cent  of  the  purchase 
price,  it  is  obvious  that  only  a  slight  market  decline  is  required  to 
.  turn  this  profit  into  a  loss.  The  result  is  that  bankers,  having  in 
m'md  the  welfare  of  their  custemers,  as  well  as  their  own  security, 
practically  require  grain  dealers  to  hedge  their  holdings. 

The  benefit  of  hedging  to  the  grain  dealer  has  been  sufficiently 
shown.  How  does  hedging  benefit  the  public?  By  narrowing  the 
dealer's  margin  of  profit,  thus  increasing  the  price  paid  to  the  farmer 
and  reducing  the  price  to  the  consumer.  That  such  is  the  actual 
effect  can  not  be  doubted.  Except  for  the  elimination  of  risk 
through  hedging,  dealers  would  necessarily  increase  their  mat^in  of 
profit  to  offset  the  additional  risk  assiuned.  Thus  the  dealer's  mar- 
gin of  profit  on  hay  or  seed,  which  can  not  be  hedged,  is  approxi- 
mately tnree  to  five  times  as  great  as  on  wheat  or  com.  Again 
the  margin  of  profit  on  grain  in  the  United  States,  where  hedeing  b; 
constancy  practiced,  is  very  substantially  lower  than  in  foreign 
countries,  wnere  hedging  is  unknown. 

Even  more  conclusive  is  the  fact  that  the  margin  of  profit  on 
grain  in  the  United  States  is  lower  than  upon  any  other  stable  com- 
modity. These  facts  demonstrate  the  practical  and  economic  value 
of  hedging  to  both  producer  and  consumer. 

Note. — ^The  following  authorities  describe  hedging,  and  point  out  the  economical 
advantages  of  hedging  to  the  producer  and  consumer  of  grain,  as  well  as  to  those  en* 
gaged  in  the  grain  business: 

Weld  on  the  Marketing  of  Farm  Products,  337-347. 

Boyle  on  Speculation  and  the  Chicago  Board  of  Trade,  34-37,  166-179, 

Opinion  of  Mr.  Justice  Holmes  in  Board  of  Trade  t\  Christie,  198  U.  S.  249. 

Final  Report  of  U.  S.  Industrial  Commission,  vol.  19,  p.  186. 

Emery  on  Speculation,  108. 

There  can  be  no  hedging  by  grain  dealers  unless  persons  other 
than  grain  dealers  are  permitted  to  speculate.  To  prohibit  such 
speculation  by  persons  other  than  grain  dealers  is  merely  to  compel 
grain  dealers  to  become  speculators. 

There  are  persons  who  profess  to  believe  that  there  could  be  a 
satisfactory  hedging  market,  even  if  all  speculation  was  eliminated. 
The  fallacy  of  this  position  is  obvious.  We  have  seen  that  the  owner 
of  unhedged  grain  speculates  upon  the  price  of  his  grain  durinjg  the 
period  of  nis  ownership.    This  speculative  risk  is  one  of  the  inevitable 
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incidents  of  ownership.  So  long  as  the  ^ain  itself  remains  in  exist- 
ence, its  value  is  certain  to  increase  or  decrease  with  the  rise  or  fall 
of  the  market.  Any  such  decrease  in  value  necessarily  spells  loss 
to  the  owner.  How,  then,  is  the  owner  to  escape  the  nsk  of  a  fall- 
ing market,  unless  some  one,  other  than  the  owner,  is  permitted  to 
assume  the  risk  which  the  owner  seeks  to  avoid  ?  True,  the  owner 
may  shorten  the  period  of  his  risk  by  selling  the  grain.  It  is  equally 
true  that  he  may  altogether  avoid  the  risk  by  not  buying  it.  But 
the  sfJe  of  the  grain  does  not  end  the  risk;  it  merely  passes  it  on  to 
the  new  owner.  The  grain  must  be  owned  by  some  one  from  pro- 
duction to  consumption.  And  inevitably  incident  to  this  owner- 
ship is  the  speculative  risk  of  a  falling  market.  The  purpose  and 
function  of  hedging  is  to  shift  this  speculative  risk  from  grain  owners 
to  others.  But  since  the  risk  to  be  shifted  is  speculative,  and  since 
anyone  who  assumes  such  a  risk  is  necessarily  a  speculator,  it  should 
be  apparant  to  anyone  that  hedging  -without  speculation  is  simply 
impossible. 

!But  it  is  argued  that  in  any  considerable  grain  market,  such  as 
the  Chicago  Board  of  Trade,  there  are  hedging  buyers  ana  hedging 
sellers  who  may  trade  with  each  other.  The  answer  is  that  there 
would  never,  at  any  one  time,  be  a  proper  balance  between  hedging 
buyers  and  sellers.  During  a  particular  hour  or  day,  hedging  seDers 
might  have  for  sale  2,000,000  bushels  of  wheat,  and  hedging  buyers 
might  wish  to  buy  only  1,000,000  bushels  of  wheat.  Inevitably 
sellers  for  1,000,000  bushels  would  find  no  purchasers.  The  effect 
would  be  to  create  such  competition  among  tne  sellers  that  the  price 
would  be  inordinately  depressed.  The  result  is  a  double  evil — 
inability  to  hedge  supplemented  by  an  unstable  market.  During 
certain  seasons,  these  evils  would  be  so  pronounced^as  to  invite 
disaster.  In  the  fall,  the  farmers  sell  their  grain,  and  the  elevator 
owners  purchase  such  grain  to  the  extent  of  many  millions  of  bushels. 
The  elevators  hedge  against  thesp  purchasers  by  selling  futures.  But 
at  this  particular  time  of  year,  there  would  never  be  enough  hedging 

f)urchasers  to  absorb  even  a  substantial  part  of  the  grain  offered 
or  sale  by  the  elevators.  The  result  would  be,  first,  inability  of  the 
elevators  to  hedge,  and  second,  depressed  prices  due  to  an  excess 
of  sellers  over  buyers.  These  considerations  amply  demonstrate 
that  without  speculation,  hedging  becomes  a  practical  impossi- 
bility. 

Note. — ^The  following  authorities  point  out  that  there  can  be  no  sufficient  market 
for  hedging  without  speculation,  and  that  unless  speculation  is  permitted  by  those 
who  are  not  engaged  in  the  grain  business,  the  practical  effect  will  be  to  compel  grain 
dealers  to  become  speculators:  Weld  on  the  Marketing  of  Farm  Products,  347-349; 
Boyle  on  Speculation  and  the  Chicago  Board  of  Trade,  176,  177,  178. 

Speculation  in  grain  bv  persons  other  than  grain  dealers,  is  useful 
and  beneficial  ana  should  not  be  abolished. 

Market  stability. — Some  persons  believe,  or  profess  to  believe,  that 
speculation  causes  wide  price  fluctuations.  The  reverse  is  true, 
peculation  minimizes  such  fluctuations.  Its  effect  is  to  steady  and 
stabilize  the  market.  Normally,  when  the  supply  is  large,  prices  are 
low.  In  the  grain  business,  it  is  invariably  true  that  immediately 
after  harvest,  the  supply  is  large  and  the  demand  comparatively 
small.  At  this  particular  time,  speculators  purchase  grain  and  carry 
it  until  the  day  of  need.    These  purchases,  coming  at  a  time  when  the 
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supply  is  large  and  the  demand  is  small,  tend  to  maintaiii  prices. 
Later,  but  before  another  harvest,  the  supply  is  small  and  the 
demand  comparatively  great.  At  this  time  the  speculators  sell,  and 
this  selling  tends  to  prevent  undue  inflation  of  prices.  Thus  specula- 
tion creates  a  demand  when  ^ain  is  plentiful  and  prices  are  low, 
and  offers  a  supply  when  gram  is  scarce  and  prices  are  high.  The 
effect  undoubtedly  is  to  stabilize  the  market. 

Generally  speaking,  there  are  inevitablv  wider  fluctuatioiis  in  a 
small  market  than  in  a  large  market.  Tnis  may  be  illustrated  by 
comparing  the  Chicago  grain  market  with  the  Kansas  City  grain 
market.  In  the  Chicago  market,  the  volume  of  business  is  so  great 
that  an  offer  in  the  pit  of  500,000  or  even  1,000,000  bushels  of  grain 
would  cause  very  little  market  fluctuations.  But  were  it  not  for  the 
Chicago  market,  an  offer  of  that  amoimt  of  grain  in  the  Kansas  City 
market  would  cause  a  considerable  downward  fluctuation.  This 
illustrates  that  a  large  market  is  less  subject  to  violent  fluctuations 
than  a  small  market,  and  since  a  large  market  is  made  by  speculation, 
it  follows  that  speculation  stabilizes  the  market  and  minimizes  price 
fluctuations. 

Note. — The  following  authorities  point  out  that  speculation  has  the  effect  of  sta- 
-bilisiog.the  market  and  minimizing  price  fluctuations:  Boyle  on  Speculation  and  the 
Ohica^  Board  of  Trade,  122,  179;  Opinion  of  Mr.  Justice  Holmes  in  Board  of  Trade 
V.  Chnstie  (198  U.  S.  247);  Hadley  on  Speculation,  see  Article  in  the  Functions  of 
Legitimate  Exchanges,  221,  222;  Weld  on  the  Marketing  of  Farm  Products,  351; 
Emery  on  Speculation,  121, 122,  127. 

Breadth  of  market. — ^Another  beneficial  effect  of  speculation  is  to 
broaden  the  market.  The  speculators  are  ever  present  in  the  pit, 
ready  to  buy  or  sell  upon  the  slightest  market  variations.  The  com- 
bined purchasing  capacity  of  this  entire  body  of  speculators  is  far 
in  excess  of  the  supply  of  actual  grain;  so,  on  the  other  hand,  is  their 
combined  selling  capacity  far  in  excess  of  the  demand  for  actual  erain. 
Thus,  farmers  and  others  having  actual  grain  to  sell,  are  always 
certain  to  find  buyers;  equally,  millers  and  others  desiring  to  con- 
tract for  a  supply  of  actual  grain  are  always  certain  to  find  sellers. 
The  result  is  a  broad,  active  and  continuous  market  which  is  capable, 
at  any  particular  moment,  of  (1)  supplying  any  demand  whicn  may 
be  made  for  actual  grain,  (2)  absoromg  anv  supplj;  of  actual  grain 
which  may  be  offered  for  sale,  as  well  as  (3)  insuring  against  loss, 
grain  owners  and  others  who  seek,  through  hedging  operations,  to 
avoid  the  speculative  risks  incident  to  grain  ownership. 

In  this  connection,  it  should  be  pointed  out  that  no  market  can  be 
free,  open  and  competitive  unless  there  be  perfect  freedom  of  action 
as  to  buyers  and  sellers.  Any  restriction  as  to  the  persons  who  may 
buy  or  sell,  or  as  to  the  quantities  which  may  be  nought  and  sold, 
necessarily  restricts  and  circumscribes  the  market,  and  tends  to 
impair  or  destroy  its  efficiency. 

NoTB. — ^The  foUowing  authorities  point  out  that  speculation  broadens  the  market 
and  makes  it  possible  at  any  particular  moment  to  ouy  or  sell  any  desired  amount 
of  grain  either  for  actual  delivery  or  for  hedging  purposes:  Boyle  on  Speculation 
andf  the  Chicago  Board  of  Trade,  176-180. 

RegfidrcUion  of  values. — ^A  third  beneficial  effect  of  speculation  is 
that  it  determines  and  registers  values.  Thus,  any  grain  owner  at 
any  particidar  moment  may  ascertain  the  precise  salable  value  of 
his  holdings.  Compare,  in  this  respect,  the  owner  of  ^ain  with  the 
owner,  for  example,  of  real  estate.    The  two  conunodities  are  perhaps 
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equally  fluctuating  in  price,  and  hence  equally  speculative.    But  the 

Erecise  value  of  land  is  almost  hopel^sly  problematical:  it  can  only 
e  determined  by  the  price  which  some  customer  is  willing  to  pay. 
The  customer  may  be  difficult  to  find;  days,  months,  or  years -may 
be  given  over  to  ms  discovery.  After  his  discovery,  many  days  more 
may  be  consumed  in  price  negotiations.  These  negotiations  finally 
determine  the  salaMe  value  of  the  land.  As  opposed  to  this,  the 
grain  owner,  at  any  particular  moment  of  any  particular  day,  may 
ascertain  t&e  precise  salable  value  of  his  grain,  and  if  he  desu'es,  ito 
sale  may  be  effected  almost  instantaneously.  Thus,  all  grain  owners 
benefit  by  accurate  and  continuous  market  quotations.  Such  quo- 
tations are  made  possible  largely  as  the  result  of  speculation,  for 
without  speculation  (as  we  have  seen)  there  could  not  be  a  sufficiently 
broad  ana  active  market  to  make  such  quotations  either  accurate  or 
continuous. 

NoTB. — The  following  authoritieB  point  out  the  value  of  speculation  in  connection 
with  the  detennination  and  registration  of  market  values:  Boyle  on  Speculation  and 
the  Chicago  Board  of  Trade,  1^;  Emery  on  Speculation,  120. 

Effkd  an  monopoly.— A  fourth  and  perhaps  the  greatest  advantage 
of  speculation  is  that  it  prevents  monopoly.  This  may  best  be  dem- 
onstrated by  considering  the  natural  tendencies  of  the  grain  business 
in  the  alienee  of  a  specidative  grain  market.  Without  speculation, 
as  we  have  already  shown,  hedging  would  become  impossible,  and 
elevator  owners,  who  now  hedge  practically  all  of  their  holdings, 
would  be  compelled  to  assume  the  risks  of  ownership  between  the 

{>eriods  of  production  and  consumption.  Furthermore,  with  specu- 
ation  prohibited,  and  all  speculative  purchasers  driven  from  the 
market,  there  would  be  no  one  interested  in  purchasing  grain  between 
the  periods  of  production  and  consumption  except  the  elevator 
owners  and  a  comparatively  small  array  of  grain  dealers  whose 
interests  would  be  identical  with  the  elevator  owners.  As  a  matter 
of  habit  and  history,  if  not  as  a  matter  of  necessity,  the  farmer  sells 
his  grain  shortly  after  harvest.  The  ultimate  consumer,  on  the  other 
hand,  does  not  buy  except  as  his  needs  are  manifest.  So  that,  in 
most  cases,  the  ultimate  consumer  buys  lon^  after  the  farmer  has 
sold.  Hence  (in  the  nonspeculative  market  woich  we  have  assumed) 
the  elevator  owners  and  their  allied  dealers  would  be  mutually  inter- 
ested in  buying  from  the  farmers  at  the  lowest  possible  price  and 
selling  to  the  consumers  at  the  highest  possible  price. 

In  the  present  speculati^  e  marJket  tiiere  are  no  such  conflicting 
interests,  lor  the  dealers  and  elevator  owners  hedge  their  purchases 
at  the  time  they  are  made;  hence,  they  have  nothing  to  gain  either 
by  purchasing  at  low-price  le\els  or  by  selling  at  high-price  levels. 
But  in  the  assumed  nonspeculative  market,  all  dealers  and  elevator 
owners  would  become  adversely  interested  both  to  the  larmer  and 
the  ultimate  consumer >  their  interests  would  be  to  buy  low  and  sell 
high.  And  both  at  the  time  of  buying  and  selling  they  would  be  free 
from  the  enormous  competition  of  the  speculators  wnose  combined 
selling  and  buying  capacity  now  largely  exceeds  their  own.  In  other 
words,  the  prohibition  of  speculation  would  not  only  make  it  to  the 
interest  of  dealers  and  elevator  owners  to  combine  against  both 
producers  and  consumers,  but  at  the  same  time  such  prohibition 
would  r^aider  such  a  combination  comparatively  easy  by  eliminating 
the  powerful  competition  which  now  renders  such  a  combination 
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impossible.  By  thus  creating  the  incentive  for  such  a  combination, 
and  at  the  same  time  making  its  accomplishment  comparatively 
easy,  the  result,  in  the  present  state  of  humim  nature,  can  hardly 
be  regarded  as  doubtful.  Beyond  ail  question,  a  nonspeculative 
market  would  tend  to  concentrate  the  ^ain  business  into  a  few 
powerful  hands.  Indeed,  imder  such  cimditions,  it  woidd  be  impos- 
sible,  as  at  present,  to  engage  in  the  gram  business  on  a  small  capital. 
This  is  now  possible  because  dealers  may  operate  largely  on  credit, 
without  the  risk  of  loss  from  fluctuaticoifi  in  price.  But  it  there  were 
no  market  for  hedging,  and  dealers  werie  reouired  to  assume  the  risk 
of  a  falling  market,  it  is  obvious  that  a  small  dealer,  operating  ext^- 
sivel^  on  credit,  might  suffer  the  loss  of  his  entire  capital  on  a  com- 
paratively small  market  decline.  Such  conditions  would  speedily 
drive  the  small  dealer  from  the  market,  and  increase  the  tendency 
toward  monopoly. 

NoTE.-^The  following  authorities  point  out  that  speculation  prevents  monopoly 
and  insures  active  and  continuous  competition  in  the  purchase  and  sale  of  grain: 
Boyle  on  Speculation  and  the  Chicago  Board  of  Trade,  181. 

The  evils  incident  to  speculation  are  largely  exa^erated.  While 
the  system  may  not  be  perfect  its  advantages  so  far  outwei^  its 
deficiencies  that  its  attempted  prohibition  would  result  in  little 
economic  benefit  and  very  considerable  economic  harm. 

Gambling, — ^The  difference  between  speculation  and  gambling  has 
been  pointed  out.  It  has  also  been  shown  that  a  speculator,  who 
buys  or  sells  in  the  open  market  performs  a  valuable  economic 
function.  On  the  other  hand,  if  A  merely  makes  a  bet  with  B  that 
the  market  will  go  higher  or  lower,  nothing  of  economic  value  is  the 
result.  Such  a  transaction  is  gambling  pure  and  simple.  Such  is 
the  character  of  transactions  in  so-called  **  bucket  shops."  In  such 
a  place  the  ''customer"  buys  grain  at  the  current  price  indicated  on 
a  blackboard.  The  ''proprietor"  fills  the  order  oy  "selling"  the 
grain  to  the  customer  at  the  specified  price.  The  order  is  not  executed 
on  any  competitive  market.  Neither  customer  nor  proprietor  intends 
the  delivery  of  any  grain.  Later,  the  customer's  "purchase"  is 
offset  by  a  "sale"  at  the  blackboard  price  then  current.  A  settlement 
is  then  made  on  the  basis  of  price  differences,  to  the  disadvantage 
of  the  customer  by  two  unearned  commission  charges.  In  every 
such  settlement,  the  loss  of  the  customer  is  the  gain  of  the  proprietor, 
or  vice  versa.  Obviously,  such  a  transaction  involves  none  of  the 
elements  of  a  legitimate  speculation  in  grain.  In  the  first  place,  the 
legitimate  speculator  buys  and  sells  in  the  open  market.  His  pur- 
chase and  sale  price  not  only  follows  but  actually  determines  and 
registers  the  market  price  for  the  time  being.  This  is  not  true  of  a 
bucket-shop  transaction.  In  the  next  place,  the  speculator  makes  a 
contract  wnich  calls  for  the  delivery  of  actual  grain.  If  he  is  the 
seller,  delivery  may  be  demanded  of  him;  if-he  is  the  buyer,  he  may 
compel  delivery  under  his  contract.     This  is  not  true  of  a  bucket-shop 

transaction. 

Again,  the  speculator,  irrespective  of  his  own  purposea,  is  dealine 
in  a  market  where  actual  grain  is  being  purchased  and  sold  and 
where  actual  ^ain  owners  are  very  largely  engaged  in  hedging  opera- 
tions for  then*  own  protection.  For  reasons  sufficiently  given,  a 
speculative  purchase  or  sale  in  such  a  market  is  of  unquestionable 
economic  benefit.    None  of  these  things  are  true  of  bucket-^op 
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.iiitmmmiate  Hm  artiui  defiveiy  of  tbe  gimm.  Unquestaonably  ihaee 
rni.t;u.tieB  m  as  faor  jtt  it  is  pr»c4iicahle  to  go  towaid  the  suppittaBion 
>f  ^aabljiig  in  srain.  In  Illiiaois  tbe  eomts  brnve  eatistiiied  iht 
Latxcties  so  stiicuy  in  some  cases  as  ereai  to  jec^paidise  legitimate 
vpeculaJtiosL  But.  notnitfastandiog  tbe  statutes  and  tbeir  strict 
.:»iistj^cK^ioii  in  Ubiiois  and  eisevbeiew  tbe  bucket  ^k^  continiied 
o  flaunt  mtd  timr  simfaeaaian  was  btoiagbt  about  by  tbe  Chicago 
i  »c»fij*d  -of  Ikade  itself.  This  was  aocomphsbed  by  a  denes  of  lit%ated 
taaes  wikBrem  tbe  bucket  shops  wes«  finally  enjoined  from  using  tbe 
"(nitJnuBiaB  nariket  <qpiotatMns,  which  weiv  held  to  be  tbe  exefaisire 
^»r<^>p€9tT  of  tbe  Chicaso  Boud  of  Trade.  This  principku  estab- 
Li^riied  by  tbe  Snpneme  Oomt  oi  tbe  United  States,  has  since  enabled 
•  Hi*  It^gjtiniate  ex<'haii@es  to  stamp  out  practically  every  biM^cet  sfat^ 
in  Tihe  United  States.  It  thus  anpears  that  ga.mbling  and  specula- 
tdon  sLPe  to  be  widely  difieraitiated.  Instead  oi  permitting  or  encour- 
asring  gambling,  the  Intimate  exchanges  aie  its  most  i^elentleBB 
euemi^  and  hMxe  exei^eised  all  <rf  their  powecB  to  bring  about  its 


T>oy],eaR^fBanlaBtkmm!Bd1slubiJka^  Had^«a^ec»- 

latiuiL,  flee  anacle  in  tbe  FuDdaoBfi  of  l3ie  LpgJtiTnite  KxrhtiTigea,  221-222. 


Mariui  wmmipwkctiam  c^fid  eormen, — ^It  is  frequently  mged  that  a 
BpecmlatiaTe  masket  lends  itself  to  market  manipulation,  fictitious 
prioes,  asul  corner.  Tbe  reverse  is  tnae.  A  ^lecolatare  maiicei  is  a 
t'.ont3i£BOQ6  battle  gnmnd  wbeieon  is  waged  an  micnding  ccmflict  be- 
rvrofm  pompetitiive  intetests.  Such  a  market  aff<»dB  ihm  gnsatiest 
;>OBBiide  meafiue  of  psotectioa  against  ^tber  manipulation,  fietitaoas 
])iioe&  er  con&eEfi.  This  does  not  mean  that  a  speculative  maricet  is 
aimohilely  free  frcon  market  manipulataan.  But  tbe  manipulaticm 
does  not  nfisnlt  iram.  the  speculative  daaiacter  of  the  wmabiz  on 
:iie  GontTBry,  it  exists  (if  at  all)  in  spite  of  tbe  speculative  cfaaiacter 
(ff  the  market.  Tlae  £act  is  that  all  commodity  markets  are  sid>ject 
w  roasiipvlation.  but  it  is  moie  difficult  to  manipulate  a  speculative 
market  than  a  noaispeculative  market.  Ordinary  commodities,  not 
deilt  in  on  eKC^anges.  and  particnlaiiy  those  subject  to  the  influence 
'if  moDopoiy^  mt^  subject  to  eomparativriy  easy  price  maoiipulation. 
But  the  manipulation  of  tbe  grain  market  in  a  pit  filled  with  antago- 
nistic sg^eculatoTB  is  a  ta^  of  much  greater  difficulty. 

What  is  tzToe  of  manipniatacMi  is  ntwe  notably  true  <i  comers. 
Is  tt  oompetittve  market  of  the  jMwent  magnitmie  of  the  (Chicago 
Board  of  Trade,  a  comer  is  practically  impossible.  In  the  early 
aavK.  a  few  eomer«  were  snce«fully  operated,  and  tbe  spectacular 
pnbbdty  which  attended  them  has  kept  alive  in  iim  pubhc  mind 
the  poBfiibdlxty  of  their  lecmrence.  In  point  of  fact,  no  socb  recur- 
rence is  now  possibie.  In  the  first  place,  any  attempt  to  operate  such 
a  oomor  m  za  viotatioa  of  tbe  Federal  anti-trust  laws.  (U.  S.  r. 
Patton,  236  U.  S.^  525.)  In  tbe  second  piaea,  the  competitive  condi- 
tioDB  ittd  other  difficulties  militating  against  the  successful  operation 
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of  such  a  comer  would  be  unsurmountable.  Aside  from  all  of  this, 
the  profit  now  to  be  expected  from  running  a  successful  comer  would 
not  compensatefor  the  risk.  Formerly,  a  person  who  was  successful 
in  cornering  the  market  could  compel  the  snorts  to  coyer  by  purchase 
ing  from  him  at  a  price  fixed  by  nimself .  Under  the  present  rules 
of  the  Chicago  Board  of  Trade,  this  is  no  longer  possible.  Now,  if 
a  short  fails  to  make  delivery,  he  is  merely  reqmred  to  respond  in 
damages  for  the  difference  between  his  contract  price  and  the  actual 
commercial  value  of  the  grain  which  he  agreed  to  deliver.  In  the 
case  of  a  fictitious  market  due  to  a  comer,  this  actual  commercial 
value  would  be  materially  less  than  the  market  price.    The  profitable 

Eossibility  of  the  spectacular  sq^ueeze  has  thus  been  eliminated 
y  the  simple  process  of  a  change  m  the  rules  of  the  board  of  trade. 
In  this  connection,  it  may  be  pointed  out  that  while  prices  may 
undoubtedly  be  advanced  by  nianipulation,  particularly  where 
manipulation  goes  so  far  as  to  establish  a  comer,  it  is  impossbile 
to  permanently  manipulate  prices  downward.  The  reasons  for  this 
will  be  pointed  out  in  connection  with  the  subsequent  discussion  of 
short  sales. 

Note. — ^The  following  authorities  discuBB  the  subject  of  comers  and  market 
manipulation:  Weld  on  the  Marketing  of  Farm  Products,  321;  Boyle  on  Specula- 
tion and  the  Chicago  Board  of  Trade,  62-78,  143-152;  £mer>'  on  Speculation,  173. 

Sh^yrt  sales, — It  is  sometimes  ar^ed  that  admitting  the  economic 
desirability  of  a  speculative  marKet,  there  should  nevertheless  be 
prohibition  of  short-selling.  The  argument  is  that  the  short  seller 
unnaturally  depresses  prices  by  throwing  upon  the  market  a  non- 
existent and  fictitious  supply  of  grain.  The  fallacies  of  this  argu- 
ment are  easily  demonstrable.  In  the  first  place,  to  permit  specula- 
tive bujdng  and  at  the  same  time  to  pronibit  speculative  selling 
would  utterly  upset  the  balance  of  the  market.  In  effect,  such  a 
law  would  say  to  the  speculator,  "You  may  speculate  if  you  buy 
first  and  sell  last,  but  not  if  you  sell  first  and  buy  last."  ^  Such  a 
mandate,  at  least  theoretically,  would  permit  the  speculative  ''bulls'' 
to  manipulate  prices  upward  ad  infinitum,  without  the  slightest  fear 
of  any  counteracting  influence  from  the  "bears."  Of  course,  the 
practical  effect  of  such  a  condition  would  be  to  destroy  the  speculative 
market  entirely. 

But  what  force  has  the  suggestion  that  short  selling  depresses 
prices  by  creating  a  fictitious  supply  of  grain?  If  there  was  no 
method  of  judging  the  supply  except  by  the  amounts  offered  for 
sale,  the  argument  would  be  forceful.  But  in  such  a  market  as  the 
Chicago  Board  of  Trade,  when  publicity  is  given  to  every  fact. 

Sathered  from  every  comer  of  the  world,  which  Dears  in  the  slightest 
egree  upon  the  question  of  grain  supply,  the  amount  of  grain 
offered  for  sale  by  short  selling  speculators  neither  deserves  nor 
receives  the  slightest  consideration  as  bearing  upon  the  question  of 
actual  supply.  It  follows  that  short-selling  does  not  create  a  fic- 
titious supply  of  grain,  and,  of  course,  this  disposes  of  the  argument 
that  a  fictitious  supply  depresses  prices. 

There  are  further  reasons  why,  in  the  nature  of  things,  short 
selling  can  not  have  the  effect  of  depressing  prices.  In  the  fir»t 
place,  any  short  sale  is  a  purchase  as  well  as  a  sale.  There  must 
DC  a  buyer  else  there  can  be  no  seller.     If  there  are  "bears"  wiliini; 
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to  offer  a  '* fictitious"  supply,  there  are  also  ''bulls''  willing  to  bid 
for  a  "ficititous*'  supply.  But  both  offers  and  bids  are  made  with 
reference  to  the  actual  supply,  and  neither  is  influenced  in  the 
slightest  degree  by  any  "nctitious''  supply.  It  follows  that  the 
depressinff  influence  of  the  offers  is  offset  by  the  elevating  influence 
of  the  bias,  so  that  the  net  influence  of  short  selling  upon  prices  is 
exactly  nothing. 

If,  however,  the  immediate  effect  of  a  short  sale  is  to  depress 
prices,  its  ultimate  effect  must  be  to  elevate  prices.  For  every 
short  seller  must  equalize  his  short  sale  by  a  subsequent  purchase. 
And  if  his  short  sale  depresses  the  market  by  any  ascertainable 
fraction,  his  subsequent  purchase  must  elevate  tne  market  by 
exactly  the  same  fraction.  And  where,  as  in  the  Chicago  Board  of 
Trade,  such  transactions  are  both  continuous  and  multitudinous, 
the  net  residt  upon  prices  can  be  nothing  except  zero. 

There  is  a  final  and  conclusive  reason  why  short  selling  for  future 
delivery  can  not  depress  the  pjrice  of  cash  grain.  The  short  sale, 
when  made,  is  not  a  transaction  in  cash  grain.  And  since  cash- 
grain  prices  are  determined  by  the  actual  supply,  the  cash  price 
can  not  be  materially  influenced  by  a  mere  offer  to  sell  short  for 
future  delivery.  But  where  there  is  a  short  sale  for  future  delivery, 
and  the  delivery  month  subsequently  arrives  the  short  seller,  unless 
he  has  sooner  covered,  must  then  buy  cash  CTain  with  which  to  make 
delivery  under  his  contract.  The  short  seller  thus  forcibly  becomes 
a  cash  buyer,  and  any  influence  of  his  cash  purchase  will  be  for 
higher  and  not  for  lower  prices. 

Note. — ^The  following  authorities  discuss  the  subject  of  short  selling,  and  point 
out  that  a  speculative  market  without  short  selling  would  neither  be  possible  nor 
desirable.  Report  of  Industrial  Commission,  volume  6,  page  189;  Weld  on  the 
Marketing  of  Farm  Products,  354;  Emery  on  Speculation,  121. 

Excessive  speculation, — It  is  claimed  by  some  that  speculation  is 
excessive,  and  this  claim  is  sought  to  be  proved  by  the  fact  that  the 
trades  in  OTain  on  the  Chicago  Board  ol  Trade  are  many  times  in 
excess  of  ^e  total  receipts  oi  grain  in  Chicago.  It  is  argued  that 
these  excessive  sales  are  gamblmg  transactions,  and  not  legitimate 
sales  of  grain.  The  conclusion  does  not  follow  the  premises.  The 
fact  that  sales  exceed  receipts  merely  proves  that  the  same  grain  is 
sold  more  than  once.  In  a  speculative  market  this  would  naturally 
be  expected ;  in  fact,  the  volume  of  trading  is  advantageous  in  that 
it  gives  a  breadth  to  the  market  which  would  not  otherwise  exist. 
Furthermore,  the  excess  of  sales  over  receipts  may  largely  be  ac- 
counted for  by  hedging  transactions.  Vast  quantities  of  grain  which 
never  come  to  the  Chicago  market  are  nevertheless  hedged  in  the 
Chicago  market.  In  fact,  the  Chicago  market  is  practically  the  clear- 
ing house  of  the  world  for  the  purpose  of  price  insurance.  Dealers 
in  Europe,  Argentina,  and  Australia  use  the  Chicago  market  for  hedg- 
ing operations.  Grain  dealers  in  Omaha,  Kansas  Uity,  St.  Louis,  New 
York,  Baltimore,  Boston,  Winnipeg,  Montreal,  and  hundreds  of  other 
cities  use  the  Chicago  market  for  hedging  purposes.  The  grain 
handled  bjr  these  dealers  may  never  come  to  Chicago,  nevertheless 
these  hedging  operations  protect  these  grain  owners  against  price 
fluctuations  while  the  grain  is  being  handled  iiv  their  home  markets. 
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Furthermore,  dealers  in  Chicago  anmially  handle  manjr  millions  of 
bushels  of  grain  which  never  come  to  Chicago,  but  which  are  pur- 
chased in  one  market  and  consigned  to  anotner.  These  dealers  in- 
variably use  the  Chicago  market  for  price  protection. 

Exporters  purchasing  grain  at  various  country  points  and  consi^- 
ing  it  to  the  seaboard  tor  export  almost  invariably  hedge  their  head- 
ings on  the  Chicago  market,  although  the  grain  may  never  come  to 
Chicago.  Fwthermore,  with  the  change  of  market  conditions  si>ecu- 
lators  may  desire  to  decrease  the  amount  of  their  holdings,  thus  pass- 
ing on  to  otJier  speculators  a  part  of  the  risk  originally  assumed. 
Such  operation  is  strictly  analogous  to  that  of  an  insurance  company 
which  takes  on  a  lai^e  risk  and  subsec|uently  distributes  it  in  part 
among  a  number  of  insurance  companies.  This  accounts  for  many 
sales  on  the  Chicago  market  which  may  take  place  between  the  specu- 
lators themselves.  Such  sales  amount  to  nothing  more  than  a  redis- 
tribution of  the  risks  originally  assumed.  It  must  also  be  remembered 
that  between  the  producer  and  consiuner  the  same  lot  of  grain  may 
change  ownership  many  times,  and  that  each  change  of  ownership 
may  be  accompanied  by  two  hedging  operations.  This  may  be  made 
apparent  by  tracing  the  history  of  a  particular  lot  of  grain  from  pro- 
ducer to  consumer,  thus: 

First.  A  Minnesota  farmer  may  have  a  crop  of  wheat  in  the  ground, 
and  before  it  is  harvested  he  may  be  satisfied  with  prevailing  prices, 
and  may  hedge  by  selling  futures  short  on  the  Cnicago  Board  of 
Trade. 

Second.  Later,  after  the  crop  of  wheat  is  harvested,  it  may  be  sold 
by  the  farmer  to  a  local  dealer  in  a  near-by  town,  tjpon  such  sale, 
the  farmer  removes  Ws  hedge  by  purchasing  futures  on  the  Chicago 
Board  of  Trade. 

Third.  When  the  local  dealer  buys  from  the  farmer,  the  dealer 
mav  hedjge  by  sellins  futures  on  the  Chicago  Board  of  Trade.  This 
hedge  wiU  protect  me  local  dealer  while  uie  wheat  is  bein^  trans- 
ported to  town  from  the  farm  and  until  it  is  sold  by  the  local  dealer. 

Fourth.  Later  the  local  dealer  may  sell  the  wheat  to  a  local  elevator 
company.  Upon  making  this  sale,  the  local  dealer  wiU  remove  his 
hedge  by  purchasing  futiu-es  on  the  Chicago  Board  of  Trade. 

Fifth.  When  the  focal  elevator  comnany  buys  from  the  local  dealer, 
the  local  elevator  company  may  hedge  dv  selling  futiures  on  the  Chicago 
Board  of  Trade.  This  wul  protect  the  local  elevator  company  during 
the  period  that  the  wheat  remains  in  the  local  elevator. 

Sixth.  Later,  the  local  elevator  company  may  sell  the  wheat  to  a 
Minneapolis  cash  grain  house.  Upon  making  such  sale,  the  local 
elevator  will  remove  its  hedge  by  purchasing  futures  on  the  Chicago 
Board  of  Trade. 

Seventh.  When  the  Minneapolis  cash  grain  house  piu*chases  tlie 
wheat  from  the  local  elevator  company,  me  Minneapolis  cashgrain 
house  may  hedge  by  selling  futures  on  the  Chicago  Board  of  Trade. 
This  will  protect  the  Minneapolis  cash  ^ain  house  while  the  wheat 
is  in  transit  from  the  local  elevator  to  Mumeapolis. 

Eighth.  Later,  the  Minneapolis  cash  grain  house  may  sell  the  wheat 
to  a  Chicago  cash  srain  house.  Upon  such  sale,  the  Minneapolis 
cash  grain  house  wiU  remove  its  hedge  by  purchasing  futures  on  the 
Chicago  Board  of  Trade. 
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Ninth.  When  the  Chicago  cash  grain  house  buys  the  wheat  from 
the  Minnesota  cash  grain  nouse,  the  Chicago  cash  grain  house  may 
hedge  by  selling  futures  on  the  Chicago  Board  of  Trade.    This  wiU 

f protect  the  Chicago  cash  grain  house  while  the  wheat  is  in  transit 
rom  Minneapolis  to  Chicago. 

Tenth.  Upon  the  arrival  of  the  wheat  in  Chicago,  the  Chicago  cash 
grain  house  may  sell  the  wheat  to  a  Chicago  elevator  company.  Upon 
such  sale  being  made,  the  Chicago  cash  grain  house  wul  remove  its 
hedge  by  purchasing  futures  on  tne  Chicago  Board  of  Trade. 

Eleventh.  When  the  Chicago  elevator  company  buys  the  wheat 
from  the  Chicago  cash  grain  house,  the  Chicago  elevator  company 
may  hedge  by  selling  futures  on  the  Chicago  Board  of  Trade.  This 
heldge  wiU  protect  the  Chicago  elevator  company  while  the  wheat 
is  stored  in  its  elevator. 

Twelfth.  Later,  the  Chicago  elevator  company  may  sell  the  wheat 
to  a  miller  in  Akron.  Upon  such  sale  being  made,  the  Chicago  ele- 
vator company  will  remove  its  hedge  by  purchasing  futures  on  the 
Chicago  Board  of  Trade. 

Thirteenth.  When  the  Akron  miller  purchases  the  wheat  from  the 
Chicago  elevator  company,  the  Akron  miller  may  hedge  by  selling 
futures  on  the  Chicago  Board  of  Trade.  This  will  protect  the  Akron 
miller  while  the  wheat  is  in  transit  from  Chicago  to  Akron,  and  also 
while  the  wheat  is  being  manufactured  into  flour. 

Fourteenth.  Later,  the  Akron  miller  may  sell  the  flour  into  which 
the  wheat  has  been  converted,  at  which  time  he  will  remove  his 
hedge  by  purchasing  futures  on  the  Chicago  Board  of  Trade. 

What  has  been  said  should  dispose  of  the  contention  that  specula- 
tion is  excessive.  In  this  connection,  it  should  be  mentioned  that 
in  a  case  before  the  Supreme  Court  of  the  United  States  it  was  con- 
tended that  most  of  the  transactions  on  the  Chicago  Board  of  Trade 
were  gambling  transactions,  and  to  support  the  contention  it  was 
shown  not  only  that  sales  exceeded  receipts  by  many  times,  but  also 
that  a  vast  majority  of  such  sales  were  settled  oefore  maturity 
without  actual  delivery  of  grain.  It  was  held  that  these  facts  did 
not  impeach  the  legitimate  character  of  the  transactions.  Speaking 
through  Mr.  Justice  Holmes,  the  court  said: 

It  eeema  to  us  an  extraordinary  and  unlikely  proposition  that  the  dealings  which 
give  its  character  to  the  great  market  for  future  sales  in  this  country  are  to  be  regarded 
as  mere  wagers  or  as  "pretended  "  buying  or  selling,  without  any  intention  of  receiv- 
ing and  paying  for  the  property  bought,  or  of  delivering  the  property  sold,  within  the 
meaning  of  the  Illinois  act.  Such  a  view  seems  to  us  hardly  consistent  with  the 
admitt^  fact  that  the  quotations  of  prices  from  the  market  are  of  the  utmost  impor- 
tance to  the  business  world,  and  not  least  to  the  farmers;  so  important  indeed,  that  it 
is  ar^ed  here  and  has  been  held  in  Illinois  that  the  quotations  are  clothed  with  a 
pubhc  use.  It  seems  to  us  hardly  consistent  with  the  obvious  purposes  of  the  plain- 
tiff's charter,  or  indeed  with  the  words  of  the  statute  invoked. 

The  sales  in  the  pits  are  notpretended,  but,  as  we  have  said,  are  meant  and  sup- 
posed to  be  binding.  A  set-ofi  is  in  legal  effect  a  delivery.  We  si)eak  only  of  the 
contracts  made  in  me  pits,  because  in  them  the  members  are  principals.  The  sub- 
sidiary rights  of  their  employers  where  the  members  buy  as  brokers  we  think  it  imnec- 
essary  to  discuss. 

In  the  view  which  we  take,  the  proportion  of  the  dealings  in  the  pit  which  are 
settled  in  this  way  throws  no  light  on  the  question  of  the  proportion  of  serious  deal- 
ings for  legitimate  business  purposes  to  those  which  fairly  can  be  classed  as  wagers  or 
pretended  contracts.  No  more  does  the  fact  that  the  contracts  thus  disposed  of  call 
for  many  times  the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and 
are  set  off  sufficiently  explains  the  possibility,  which  is  no  more  wonderful  than  the 
enormous  disproportion  between  the  currency  of  the  coimtry  and  contracts  for  the 
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jMyment  of  moDejr,  nuny  of  wMch  in  like  maimer  are  set  off  in  dealing  hooaes  vith- 
oot  anyone  dreaming  that  they  are  not  paid,  and  for  the  rest  of  which  die  same  mooer 
mxfficeB  in  micceBeatnL,  the  leas  being  needed  the  more  rapid  the  circolatiofi  is.  ^Boari 
of  Trade  r.  Christie,  198  U.  8.,  249-250.  > 

Jfarginal  tradina. — ^Marginal  trading  is  sametimes  obieeted  to. 
The  objection  is  founded  on  the  plainest  misunderstancung.  The 
objection  is  that  the  purchaser  of  grain  should  be  required  to  pay 
cash  at  the  time  of  his  purchase,  and  not  permitted  to  trade  upon  a 
comparatively  small  marginal  deposit.  The  answer  is  that  the 
purcnaser  does  not  receive  delivery  of  any  grain  at  the  time  of  the 
purchase^  and  there  would  be  neitner  sense  nor  justice  in  compelling 
nim  to  pay  the  purchase  price  until  he  receives  delivery  of  the  thing 
purchased.  A  man  ordenng  a  suit  of  clothes  to  be  made  and  deliv- 
ered in  the  future  ordinarily  pays  for  the  suit  when  it  is  delivere<L 
and  not  when  it  is  contractc^d  lor.  If  he  is  unknown  to  the  tailor,  he 
may  be  asked  to  make  a  small  deposit  with  his  order.  Such  an 
initial  deposit  corresponds  precisely  with  so-called  ''margins"  in  the 
grain  trade.  The  purchaser  is  not  required  to  pay  the  entire  pur- 
chase price  for  the  simple  reason  that  it  is  not  due,  and  the  mar- 
ginal deposit  is  requirea,  if  at  all,  for  the  mere  purpose  of  securing 
the  other  party  against  a  possible  breach  of  contract.  That  such  is 
the  purpose  is  manifest  from  the  fact  that  imder  the  board  of  trade 
rules,  sellers  as  well  as  buyers  are  required  to  deposit  margin^  o!> 
demand. 

Aside  from  the  foregoing,  the  most  that  could  possibly  be  said 
against  marginal  tradings  is  that  it  constitutes  trading  on  credit  a& 
distinguished  from  tradm^  for  cash.  And  this  objection  amounts  to 
exactfy  nothing.  If  trading  in  all  commodities  was  required  to  be 
on  a  strictly  cash  basis,  the  volume  of  the  world's  trade  would  undergo 
such  a  contraction  that  economic  upheaval  would  be  the  result. 
Most  of  the  business  of  the  world  is  done  on  credit,  and  the  economic 
value  of  credit  is  undoubted.  No  l^islator  would  sanction  a  law  to 
generally  prohibit  trading  on  credit.  Why,  then,  should  it  be  sug- 
gested to  prohibit  trading  on  credit  in  gram  ?  To  single  out  a  par- 
ticular inaustry  and  to  prohibit  credit  transactions  in  that  industry 
woidd  be  discrimination  of  the  worst  order. 

NoTB. — ^The  following  authcnitieB  discuss  the  subject  of  Marginal  Trading:  Boyle 
on  Speculation  and  the  Chicago  Board  of  Trade,  26. 

Legislative  attempts  to  suppress  speculation  have  uniformly 
proven  unsuccessful. 

In  1896,  at  the  instigation  of  the  Agrarian  or  Farmers  Party, 
Grermany  abolished  future  trading  in  grain  on  the  German  exchanges. 
After  a  disastrous  experience  covering  a  period  of  four  years  the  Taw 
was  repealed.  The  principal  effects  of  its  operation,  as  detailed  in 
the  American  Considar  Reports,  may  be  summarized  as  follows: 

First.  The  Berlin  grain  market,  which  had  been  one  of  the  most 
influential  markets  in  Europe,  degenerated  to  the  rank  of  a  provincial 
market. 

Second.  The  prosperous  business  of  the  Berlin  Produce  Exchange 
was  completely  ruined. 

Third.  Practically  aill  commission  merchants  in  grain  were  driven 
from  business.     . 

Fourth.  A  large  volume  of  grain  business,  theretofore  transacted 
in  Germany,  was  driven  to  London,  Antwerp,  and  Amsterdam. 
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Fifth.  There  was  a  marked  diminution  in  the  size  of  grain  stocky 
carried  in  store  in  Berlin  and  other  German  citi^. 

Sixth.  Price  fluctuation^  were  wider  and  more  violent. 

Seventh.  There  were  no  reliable  market  quotations,  and  no  fixed 
and  established  prices.  The  result  was  to  leave  the  farmers  subject 
to  price  dictation  by  local  traders  and  millers. 

Eighth.  Dealers  in  grain,  compelled  to  assume  the  speculative  risks 
of  price  fluctuation,  paid  less  to  the  farmers  and  charged  more  to 
the  consumers. 

Ninth.  The  business  of  the  small  grain  dealer  was  rendered  ex* 
ceedingly  precarious.  Many  of  such  dealers  were  ruined  and  many 
others  driven  from  business.  This  resulted  from  the  fact  that  such 
dealers,  operating  largely  on  credit,  were  compelled  to  carry  the 
speculative  risks  of  a  market  subject  to  wider  and  more  violent 
fluctuations. 

(See  United  States  Consular  Reports,  vol.  54,  No.  243,  December,  1900,  quoted  at 
length  in  Boyle  on  Speculation  and  the  Chicago  Board  of  Trade,  188.) 

Yesterday  at  the  conference  Mr.  Gates  asked  for  certain  fisrures 
from  the  Federal  Trade  Commission,  which  have  smce  been  fumfihed, 
and  I  should  like  to  have  them  inserted  in  the  record.  These  figures 
show  the  volume  of  tradinjg  in  wheat  in  the  Chicago  market  from 
July  15  to  October  31,  inclusive,  1920.  The  July  volume  of  trade 
was  25,000,000  bushels;  August,  86,000,000  bushels;  September, 
196,000,000  bushels;  October,  420,000,000  bushels. 

I  might  say  in  connection  with  these  figures  that  the  great  (Com- 
plaint from  the  West  about  the  reduction  in  the  price  of  wheat 
occurred  prior  to  the  1st  of  October,  and  during  that  time  the  volimie 
of  wheat  trading  on  the  Chicago  Board  of  Trade  was  as  low  as  7 
per  cent  of  the  total  trade,  as  shown  by  the  Federal  Trade  Commis- 
sion, whereas  the  normal  ratio  is  about  50  per  cent.  Consequently 
the  trading  in  wheat  of  all  characters,  speculative  and  nonspecu- 
lative,  at  times  during  the  period  of  depressing  values  was  as  much 
as  15  per  cent  in  relation  to  normal  trade  activity. 

Further  in  connection  with  this  subject  of  the  resumption  of 
trading  in  wheat,  I  think  an  explanation  is  due  this  committee.  As 
Mr.  Gates  so  elaborately  explained  yesterday,  our  wheat  machinery 
was  in  a  state  of  idleness  for  approximately  three  years.  Naturally, 
when  that  resumed  its  functions  it  was  not  a  perfect  piece  of  machin- 
ery.    The  situation  of  the  grain  exchanges  was  this: 

Under  the  Lever  law  the  President  of  the  United  States  was 
obliged  by  law  to  provide  an  open  market  when  the  wheat  adminis- 
trator ceased  to  function.  I  tiiink  a  certain  time  was  prescribed. 
The  grain  trade  were  naturally  aware  of  the  expiration  of  that  law, 
and  they  had  numerous  conferences  among  therdselves  and  the  mill- 
ing, trading,  and  other  elements  of  the  trade  concerned  in  this  matter. 
They  also  neld  conferences  with  officials  at  Washington,  including 
the  wheat  administrator,  and  I  believe — although  1  do  not  speak 
advisedly;  I  was  not  an  ofiicial  after  that  time,  but  I  am  quite 
certain  they  also  spoke  with  administrative  officials.  They  desired 
further  light. 

As  a  result  of  these  trade  and  official  conferences  the  exchanges 
were  asked  to  resume  future  trading  in  wheat,  to  provide  an  open 
nifirket.     The   Government    guaranty   was    being   removed.     New 
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crops  were  coming  onto  the  market.  I  think  not  less  than  60  per 
cent  of  the  members  of  gram  exchanges  thought  it  inexpedient  to 
open  as  early  as  July  15.  I  think  I  can  say  advisedly  that  50  per 
cent  of  the  membership  of  the  Chicago  Board  of  Trade  would  have 
preferred  to  wait  until  December  or  January. 

The  reasons  for  these  conclusions  on  the  part  of  people  in  the  grain 
trade  were  many.  The  principal  reason  was  that  there  was  no 
commercial  stock  of  wheat;  the  entire  stock  for  three  years  had  been 
accumulated  by  one  concern,  the  Government.  Private  individuals 
owned  no  grain.  Consequently  the  resumption  of  wheat  trading 
occurred  at  a  time  when  everything  was  topsy-turvy.  We  do  not 
claim  that  even  yet  it  has  assumed  or  is  assuming  its  full  normal 
functions. 

During  the  discussion  yesterday  some  reference  was  made  to 
Argentina,  and  the  question  was  discussed  as  to  whether  they  had 
an  open  market  for  future  trading,  and  Mr.  Gates  asked  me  to 
«peak  briefly  on  that  subject. 

There  is  in  Buenos  Aires  a  semblance  of  a  future  market,  but 
the  grain  trade  of  Argentina  is  controlled;  it  is  virtuallv  monopo- 
lized by  four  or  five  Targe  European  firms.  vSome  of  them,  I  am 
told,  have  a  capital  of  two  or  three  hundred  millions  of  dollars.  We 
found,  for  instance,  during  my  official  experience  on  the  board  in 
1916  and  1917,  that  the  quotations  down  there  were  manipulated. 
I  can  recall  one  day  when  the  conditions  were  extremely  bullish: 
every  element  bearing  on  supply  and  demand  known  to  the  trade 
at  that  time  would  warrant  an  advance,  and  our  domestic  markets 
did  advance.  Argentine  cables  came  in  to  us  the  next  day  quoting 
from  8  to  12  cents  a  bushel  lower,  and  that  price  was  kept  up  for 
some  time  until  our  board  forbade  its  members  to  advise  their  trade 
of  Argentine  quotations,  on  account  of  their  unreliability  and  the 
fact  that  it  was  not  a  natural  market. 

Now,  there  are  some  few  statements  that  I  want  to  make  here. 
You  might  call  them  confessions  of  faith,  or  even  admi^ions,  but 
they  are  an  honest  and  sincere  expression  of  the  attitude  of  not  only 
our  officers  but  the  members  of  the  exchange. 

The  first  statement  is  that  the  present  machinery  of  the  grain 
exchanges  of  the  United  States,  ana  particularly  the  Chicago  Board 
of  Trade,  can  not  function  without  speculation.  ^  1 

The  exchange  method  of  marketing  crops  can  not  survive  unless 
buyers  and  sellers  are  allowed  perfect  freedom  of  action  in  making 
contracts. 

Without  speculation,  hedging  or  price  insurance  is  impossible. 

Further,  without  hedging,  as  has  been  explained,  the  spread  be* 
tween  the  producer  and  the  consumer  would  widen.  That  mai^in 
of  profit  is  small,  due  to  intensely  competitive  conditions  existing 
between  markets  as  well  as  individuals,  and  because  the  risk  can 
largely  be  eliminated.  In  the  absence  of  the  functioning  of  this 
present  marketing  system,  the  spread  between  the  respective  elemental 
referred  to,  the  producer  and  consumer,  would  not  be  determined  hr 
the  value  of  the  service,  but*  rather  the  gauge  would  probably  be  thd 
dealer's  risk. 

Without  a  proper  hedging  market,  men  of  small  means  wouhi  bo- 
driven  from  the  grain  business.  Owing  to  the  great  risk  of  pric« 
fluctuation,  bankers  would  not  extend  credit  to  farmers  witnoutf 
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ample  capital  to  guarantee  the  banks  against  loss  in  case  of  adverse 
market  fluctuation. 

I  think,  Mr.  Chairman,  that  that  will  for  the  present  complete  my 
statement. 

Mr.  Dickinson.  Mr.  Griffin,  would  you  consider  it  advisable  to 
allow  future  trading  on  other  commodities? 

Mr.  Griffin.  I  believe  that  all  commodities  that  can  be  standard- 
ized and  that  are  not  perishable  would  have  a  much  better  market 
and  a  more  narrow  spread  between  the  producer  and  the  consumer 
in  that  event. 

Mr.  Evans.  I  may  be  going  outside  of  your  information;  if  I  am, 
I  wish  you  would  say  so,  and  I  shall  not  bother  you. 

Can  you  tell  me  what  the  difference  in  price  is  between  Missouri 
River  points  on  wheat  and  New  York  market  prices  and  Liverpool 
prices? 

Mr.  Griffin.  At  what  period  of  time  ? 

Mr.  Evans.  As  it  runs  along  generally  under  normal  trade  condi- 
tions. I  take  it  that  when  trade  is  normal  the  spread  will  be 
practically  the  same,  will  it  not  ? 

Mr.  Griffin.  Not  necessarily. 

Mr.  Evans.  Well,  explain  as  fully  as  vou  can. 

Mr.  Griffin.  If  all  the  grain  were  flowing  in  one  direction  and 
flowing  to  the  same  outlet,  such  as  export,  the  conclusion  implied  in 
your  question  would  be  correct.  Wheat  in  Kansas,  for  instance, 
would  bear  the  same  price  relation  that  wheat  in  Chicago  has,  re- 
flected by  the  freight  difference.  But  there  are  other  factors  that 
enter  into  price  making.  For  instance,  the  Southwest  may  have  a 
poor  crop  of  wheat,  and  there  may  be  almost  an  insufficient  supply 
of  wheat  for  local  and  near-by  milling  distribution. 

Mr.  Evans.  None  of  that  would  flow  through  Chicago  ? 

Mr.  Griffin.  None  of  that  would  flow  through  Chicago,  necessa- 
rily, but  the  Kansas  market  under  those  conditioas  might  be  higher 
than  Chicago.  Tributary  to  the  latter  market  there  might  be  an 
abundant  supply  of  wheat. 

Mr.  Evans.  Bear  in  mind  this .  fact,  that  we  are  talking  about 
wheat  which  flows  from  Missouri  River  points  to  the  Atlantic  Ocean 
and  across.    Now,  then,  give  the  information  if  you  have  it. 

Mr.  Griffin.  Of  course  the  flow  of  wheat  from  the  territory  tribu- 
tary to  Kansas  City  would  not  be  in  the  same  path  or  in  the  same 
direction. 

Mr.  Evans.  I  understand  that 

Mr.  Griffin.  Let  me  explain;  it  would  be  toward  the  Gulf. 

Mr.  Evans.  It  would  be  toward  the  Gulf;   I  understand  that. 

Mr.  Griffin.  That  would  be  a  matter  of  freight  cal6ulation,  which 
I  could  not  handle. 

Mr.  Evans.  I  will  tell  you  what  I  am  getting  at.  Take  wheat  that 
flows  east  in  places  and  south  in  places;  can  you  take  up  that  kind  of 
a  case  ? 

Mr.  Griffin.  I  could  if  I  had  the  freight  calculations. 

Mr.  Evans.  Then  you  have  not  got  the  information  ? 

Mr.  Griffin.  No;  I  am  not  in  the  export  business. 

Mr.  Evans.  Then  I  will  put  another  question.  WTiat  is  the  differ- 
ence in  price  at  Omaha  and  New  York  City  and  Omaha  and  Liver- 
pool and  the  actual  transportation  charges  between  the  same  points  ? 
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Mr.  Gbiffin.  The  difference  in  what  ? 

Mr,  Evans.  In  the  price  of  wheat.  For  instance,  suppose  the  price 
of  wheat  to  be  $1,10  in  Omaha,  what  will  the  price  be  in  New  lork  ? 

Mr.  Griffin.  The  sale  price  ? 

Mr.  Evans.  The  sale  price.     What  will  the  price  be  in  Liverpool  f 

Mr.  Griffin.  The  price  will  be  the  cost  of  transportation  plus — thai 
is  the  sale  price. 

Mr.  Evans.  I  am  talking  about  the  sale  price. 

Mr.  Griffin.  It  is  sold  at  Omaha  at  $1.10,  and  the  price  at  the 
ultimate  destination  would  be  that  price  plus  the  cost  of  transpor- 
tation to  its  destination. 

\  Mr.  Evans.  So  that  all  your  operations  in  the  board  of  trade  had 
.absolutely  no  effect  upon  the  price  between  Missouri  River  points 
and  trans-Atlantic  or  Atlantic  points  ? 

Mr.  Griffin.  No;  I  do  not  know  whether  the  board  of  trade 
concerns  itself  with  or  has  any  facilities  in  respect  to  the  matter  of 
transportation. 

Mr.  Evans.  I  guess  I  am  not  definite.  Let  me  take  it  from  North 
Dakota.     It  is  selling  at  any  particular  point  in  North  Dakota  for  a 

S'ven  price.  It  is  shipped  by  that  elevator  to  a  terminal  elevator  in 
ulutn  or  at  Chicago.  It  is  there  held  by  certain  persons,  and  is 
ultimately  shipped  from  there  to  New  York  City,  and  the  man  there 
sells  it  on  arrival  to  somebody  in  Liverpool. 

Now,  what  I  am  tryingto  get  at  is  this.  On  a  riven  day,  the  price 
being  $1.10  at  the  North  I)akota  point,  what  woula  it  cost,  if  anything 
at  afi,  by  reason  of  the  fact  that  wheat  had  been  sold  through  the 
board  of  trade  in  Chicago  ?    Do  you  catch  what  I  am  getting  at  ? 

Mr.  Griffin.  I  woula  like  to  answer  you  responsively,  Congress- 
man, but  I  really  do  not  observe  your  point. 

Mr.  Evans.  1  will  try  to  make  it  clear.  What  I  am  trying  to  find 
out  is  what  vou  people  who  work  on  the  board  of  trade  get  out  of  a 
bushel  of  wneat  which  goes  through  your  point,  and  on  which  you 
benefit  by  the  trading.  You  are  certainly  not  purely  philanthroprsts; 
it  must  cost  something  t 

Mr.  Griffin.  No;  we  are  probably  in  business  for  the  same  reason 
that  actuates  everybody. 

Mr.  Evans.  I  kiiow  you  are,  and  you  are  entitled  to  a  certain 
amount,  and  when  you  say  that  wheat  is  sold  in  New  York  City  at 
$1.10,  tne  Omaha  price,  plus  transportation,  that  at  once  suggests 
that  you  do  not  get  anytning  for  the  work  you  did. 

Mr.  Griffin.  Well,  you  are  involving  several  transactions,  as  1 
take  it,  at  varying  periods  of  time.  You  start  a  carload  of  wheat  at 
Omaha,  and  that  man  holds  it  for  a  while,  and  then  the  Chicago 
dealer  holds  it  for  a  while,  and  when  it  comes  to  New  York  he  holds 
it  for  a  while,  and  he  finally  disposes  of  it  to  an  exporter  in  Europe  i 
and  what  the  Chicago  man  gets  out  of  it,  if  you  refer  to  the  hedgers. 
is  the  commission,  unless  he  himself  is  a  member  of  the  boara  of 
trade  and  handles  the  transaction  himself  and  pays  no  commission. 

I  want  to  answer  the  Congressman,  Mr.  Chairman,  but  I  think  any 
practical  man  in  the  trade  here  will  tell  you  that  his  question  is  very 
involved  and  not  clear. 

Mr.  Evans.  Votv  well;  I  will  let  it  go  then. 

Mr.  TrNCHER.  Tne  Committee  is  under  obligation  to  you,  Mr. 
Griflan. 
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STATEHEHT  OF  HB.  D.  L.  BOTES,  MEXICO,  KO.,  BEPBESEITTIlSrO 

MISSOTJBI  OBAIIT  DEALERS'  ASSOCIATION. 

Mr.  BoYER.  Mr.  Chairman  and  gentlemen^  our  purpose  in  re- 
questing the  privilege  of  appearing  before  this  committee  was  not  to 
approve  or  condemn  the  present  system  of  future  trading,  but  to 
state  briefly  the  general  effect  any  legislation  which  would  restrict 
the  volume  of  trading  to  an  extent  of  affecting  legitimate  hedging 
operations. 

The  voliune  of  purchases  and  sales  for  future  delivery  in  our 
smaller  hedging  markets  is  not  greater  than  is  sufficient  to  take  care 
of  ordinary  hedging  operations.  In  this  statement  I  refer  particu- 
larly to  the  St.  JLouis  market,  because  of  the  fact  that  it  is  om:  prin- 
cipal wheat  market,  and  for  that  reason  I  am  more  familiar  with  it 
than  other  hedging  markets. 

Should  purchases  and  sales  for  hedging  account  only  be  permitted 
in  the  St.  Louis  market,  it  would  cease  to  be  a  market  lor  future 
delivery  and  as  such  would  completely  dry  up,  as  happened  in 
Toledo,  Ohio,  which  would  materially  affect  it  as  a  cash  eram  market. 

Our  producers  and  other  producers  in  the  territory  tributary  to  the 
market  would  be  seriously  injured,  as  elevators  and  mills  in  this 
market  would  be  handicapped  by  the  hazardous  procedure  of  hedging 
in  Chicago,  which  would  be  their  only  alternative,  presuming,  of 
course,  that  there  would  still  be  a  sufficient  volume  in  the  Chicago 
market  to  permit  of  hedrinff  operations. 

That,  gentlemen,  is  all  I  have  to  say.  If  there  are  any  questions 
the  gentlemen  of  the  committee  would  like  to  ask  relative  to  my 
statement,  I  will  be  glad  to  try  and  answer  them. 

Mr.  TiNCHER.  We  are  very  glad  to  have  had  you  here,  and  we  are 
under  obligations  to  you.    I  have  no  questions. 

STATEHEHT  OF  HS.  JOHN  0.  BALUBD,  ST.  LOUIS  MEBCHAITTS' 

EXCHAEOE,  ST.  LOIHS,  HO. 

Mr.  Ballard.  Mr.  Chairman  and  gentlemen  of  the  committee,  the 
members  of  our  organization  feel  very  apprehensive  in  regard  to  any 
action  that  would  seriously  affect  hedgmg  operations.  We  believe 
that  it  will  prove  detrimental  to  the  producer  and  to  the  consumer, 
and  eventually  result  in  the  grain  trade  of  this  country  falling  into 
the  hands  of  a  few  strong  interests. 

The  handler  of  grain  receives  a  much  smaller  compensation  than  is 
received  by  the  dealer  in  any  other  commodity,  and  that  is  due  to 
what  has  been  tenned  here  a  constant  market. 

I  will  give  a  specific  case.  Our  firm  has  recently  been  buying  com 
in  Nebraska.  TTiese  people  go  to  St.  Louis  oh  a  margin  of  profit  of 
about  three  quarters  of  a  cent  a  bushel.  We  would  not  undertake 
to  handle  it  for  anything  like  that  small  margin  if  we  were  not  in  a 

Eosition  to  hedge  tnis  ^ain  when  purchased,  and  also  the  ability  to 
andle  it  in  considerable  volume.     Such  of  this  grain  as  has  amved 
has  gone  into  the  hands  of  the  consumers  and  exporters. 

If  when  we  bought  this  grain  we  had  to  depend  on  another  hedger, 
that  is  a  man  who  came  mto  the  market  to  buy  as  a  hedge,  we  might 
have  to  wait  before  we  could  get  a  purchaser,  and  then  we  would 
have  only  half  of  the  transaction;  we  would  later  have  to  take  off 
our  hedge  when  we  undertook  to  sell  it. 
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If  we  had  no  facilities  for  hedging,  even  with  the  present  low  pric^ 
of  com,  gentlemen,  we  would  not  undertake  to  huy  it  at  10  times  the 
profit  I  tell  you  we  are  getting.  I  firmly  beUeve — and  I  am  a  bull 
at  heart,  I  have  no  stomach  tor  short  selling — that  if  you  prohibit 
short  selling  and  encourage  purchases  only  for  long  account,  while 
that  will  temporarily  ana  for  a  certain  period  give  you  a^  strong 
market,  there  is  no  question  in  my*  mind  out  what  it  will  rive  you 
quite  an  advancing  market — ^I  believe  the  commodities  under  tliose 
conditions  will  go  above  their  actual  value — ^but  in  doing  you  so 
Would  create  an  unwieldy  and  scattered  long  interest  in  the  market. 
It  is  always  full  of  danger.  And  when  hquidation  periods  came 
around,  or  when  it  became  necessary  through  various  developments 
which  are  bound  to  arise  from  time  to  time,  or  when  it  became 
desirable  for  these  men  to  get  out  of  their  long  contracts,  I  feel  sure 
you  would  have  very  drastic  contracts.  In  fact  jrou  would  have 
demoralized  markets,  because  there  would  be  no  stabilizing  influence; 
there  would  be  no  constant  interests. 

The  grain  exchanges  simply  furnish  machinery  for  handUng, 
buying,  and  selling  cash  grain,  and  also  buying  and  selling  for 
future  delivery;  and  I  know  positively  that  a  large  per  cent  m  the 
influential  members  of  the  grain  exchanges  were  very  apprehensive 
about  resuming  trading  in  wheat  when  the  Gram  Corporation 
expired.  I  was  one  of  them,  and  I  advocated  against  it  strongly. 
We  have  this  abnormal  condition.  A  great  many  people  who  were 
well  posted  in  the  trade  thought  that  in  1917,  when  the  British  bought 
up  our  wheat,  that  wheat  might  go  to  $2  or  S3.  In  that  case  we 
would  have  had  the  consumer  on  our  back.  Then,  of  course,  we 
would  have  a  period  of  readjustment  to  go  through,  when  of  course 
the  producer  would  be  dissatisfied. 

I  nave  heard  it  stated  here  that  the  wheat  crop  sold  14  times  over 
before  it  was  thrashed,  in  one  case,  or  before  it  was  harvested  in 
another  case.  As  a  matter  of  fact,  wheat  was  moving  in  large  vol- 
ume in  St.  Louis  and  other  southwestern  markets  before  July  15,  and 
during  the  early  weeks  or  the  first  two  months  after  wheat  trading 
was  resumed  we  had  a  demonstration  of  a  hedging  market.  Specula- 
tors kept  out  of  the  market.  There  was  practicafly  no  speculation  in 
the  eany  part  of  the  trading  in  wheat,  and  I  have  never  seen  a 
more  unsatisfactory  market,  where  the  fluctuations  were  wider.  A 
small  order  would  frequently  turn  the  market  sevearl  cents;  in  fact, 
an  order  for  the  minimum  amount  would  frequently  turn  the  mar- 
ket 2  cents  either  up  6r  down. 

I  have  heard  comment  here  about  the  large  percentage  of  trades 
in  the  Chicago  market — and  this  would  apply  to  other  markets — 
of  a  speculative  nature.  I  do  not  think  that  that  can  be  determined. 
If  an  exporter  finds  a  good  outlet  for  stuff  and  he  is  selling,  he  is 
not  telhng  his  competitors  about  it,  and  when  he  gets  orders  for 
hedges  to  De  put  on  the  market  he  wants  his  commission  man  to  keep 
that  to  himself,  and  the  commission  man  knows  that.  The  same 
thing  is  true  of  the  miller.  It  is  true  in  all  lines.  It  is  true  in  manu- 
facturing lines  as  well  as  in  the  grain  line,  but  particularly  true, 
probably,  in  the  grain  line. 

I  am*  going  to  mention  another  specific  case.  In  the  last  two 
or  three  years  we  have  bought  and  carried  as  much  as  half  a  miUion 
bushels  of  com  for  an  exporter  who  had  sold  his  com  to  the  West 
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Indies,  and  he  made  his  contracts  frequently  8,  9,  and  10  months 
in  advance.  Yet  there  is  argument  against  the  60-day  contracts. 
He  does  not  want  that  corn  in  Chicago;  he  could  not  use  it  in  Chi- 
cago, but  he  felt  it  was  of  advantage  to  carry  the  hedge  in  the 
Chicago  market.  That  hedge  was  turned  over  several  different  times 
from  one  man  to  another,  and  finally  when  time  for  shipment  came 
he  would  buy  his  material  in  St.  Louis  or  in  the  territory  tributary 
to  St.  Louis,  on  top  of  his  hedge. 

In  r^ard  to  the  Argentine  and  the  statement  that  the  market 
there  is  controlled  by  three  or  four  very  rich  concerns,  I  think  it 
was  about  two  years  ago  I  saw  that  the  quotations  in  the  Argentine 
were  materially  under  ours,  and  I  gave  a  Chicago  house  an  order 
to  buy  some  grain  for  me  there.  I  wrote  that  order  in  several  times, 
and  they  finally  came  back  and  said  it  was  impossible  to  trade 
there  at  all. 

I  do  not  know  anything  about  cotton,  but  I  have  some  friends 
who  recently  bought  what  was  described  to  them  and  which  was 
graded  as  low  middling  and  slightly  below  middling,  at  8^  to  10  cents 
per  potmd  in  Oklahoma,  and  they  hedged  that  cotton  in  March 
at  from  $15  to  S20,  and  they  told  me  they  were  assured  of  an  unusual 
profit.     It  seems  to  me  that  that  speaks  well  for  speculation. 

Mr.  TiNCHER.  It  does  not  speaK  very  well  for  the  fellow  that 
produced  the  cotton  in  Oklahoma. 

Mr.  Ballard.  No;  it  does  not,  but  I  have  heard  where  some 
fellow  in  the  South  said  that  they  welcomed  with  open  arms  any- 
body that  would  come  down  and  pay  cash  for  cotton. 

There  is  another  thing  I  wanted  to  speak  about,  and  that  is  in 
regard  to  stabihzation  when  we  had  no  trading  in  futures.  Of 
course  we  should  have  had  a  stable  market  with  the  rock  founda- 
tion of  a  guaranty  by  the  Government  with  a  biUion  dollars  behind 
it.  But  we  did  not  have  a  stable  market.  There  were  some  wide 
fluctuations  during  that  period.  In  the  early  part  of  1915  there 
was  an  enormous  break  in  wheat,  and  about  that  time — ^I  think  it 
is  a  matter  of  record — at  a  hearing  before  Senator  Gronna's  committee 
the  statement  was  made  by  a  dealer  in  the  Minneapolis  territory 
to  the  effect  that  he  could  not  sell  within  30  cents  a  bushel  of  the 
Minneapolis  price  for  the  identical  wheat  which  he  had  on  hand. 
And  I  know  that  at  about  the  same  time  wheat  was  offered  in  the 
elevators  at  Kansas  City  at  20  cents  per  bushel  less  than  the  iden- 
tical wheat  was  selling  for  on  the  tables  at  the  same  time.  While 
that  was  to  a  large  extent  due  to  transportation  conditions,  yet 
that  condition  would  not  have  existed  if  we  had  had  trading  in 
futures. 

Owing  to  volimtary  action  of  the  exchanges,  trading  in  com  was 
practicdly  suspendea  during  the  latter  part  of  1917  and  early  in 
1918.  That  was  due  to  the  muximum  price  having  been  fixed  on 
com,  which  was  away  below  the  actual  price,  and  that  was  brought 
about  by  agitation  and  pressure  from  Government  ofiSicials. 

Mr.  Hoover,  who  was  at  the  head  of  the  Food  Administration  at 
that  time,  realizing  the  lai^e  profits  that  were  being  exacted  by  every- 
body who  was  handling  corn  and  the  extreme  fluctuations  which  we 
were  having  in  cash  corn — it  was  not  infrequent  for  cash  corn  to  go 
up  5  cents  one  day,  7  the  next,  and  maybe  break  10  the  next — 
asked  that  the  exchange  representatives  get  together  and  resume 
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trading  in  futures  in  corn,  so  as  to  establish  a  close  relation  between 
futures  and  cash  corn  and  to  bring  about  a  more  stable  market. 
And  that  was  done. 

I  believe  that  is  all,  gentlemen. 

The  Chairman.  Are  there  any  questions  1  There  appear  to  be 
none.     We  are  verv  grateful  to  you,  Mr.  Ballard. 

Mr.  Ballard.  Tnank  you,  gentlemen. 

STATEMENT   OF  ME.   C.  A.  CHAPMAIT,   BANKEB,   BOCEESTEE, 

Mnnr, 

Mr.  Chapman.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
thank  the  committee  for  giving  us  this  opportunity  to  appear  here. 
What  I  have  to  say  will  be  very  brief,  because  I  know  you  nave  better 
information  than  1  can  give  you. 

It  came  to  the  attention  of  the  agriculture  committee  of  the  Min- 
nesota Bankers'  Association  that  it  was  being  recommended  to  your 
committee  to  pass  legislation  to  eliminate  future  trading,  and  our 
committee  felt  that  it  was  of  sufficient  importance  to  us  to  have  rep- 
resentatives appear  and  to  express  ourselves  brieflj;  on  the  subject. 
I  am  present  representing  the  association,  together  with  my  colleague, 
Mr.  Hubbard,  of  Lake  City.     We  are  country  bankers. 

The  subject  is  important  to  us  in  this,  that  we  are  accustoDQied  to 
invest  our  surplus  loanable  funds  in  terminal  paper  and  to  finance 
our  local  mills  and  elevators  and  Ukewise  the  cooperative  grain  houses 
in  our  territory;  and  if  they  are  to  be  subjected  to  the  wide  swings 
in  the  market,  which  it  appears  to  us  would  be  present  without  the 
controlling  infiuence  of  such  a  market  as  is  under  discussion  here 
to-day,  we  would  restrict  our  financing  very  greatly. 

I  have  in  mind  one  customer  who  is  operating  a  small  country 
house  in  a  village  near  Rochester,  whose  operations  are  small,  and 
who  does  not  beUeve  in  hedging.  He  buys  the  grain  and  stores  it. 
and  in  my  opinion  in  so  doing,  without  a  hedge,  ne  speculates;  and 
I  am  therefore  imwiUing  to  finance  him  within  50  per  cent  as  much 
as  I  do  those  who  hedge  their  purchases  by  future  sales  against  them. 

As  far  as  speculation  is  concerned,  there  is  imdoubtedly  specula* 
tion  and  perhaps  there  are  some  elements  in  the  speculation  which 
legitimate  commission  houses  would  like  to  see  excluded  if  they 
knew  how  it  could  be  done.  The  bankers  generally  have  been 
greatly  concerned  in  the  past  year  by  the  presence  in  the  business 
volume  of  a  measure  of  speculation,  in  every  line,  and  if  your  com- 
mittee were  to  undertake  to  eliminate  it  from  the  conmiodities  mar- 
ket there  are  some  other  markets  to  which  we  would  direct  your 
attention. 

I  examined  the  statement  of  a  man  who  deals  in  real  estate.  He 
was  carrying  $452,000  worth  of  real- estate  at  the  purchase  price  on 
his  contracts,  and  he  had  what  amounted  to  a  margin  against  it  of 
$25,000,  and  he  was  asking  for  credit  from  the  bank.  Now,  if  there 
had  been  any  way  in  the  world  by  which  he  could  have  hedged  that 
half  million  purchase  of  real  estate  he  might  have  talked  to  me,  but 
he  certainly  could  not  with  all  that  load.  Fortimately,  the  market 
operated  in  such  a  way  as  to  save  his  bacon. 

The  thing  we  want  to  say  to  you  is  simply  this,  that  we  hope  you  will 
gather  the  oest  information  possible  from  the  best  sources,  and  that 
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you  will  leave  the  largest  possible  measure  of  this  method  of  insurance 
against  wide  price  swings  in  the  commodities  market,  and  leave  the 
means  of  insurance  agamst  them,  which  we  bankers  feel  to  be  essen- 
tial in  the  maintenance  of  the  market  and  to  avoid  those  wide  spreads 
between  the  final  sale  price  and  the  price  which  the  intitial  purchaser 
in  these  little  warehouses  and  elevators  in  the  country  pays  the  pro- 
ducer. Without  insurance,  they  are  going  to  name  a  price  wliich  in 
itself  will  insure  them,  and  I  do  not  know  now  low  that  might  be. 

That  is  all  I  have  to  say. 

Mr.  VoiGT.  You  are  not  in  favor  of  manipulation  in  the  market  ^ 

Mr.  Chapman.  T  do  not  know  what  you  mean  by  '^ manipulation." 

Mr.  VoiGT.  I  mean  a  move,  backed  up  by  sufficient  capital  to 
actually  cause  a  decided  fluctuation. 

Mr.  Chapman.  You  mean  a  corner  ? 

Mr.  VoiGT.  I  imderstand  there  may  be  a  manipulation  which  does 
not  result  in  a  comer. 

Mr.  Chapman.  I  am  not  in  favor  of  manipulation.  I  believe  the 
market  should  be  open  as  nearly  as  it  can  be  maintained  as  an  open 
market  without  unaue  influence. 

Mr.  VoiGT.  You  have  stated  that  you  thought  that  the  grain  trade 
was  in  favor  of  remedjdng  some  abuses. 

Mr.  Chapman.  I  do  not  recall  just  what  I  said,  but  I  had  in  mind 
this:  There  might  be  some  traders  in  the  market  who  are  not  actually 
interested  in  the  market  except  as  speculators  who  might  be  elimi- 
nated. I  do  not  know  how  much  there  is  of  that,  but  some  measure 
of  speculation  it  would  seem  is  necessary  to  afford  a  future  market ; 
that  is  my  impression.  I  am  not  an  expert  on  this  and  do  not  profess 
to  have  any  expert  knowledge  of  it. 

Mr.  VoiGT.  Is  there  any  abuse  now  in  the  system  of  marketing 
grain  that  you  would  Uke  to  be  abohshed  ? 

Mr,  Cblapman.  1  know  of  none.  T  have  seen  some  newspaper  dis- 
cussions which  contained  claims  of  large  volumes  of  speculative  trad- 
ing from  the  coxmtry  on  the  exchange,  and  asking  that  the  bankers 
examine  the  volume  of  their  financialbusiness  to  see  what  percentage 
that  ncdght  be,  and  I  think  it  is  very  small,  almost  negligible,  so  far 
as  I  have  observed  in  my  business  largely  confined  to  those  who  are 
in  the  business,  some  department  of  it,  either  sales  or  elevators,  and 
sometimes  producers. 

Mr.  VoiGT.  I  understood  you  to  say  in  your  statement  that  you 
would  be  glad  to  see  certain  abuses  remedied  providing  some  means 
that  carried  the  market  were  left  ?  I  want  to  ask  you  what  abuses 
you  had  reference  to. 

Mr.  Chapman.  I  do  not  know  of  any. 

Mr.  VoiGT.  Then,  so  far  as  you  are  concrened,  you  want  to  leave 
things  in  status  quo. 

Mr.  Chapman.  Unless  some  better  plan  can  be  evolved  which  will 
leave  us  the  same  measure  of  protection  which  we  have  now.  I  am 
not  competent  to  say  what  that  better  plan  would  be. 

Mr.  VoiGT.  What  would  you  think  of  a  plan  to  restrict  the  amount 
of  trading  that  any  individual  could  engage  in  during  a  period  of 
30  days  ? 

Mr.  Chapman.  Well,  the  general  principle — the  moment  you  begin 
to  restrict  their  market  is  that  it  ceases  to  be  a  free  market. 

Mr.  VoiGT.  Are  you  familiar  with  the  operations  undertaken  by  the 
British  Government  in  this  country  last  year? 
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Mr.  Chapman.  I  am  not. 

The  Chairman.  Is  it  customary  for  the  men  on  the  farm  to  store 
grain  in  this  country  ? 

Mr.  Chapman.  They  store  some,  yes. 

The  Chairman.  Then  they  sell  it  ? 

Mr.  Chapman.  They  buy  it  oflF  the  producer  and  sell  it  again  in  the 
market. 

•Hie  Chairman.  Then  it  is  necessary  for  them  to  have  the  privilege 
of  hedging  in  order  to  store  ? 

Mr.  Chapman.  Thej  feel  it  is. 

The  Chairman.  Without  having  the  capacity  for  storage  ? 

Mr.  Chapman.  Yes,  sir.  I  would  now  like  to  call  on  Mr.  Hubbard, 
of  Lake  City. 

The  Chairman.  Very  well. 

STATEMEITT  OF  MB.  WILLIAM  A.  HUBBAED,  PBESIDEFT  LAKE 
CITT  BASK  OF  MIlTErESOTA,  LAKE  CITT,  MDnf . 

Mr.  Hubbard.  Gentlemen  of  the  Congress,  iny  statement  will  be 
brief.  I  am  going  to  endeavor  to  represent  so  far  as  I  am  able  the 
farmers  of  mnnestoa.  I  have  not  heard  a  representative  of  the 
farmers  in  here  since  my  visit,  and  in  so  doing  I  will  read  a  short  letter. 
When  the  secretary  of  our  association  called  me  up  on  Tuesday 
morning,  the  Farmers'  Cooperative  Milling  Co.,  stockliolders  were 
in  session  at  their  annual  meeting,  and  I  thought  there  was  my  first 
place  to  go. 

The  Chairman.  At  what  point  ? 

Mr.  Hubbard.  At  Lake  City.  I  got  this  letter  authorized  by  the 
stockholders  and  directors  from  the  managing  miller.     [Reading:] 

Farmers'  Coopebative  Milling  Co., 

Lake  City,  Minn.,  January  11  ^  1921. 
Mr.  William  A.  Hubba&d> 

Lake  City,  Minn, 

Dear  Mr.  Hubbard:  You  are  to  go  to  Washington  to  appear  before  a  Senate  com- 
mittee in  connection  with  a  bill  which  has  to  do  with  regulation  of  selling  of  futures 
in  fum  products. 

I  wish  to  ask  you  on  behalf  of  my  board  of  directors,  who  are  all  farmers,  to  use  all 
the  influence  you  can  to  prevent  the  inclusion  in  the  bill  of  any  provision  which  will 
prevent  or  limit  trading  for  hedging  purposes.  We  consider  hedging  absolutely 
necessary  to  the  success  of  our  business,  which  is  organized  on  the  cooperative  plan 
and  has  several  hundred  farmer  stockholders.  We  are  convinced  from  experience  that 
if  we  could  not  freely  hedge  our  wheat  purchases,  our  farmer  customers  would  lose 
through  the  I&t^t  maigin  oi  profit  which  we  would  of  necessity  have  to  have.  Without 
hedging  facilities  our  business  would  be  highly  speculative,  instead  of,  as  now.  a 
conservative  manufacturing  business  for  a  manufacturing  profit  only. 
Yours,  very  truly, 

Clarence  Fisher,  Manager. 

I  have  another  letter  from  a  milling  company,  Tennant  &  Hoyt  Co. 
[Reading:] 

Tennant  &  Hoyt  Co., 
Lake  City,  Minn,,  January  It,  19il. 
Mr.  William  A.  Hubbard, 

President  Lake  City  Bank  of  Minnesota, 

Lake  City,  Minn. 

Mt  Dear  Mr.  Hubbard:  In  answer  to  your  inquiry  as  to  our  views  in  regard  t^^ 
the  proposed  bill  asking  Congress  to  do  away  with  option  trading  on  the  ground^ 
that  it  is  gambling  and  has  a  tendency  to  depress  the  pnce  of  wheat. 
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In  leply  would  say  that  presume  some  people  use  option  trading  as  a  means  of 
gambling,  but  the  general  use  the  miller  and  the  grain  man  is  exactly  the  reverse, 
and  is  used  to  eliminate  the  gambling  or  speculative  features  of  the  business  and 
enables  the  grain  merchant  and  the  miller  to  conduct  their  business  with  the  least 
possible  element  of  speculation. 

For  instance,  one  of  the  elevators  in  the  country  buys  wheat  and  wishes  to  take  no 
chances  on  the  market,  and  wants  to  do  a  clean  legitimate  business,  he  sells  as  much 
option  wheat  each  day  as  he  bought  cash  wheat.  This  option  wheat  he  carries  until 
fiour  sale  until  such  time  as  he  can  purchase  the  cash  wheat.  He  then  sells  the  option 
and  this  flour  sale  is  x)rotected,  thus  eliminating  the  speculative  feature  of  the  trans- 
action, and  enabling  him  to  do  business  on  a  much  less  margin  of  profit  were  he  obliged 
to  stand  on  the  flour  sale  until  he  could  pick  up  the  cash  wheat  to  cover  same.  This 
^so  eliminates  the  necessity  of  the  miller  from  borrowing  a  laiger  amount  of  money 
to  carry  this  cash  wheat,  and  I  can  not  see  where  the  option  market  in  any  way  acts 
as  a  depressing  factor  of  the  market.  "Water  always  seeks  its  level,"  so  will  supply 
and  demand  eventually  regulate  the  price  of  wheat  or  any  other  commodity. 

Take  for  instance,  wool,  leather,  cattle,  and  hogs,  and  a  lot  of  other  articles  which 
are  being  depressed.  There  is  no  option  market  to  depress  these  articles,  but  still 
tbey  go  down  simply  from  the  fact  that  there  is  no  demand  for  the  article,  consequently 
they  decline.  It  would  seem  that  Congress  should  go  very  slow  and  investigate  this 
matter  tJioroughly  before  acting,  as  it  might  prove  the  reverse  to  what  they  are  trying 
to  accomplish. 

Very  sincerely,  yours, 

Tennant  &  HoYT  Co., 
Per  R.  C.  Tennant,  President, 

The  Chairman.  Are  you  through  with  your  testimony? 

Mr.  Hubbard.  Yes. 

The  Chairman.  Are  there  any  questions  ? 

Mr.  VoiGT.  You  say  you  represent  the  farmers  here? 

Mr.  Hubbard.  Yes,  sir. 

Mr.  VoiGT.  Did  you  state  the  name  of  the  organization  that  you 
appear  for  ? 

Mr.  Hubbard.  The  Farmers'  Cooperative  Milling  Co.  is  the  con- 
cern from  whom  I  got  my  letter.  I  was  asked  by  the  secretary  of 
the  Minnesota  Bankers'  Association  to  attend  this  meeting  on  behalf 
of  the  farmers,  and  on  short  notice  the  best  I  could  do  was  to  secure 
what  I  have. 

Mr.  VoiGT.  You  were  requested  to  appear  on  behalf  of  the  farmers 
by  a  bankers'  association  ? 

Mr.  Hubbard.  Yes,  sir. 

Mr.  VoiGT.  That  is  rather  an  unusual  representation.  Are  you  a 
farmer  yourself  ? 

Mr.  Hubbard.  No.  sir;  I  am  a  banker.  I  might  say  that  our 
bankers'  association  takes  a  great  deal  of  interest  m  our  community 
because  of  its  agricultural  features.  We  depend  upon  agriculture 
almost  for  our  existence. 

Mr.  VoiGT.  Well,  you  can  not  speak  for  the  farmers  of  Minnesota 
except  for  the  farmers  who  are  interested  in  the  organization  from 
whom  you  received  this  letter. 

Mr.  Hubbard.  That  is  correct.  Those  same  farmers  whom  I 
talked  with  that  day  are  stockholders  in  the  Farmers'  Cooperative 
Creamery  and  not  a  farmers'  elevator  company;  those  same  men  are 
interested  in  other  cooperative  enterprises  in  Minnesota  other  than 
this  mill,  but  I  had  only  the  time  to  call  on  them  at  this  particular 
meeting. 

Mr.  VoiGT.  Are  there  any  abuses  in  the  system  of  marketing  grain 
that  you  know  of  ? 
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Mr.  Hubbard.  Such  as  I  glean  from  reading.  I  asked  the  manager 
of  this  mill  whether  in  his  opinion  there  would  be  a  way  out  of  any 
grievance  they  might  have  against  this  future  trading.  ''Well/'  he 
said,  ''to  put  a  prohibitive  tax  on  the  gambling  feature  of  it.''  I 
replied, ' '  How  are  you  going  to  discriminate  V  *  miere  does  the  specu- 
lation  begin  and  the  gambling  cease?" 

Mr.  VoroT.  He  wants  to  sell  and  hedge,  but  he  does  not  care 
whether  the  fellow  who  takes  the  other  end  of  the  hedge  is  a  gambler 
or  buyer  or  speculator  ? 

Mr.  Hubbard.  He  is  not  interested. 

The  Chairman.  You  favor  hedging  ? 

Mr.  Hubbard.  Yes,  sir. 

The  Chairman.  All  seem  to  be  agreed  that  hedging  is  proper  and 
should  be  provided  for,  but  many  seem  to  be  opposed  to  speculatiofi. 
which,  again,  leads  to  the  question,  can  hedging  be  provided  for 
without  a  speculator  What  is  your  idea  about  that?  In  order  to 
unload  the  risk  somebody  must  assume  it,  have  they  not  ? 

Mr.  Hubbard.  Somebody  has  got  to  assume  that. 

The  Chairman.  Whoever  assumes  the  risks  of  insurance  is  a  specu- 
lator ? 

Mr.  Hubbard.  Yes,  sir. 

The  Chairman.  We  are  grateful  to  you.  We  will  now  hear  Mr. 
Bayer. 

STATEMENT  OF  MB.  M.  BATEB,  MANAOEB  SELFBIDOE  EQVITT 

EZCHAiraE,  SELFBIDGE,  N.  DAK. 

The  Chairman.  You  may  proceed,  Mr.  Bayer. 

Mr.  Bayer.  Mr.  Chairman  and  gentlemen  of  the  committee,  all  the 
experience  I  have  is  from  country  buying  of  grain  in  wagonloads  for 
small  grain  elevators  only,  that  is,  direct  from  the  farmer,  and  I 
think  that  by  abolishing  hedging  and  not  providing  for  a  suitable 
subsidy  it  would  directly  come  back  onto  the  farmer  by  having  to  ask 
a  higher  margin  than  they  are  charging  now  or  h^  been  the  custom 
of  charging  in  the  country  elevators,  because  we  would  have  not  pro- 
tection whatever. 

I  can  illustrate  that  this  way.  This  incident  occurred  last  fall. 
First,  when  thrashing  commenced,  the  grain  came  in  very  fast,  and 
the  farmers  wanted  to  sell  and  did  sell.  Our  house  holds  40,000 
bushels,  and  we  got  grain  in  there  to  the  extent  of  20,000  bushels. 
We  could  not  get  any  cars  to  ship  the  grain,  and  they  wanted  their 
money  for  the  grain.  So  we  consequently  had  to  protect  ourselves 
in  some  way  to  oe  safe.  Therefore,  we  sold  hedges;  bought  the  cash 
grain  and  sold  hedges  against  it.  Then  later  on  when  we  got  the  cars 
we  shipped  it,  and  bougnt  the  hedges  back  a^ain,  and  in  this  way  kept 
on  the  safe  side,  and  we  are  able  to  handle  the  grain  on  a  6-cent 
margin,  which  is  allowed  by  the  State  of  Minnesota  under  the  tenta- 
tive rule  which  has  been  made  by  the  chief  of  the  inspection  depart- 
ment of  the  State  of  North  Dakota,  of  which  Mr.  Ladd  is  the  nead 
now. 

There  is  nothing  else  I  can  add.  I  do  not  know  anvthing  of  the 
working  of  the  exchanges,  so  far  as  gambling  in  excnange  is  con* 
cemed  m  the  hedging  market,  but  I  know  that  it  helps  us  a  lot  in  the 
coimtry  dealing  and  that  we  have  got  to  have  some  insurance  like 
that  to  be  able  to  handle  our  business  on  a  small  margin. 
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Mr.  VoiGT.  You  say  you  are  limited  to  6  cents  in  handling  grain  1 

Mr.  Bayer.  Yes. 

Mr.  VoxGT.  Is  that  the  margin  you  always  figure? 

Mr.  Bayer.  That  is  what  we  are  limited  to  by  the  State  rule. 

Mr.  VoiGT.  Yes;  but  do  you  always  get  that  margin? 

Mr.  Bayer.  Yes;  we  have  since  future  markets  were  opened.  Of 
course  during  the  regulation  in  price  in  war  time  we  had  to  have  a 
bigger  margm.  We  would  sometimes  buy  on  as  high  as  17-cent 
mai^n  and  the  freight  and  cost  to  Minneapolis  office. 

Mr.  VoiGT.  How  much  grain  do  vou  handle  in  a  vear's  time  ? 

Mr.  Bayer.  Well,  during  this  last  season  we  handled  118,000 
bushels;  that  is,  for  1919-20. 

Mr.  VoiGT.  Are  you  the  only  elevator  in  your  town  ? 

Mr.  Bayer.  Yes;  it  is  a  cooperative  elevator. 

Mr.  VoiGT.  Oh,  it  is  cooperative  ? 

Mr.  Bayer.  Yes;  50  farmers  are  stockholders. 

Mr.  VoiGT.  It  does  not  make  any  difference  what  your  margin  is, 
then? 

Mr.  Bayer.  It  comes  right  back  to  the  farmers  again. 

Mr.  VoTGT.  It  comes  back  to  your  organization  ? 

Mr.  Bayer.  Yes. 

Mr.  VoiGT.  Are  you  aware  of  any  abuses  in  the  system  of  handling 
grain  that  you  would  like  to  see  corrected  ? 

Mr.  Bayer.  No;  not  that  I  know  of. 

The  Chairman.  The  6  cents  a  bushel  /or  handling  it  does  not 
include  freight  ? 

Mr.  Bayer.  Oh,  no;  that  is  6  cents  a  bushel  plus  freight  and  ter- 
minal expenses. 

The  Chairman.  How  do  you  come  out  at  the  end  of  the  year  in 
profit  or  loss  ? 

Mr.  Bayer.  I  do  not  know  of  any  losses  yet.  I  have  been  in  it  for 
10  years,  and  I  have  known  a  time  when  we  were  buying  on  a  less 
margin  and  then  making  money — coming  out  ahead,  above  the  ex- 
penses. 

The  Chairman.  What  would  the  actual  expense  be — 6  cents  covers 
losses  as  well  as  expense  of  handling  it  ? 

Mr.  Bayer.  That  covers  our  hanming  expenses  and  our  risk. 

The  Chairman.  Can  you  estimate  the  cost  of  handUng  it  outside 
of  the  risk  ? 

Mr.  Bayer.  No;  that  is  the  actual  cost  of  running  the  business; 
that  is  the  cost  of  the  capital. 

The  Chairman.  Do  you  pay  interest  on  your  capital  ? 

Mr.  Bayer.  Oh,  yes. 

The  Chairman.  That  is  included  in  the  6  cents  ? 

Mr.  Bayer.  Yes;  and  the  employees'  salaries  and  all  the  other 
running  expenses. 

The  Chairman.  Insurance? 

Mr.  Bayer.  Yes;  insurance  and  interest  on  foreign  capital.  We 
have  to  have  qmte  a  lot  of  financing  for  an  elevator  even  of  that  size. 
Take,  for  instance,  last  fall,  when  we  had  to  have  all  the  money  to 
buy  as  much  as  25,000  bushels  of  grain,  be(^ause  there  were  no  facili- 
ties to  ship  the  grain  as  fast  as  we  bought  it,  and  we  had  to  have 
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some  money  from  some  source,  which  I  am  positive  we  could  not  get 
if  we  could  not  have  hedged  our  grain,  or  if  we  were  reasonably  sure 
we  would  not  take  too  big  risk. 

The  Chairman.  Six  cents  covers  interest  on  money  borrowed  to 
carry  the  wheat  ? 

Mr.  Bayer.  Yes. 

The  Chairman.  What  is  the  sentiment  of  the  grain  men  and  the 
farmers  in  your  section  with  respect  of  hedging  and  speculating  in 
future  trading  ? 

Mr.  Bayer.  In  respect  to  hedging  ? 

The  Chairman.  Future  trading? 

Mr.  Bayer.  I  have  had  quite  a  number  of  talks  with  several  of 
my  customers  and  stockholders,  and  the  most  of  them  seem  to 
tlunk  that  we  ought  to  have  hedging,  but  there  is  a  certain  amount 
of  gambling  that  they  would  Jike  to  have  cut  out.  That  is  their 
stand  and  their  view. 

Mr.  VoiGT.  They  do  not  want  the  other  fellow  to  gamble  ? 

The  Chairman.  What  gambling  did  you  have  reference  to  that 
should  be  cut  out  ? 

Mr.  Bayer.  One  man  put  it  this  way  to  me:  He  said,  "Foi 
instance,  Armour  is  not  a  farmer  and  he  is  not  raising  grain.  Whv 
should  he  be  in  the  market  selling  100,000  or  150,000  bushels  of 
grain  ?"     That  is  the  way  one  farmer  put  it  to  me. 

The  Chairman.  I  understand  Armour  carries  on  business  similar 
to  what  you  do,  only  that  he  operates  on  a  bigger  scale. 

Mr.  Bayer.  Of  course,  I  do  not  know  anythmg  about  that. 

The  Chairman.  He  hedges  on  it? 

Mr.  Bayer.  Since  you  asked  me  what  the  farmers  think  about  it, 
that  is  really  what  one  farmer  told  me. 

Mr.  VoiOT.  Do  you  transact  any  other  business  in  this  elevator 
organization  besides  handling  grain  ? 

Mr.  Bayer.  Yes,  we  handle  flour. 

Mr.  VoiGT.  Anythiag  else  ? 

Mr.  Bayer.  Coal  and  salt;  that  is  about  all. 

The  Chairman.  Are  you  advised  as  to  the  number  of  grades 
deliverable  on  the  contracts  in  your  hedges  ? 

Mr.  Bayer.  Future  contracts  ? 

The  Chairman.  Yes. 

Mr.  Bayer.  No;  I  never  did  look  that  up. 

The  Chairman.  You  spoke  about  some  inspection.  What  in- 
spection did  you  have  reference  to?  I  believe  you  said  that  Mr. 
Ladd  was  at  the  head  of  it  ? 

Mr.  Bayer.  Yes. 

The  Chairman.  Is  that  the  bureau  of  inspection? 

Mr.  Ladd.  That  is  the  State  law  of  North  Dakota  that  was  passed 
two  or  three  years  ago,  I  think. 

The  Chairman.  You  have  it  inspected  in  Dakota  and  also  at  the 
terminal  ? 

Mr.  Bayer.  No,  not  exactly. 

The  Chairman.  Is  it  sold  on  the  Dakota  grade  ? 

Mr.  Bayer.  All  buying  of  ^rain  is  regulated  by  the  North  Dakota 
State  law  governing  public  inspection;  that  is,  the  buying  of  the 
country  buyers,  but  not  the  selling,  so  far  as  I  know. 
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The  Chaihman.  You  buy.  under  one  inspection  and  sell  under 
another  ? 

Mr.  Bayer.  Yes,  sir;  that  is  just  exactly  the  position  we  are 
placed  under. 

The  Chairman.  How  does  it  work  out  ? 

Mr.  Bayer.  It  does  not  work  out  very  good,  although  the  rules 
ooverinff  the  grades  are  practically  the  same. 

The  Chairman.  Unless  they  were,  it  would  not  be  workable  at  all. 

Mr.  Bayer.  No;  we  have  had  differences. 

The  Chairman.  In  what  respect  ? 

Mr.  Bayer.  For  instance,  if  a  fanner  comes  in  with  a  load  of  grain, 
we  have  our  strict  rules  that  we  have  to  buy  under.  If  he  is  not 
satisfied  with  the  grade  I  give  him  at  the  elevator  and  dockage  he 
can  appeal  to  the  State  inspection  department  at  Fai]go,  and  we  will 
have  to  send  a  representative  sample  down  there  and  it  will  be  tested 
there  and  then:  sent  back.  Our  business  place  is  300  miles  from 
Fargo. 

The  Chairman.  And  that  is  final;  that  determines  it? 

Mr.  Bayer.  It  is  final  when  it  comes  back  from  Fareo,  but  when 
the  grain  gets  down  to  MinneapoUs  to  our  terminal  market  we  might 
get  a  different  grade  on  it. 

The  Chairman.  You  have  to  take  what  you  get  at  Minneapolis? 

Mr.  Bayer.  Yes ;  practically. 

The  Chairman.  The  farmer  takes  what  he  gets  from  Fargo  ? 

Mr.  Bayer.  Yes. 

Mr.  VoiGT.  If  you  are  not  satisfied  to  accept  that  grain  on  the  first 
ruling  you  are  not  obliged  to,  are  you  ? 

Mr.  Bayer.  Oh,  yes,  sir;  we  are. 

Mr.  VoiGT.  There  is  nobody  who  can  compel  you  to  buv  grain  ? 

Mr.  Bayer.  No  ;  but  then  when  we  have  the  ^ain  ana  the  State 
says  it  is  No.  3,  and  we  bought  it  for  No.  4,  we  will  have  to  take  the 
State's  grade,  that  is  all  there  is  to  it. 

Mr.  VoiOT.  That  is  in  the  case  where  you  have  taken  the  grain 
before  you  have  settled  with  the  seller  t 

Mr.  Bayer.  Yes. 

Mr.  VoiGT.  You  said  you  borrowed  some  money  last  fall  to  carry 
a  large  quantity  of  grain  t 

Mr.  Bayer.  Yes. 

Mr.  VoiGT.  Did  you  borrow  that  from  your  members  or  from  the 
bank? 

Mr.  Bayer.  No  ;  from  the  commission  company  to  whom  we  ship 
at  Minneapolis;  they  furnish  us  the  money. 

Mr.  VoiGT.  What  interest  did  you  have  to  pay  on  that  money  ? 

Mr.  Bayer.  We  have  been  paymg  7  per  cent,  and  it  has  been  8  per 
cent,  too. 

The  Chairman.  Are  your  expenses  $7,800  for  operating  your  ele- 
vator ? 

Mr.  Bayer.  No;  I  do  not  think  it  is — no;  I  do  not  think  it  cost 
that  much — not  over  $5,000  to  run  it  a  year,  to  do  that  volume  of 
business.  ' 

The  Chairman.  Thank  you,  Mr.  Bayer.    We  will  hear  Mr.  Kroske. 

34574—21 44 
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STATEMENT  OF  MB.  J.  W.  KKOSKE»  PRARFATJ,,  V.  DAK. 

Mr.  Krosjce.  Mr.  Chaizman  aud  eentlemen^  I  will  give  you  briefly 
my  opinion  of  how  prohibiting  of  mture  deaJing  in  gtain  will  affect 
me  as  an  independent  grain  dealer  in  the  country  and  as  a  farmer, 
because  I  am  both. 

During  the  past  year  we  have  been  able  to  buy  grain  on  a  very 
3mall  margin,  due  to  the  present  system  of  future  hedging.  We  have 
been  able  to  buy  and  sell  grain  inmiediatelyy  thereby  ehminating  aD 
chances  of  loss. 

If  dealing  in  futures  should  be  prohibited,  and  we  have  nothiiif 
else  to  take  its  place  as  good  as  future  trading  or  better*  we  wo^d 
have  to  buy  on  terrifficfiuly  large  margins,  and  this  no  doubt  would 
cause  dissatisfaction  among  the  farmers. 

Another  point  of  importance  to  us  is  financing  the  wheat  purchased 
from  $1.50  to  S3  a  bushel,  which  takes  a  lot  of  money.  I  handle 
about  300,000  bushels  a  year  at  our  countrv  elevator.  My  conunis- 
sion  firm  is  advancing  me  all  the  money  I  nave  needed  to  purchase 

Sain  with,  for  the  reason  that  they  trust  my  honesty  and  from  the 
ct  that  I  hedg[e  my  ^ain  at  all  times  and  do  not  speculate. 

It  would  be  impossible  to  get  any  amount  like  that  from  local 
banks,  because  no  banks  in  North  Dakota  are  strong  enough,  and 
most  of  them  are  closed  up  now.  If  dealing  in  futures  should  be  pro- 
hibited and  we  could  not  nedge  grain,  or  we  would  have  nothing  dse 
to  take  the  place  of  the  present  svstem,  I  think  a  good  many  of  us 
would  be  compelled  to  close  our  aoors,  and  this  would  put  the  han- 
dling of  the  grain  into  the  hands  of  a  few  laige  concerns  who  have 
the  means  to  purchase  grain  with. 

Another  pomt  is  the  storage  system.  A  large  number  of  farmers 
store  their  grain  in  the  fall  of  the  year.  We  have  about  80,000  capac- 
ity in  the  two  elevatois.  If  our  elevators  are  filled  with  storage 
grain,  which  happens  quite  often,  and  we  can  not  ship  and  hedge  our 
erain,  no  matter  how  majiy  empty  cars  we  would  nave,  we  would 
have  to  stop  buying  and  the  gram  would  be  left  in  the  country. 

Therefore  I  think  it  is  of  great  importance  that  we  have  the  pnvil^e 
of  hed^ng  our  ^ain. 

I  think  that  is  about  all  I  have  to  say,  since  the  subject  has  been 
covered  pretty  thoroughly. 

Mr.  VoiQT.  Does  your  broker  let  you  have  all  the  money  you  need 
to  carry  that  grain  ? 

Mr.  Kboske.  Yes,  sir;  the  Brown  Grain  Co.  of  Minneapolis  is 
obliged  to  pay  at  times  as  much  as  $300,000. 

ifi".  VoiQT.  Do  they  keep  any  check  on  you  as  to  the  quantity  of 
grain? 

Mr.  Eroske.  Yes;  I  send  them  a  daily  report  of  grain  purchased, 
amount  shipped,  and  amount  in  transit.  They  know  at  all  time^ 
exactly  how  we  stand. 

Mr.  voiGT.  Do  you  sell  your  grain  on  bids  from  different  concenif 
or  just  this  one  concern  ? 

Mr.  Kroske.  For  the  last  three  years  I  have  practically  dealt 
entirely  with  Brown  Grain  Co.  only,  but  at  times  we  have  shipped  (•> 
others,  and  thev  are  about  all  the  same. 

Mr.  VoiGT.  What  I  am  tr5^ing  to  get  at  is,  you  wire  them  to  sell 
a  certain  Quantity  at  a  certain  price,  or  do  you  wire  them  to  sell  it 
at  the  mancet  ? 
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Mr.  Ebosk£.  No,  we  can  not  do  that,  because  we  are  so  far  awajr 
from  market.  I  am  about  560  miles  from  Minneapolis^  and  it  is  the 
uncertainty  of  getting  cars.  If  you  sell  through  wires  you  would 
have  to  deliver  m  20  days.  The  only  way  we  can  do  is  to  take  the 
grain  in  and  hedge  or  sell  the  option.  If  I  purchase  4,000  bushels 
of  cash  wheat,  I  immediately  purchase  4,000  March  wheat,  and  when 
the  wheat  goes  in  I  would  buy  back  my  March  hedge. 

Mr.  VoiGT.  When  you  self  the  actual  grain  you  simply  ship  it 
to  this  commission  house  ) 

Mr.  Kboske.  Yes. 

Mr.  VoiGT.  And  they  sell  it  on  arrival  ? 

Mr.  EjtosKE.  No,  if  I  nurchase  4,000  bushels  today,  I  immedi- 
ately sell  4,000  busnels  of  March  wheat. 

Mr.  VoiGT.  I  understand  the  hedgbig  operatioQ,  but  I  am  trying 
to  find  out  how  you  sell  the  actual  ^ain. 

Mr.  Eboske.  As  I  get  cars  I  ship  a  thousand  bushels  a  day  at 
which  time  I  will  sell  and  buy  back  my  hedge,  thereby  closing  the 
operation. 

Mr.  VoiGT.  You  do  not  instruct  them  to  sell  at  any  given  price  ? 

Mr.  Erosee.  No,  we  do  not. 

Mr.  VoiGT.  You  ship  the  grain,  and  they  do  the  best  they  can  t 

Mr.  Kboske.  That  is  it  exactly;  it  is  sold  by  samples,  and  we 
get  quotations  and  know  what  it  is. 

Mr.  VoiGT.  Doyou  have  to  notify  them  to  buy  back  y;our  hedge ? 

Mr.  EJEtosEiE.  We  notify  them  or  instruct  them  to  buy  it  back. 

The  Chairman.  The  bankers-  or  commission  men  loan  you  money 
to  carry  the  wheat  in  the  elevator  1 

Mt.  Eroskb.  Yes,  sir. 

The  Chairman,  i  ou  can  carry  it  for  an  indefinite  time  ? 

Mr.  Eroskb.  Yes:  we  make  settlement  once  a  year. 

The  Chairman.  They  do  not  advance  money  on  the  car  some^ 
times? 

Mr.  Kroske.  No;  we  draw  on  them;  we  have  an  open  account 
with  them. 

The  Chairman.  In  addition  to  that,  they  loan  you  money  to 
carry  the  grain  in  the  elevator  ? 

Jir.  Eroske.  Yes,  sir. 

Mr.  VoiGT.  What  rate  of  interest  are  you  paying  on  that  money  ? 

Mr.  Erosks.  We  have  been  paying  8  per  cent.  We  started  at  7 
per  cent  in  1916,  and  have  been  paying  7  and  8  per  cent. 

The  CHAiRidULK.  A  grain  man  has  no  trouble  borrowing  the  money  ? 

Mr.  Eroske.  We  have  not  had,  but  I  guess  some  firms  have. 

The  Chairman.  Had  you  discussed  this  matter  with  the  grain 
men  in  your  State  ?    What  do  they  think  of  it  ? 

Mr.  Eroske.  I  think  I  anl  safe  in  saying  that  the  majority  of 
the  ^ain  men,  and  also  farmers,  are  not  in  favor  of  abolishing  the 
hedging  system.  It  narrows  down  to  the  same  point;  they  want 
to  cio  away  with  speculation. 

Mr.  VoiGT.  Does  your  grain  company  take  any  mortgage  or 
assignments  on  this  grain  from  you  ? 

iC".  Eroske.  They  have  the  mortgage  on  the  grain  in  the  house, 
in  the  elevator,  *'as  its  interests  may  appear.'' 

Mr.  VoiGT.  Then  they  are  secured  on  the  grain  ? 
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Mr;  EjtosKE.  They  are  secured  on  the  grain  ''as  their  interest? 
may  appear. ''  - 

The  Chairman.  But  thev  require  you  to  hedge  ? 

Mr.  Kboske.  Oh,  yes,  absolutely. 

The  Chairman.  Is  there  any  contract  as  to  that,  or  any  agree- 
ment ? 

Mr.  EIroske.  I  know,  but  they  simply  would  not  do  it  without 
hedring. 

A&.  VoiQT.  Suppose  you  buy  5,000  bushels  a  day.  How  do  you 
wire  them  to  he^e  that  5,000  bushels  ? 

Mr.  Kroske.  Well,  we  buy  5,000  May  wheat.  They  can  not 
tell  whether  it  is  a  hedge  or  speculation;  but  they  must  trust  to  ray 
honesty. 

Mr.  VoiGT.  They  know,  of  course,  what  you  are  doing  ? 

Mr.  Kroske.  Yes. 

Mr.  VoiGT.  You  wire  them 

Mr.  EjftosKE  (interposing) .    To  buy  five  May  wheat. 

The  Chairman.  You  have  an  account  with  them  and  you  do  not 
have  to  remit  or  anything  of  the  kind  ? 

Mr.  Kroske.  Yes,  sir. 

The  Chairman.  We  are  very  grateful  to  you.  We  will  now  hear 
Mr.  Aydelott. 

STATEKEVT  OF  KE.  J.  C.  AYDELOTT,  PEKIV,  ILL. 

Mr.  Adyelott.  I  am  connected  with  a  grain  firm  doing  business 
in  Pekin.  We  control  20  country  elevators;  12  of  these  elevators 
are  situated  on  the  IlUnois  River  and  the  Hennepin  Canid.  .  We  have 
two  fleets  serving  these  12  elevators. 

Durinff  the  period  of  closed  navigation,  which  wiU  average  from 
ten  weeks  to  three  months,  we  have  no  outlet  for  this  grain,  but 
during  that  period  we  have  a  market  to  the  farmers  and  accumulate 
their  wheat,  com,  and  oats,  which  is  moved  the  following  spring  at 
the  opening  of  navigation. 

I  insist  we  are  compelled  to  use  the  hedging  market  as  price  in- 
siurance,  as  we  call  it,  because  otherwise  we  would  probably  have 
two  or  three  himdred  thousand  bushels  of  grain  at  these  points,  and 
have  no  chance  of  shipping  out  until  springtime. 

As  an  illustration  of  our  use  of  hedges,  d\u*ing  the  mionth  of  No- 
vember or  December,  during  the  period  of  declining  prices,  some  of 
the  fanners  along  the  river  in  the  grange  districts,  would  sell  only 
their  com.  The  corn  would  be  of  a  No.  4  or  No.  5  erade,  and  we 
allowed  them  the  privilege  of  shelling  this  com  and  delivering  it  to 
us,  and  holding  open  the  price  for  a  period  of  thirty  or  forty  days, 
imtil  they  could  see  if  there  would  be  any  recovery  in  the  market : 
because  of  the  grade  of  the  corn  we  were  compelled  to  put  it  on  the 
market,  as  it  would  not  keep,  so  that  we  protected  ourselves  on  the 
market  fluctuations  by  a  purchase  of  the  option,  and  gave  them  the 
privilege  of  holding  their  grain  until  they  wished  to  dispose  of  it. 

Outside  of  the  hedging,  we  use  the  future  market  verv  littlo. 
We  do  not  solicit  the  trading  by  any  of  our  customers,  nltbough 
at  times  the  fanners  will  use  the  privilege.  As  an  example,  within 
a  week  a  farmer  came  to  us  and  sold  2,000  bushels  of  wheat.  He 
said,  **I  want  to  sell  this  wheat,  because  my  man  has  time,  the 
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roads  are  in  good  shape,  and  we  can  get  it  off,  and  I  am  not  satisfied 
with  the  price  however.  I  wish  yon  would  buy  me  2,000  bushels  of 
May  wheat  now,''  which  we  did. 

The  Chairman.  He  sold  his  wheat  for  cash  ?  • 

Mr.  Aydelott.  He  sold  hi&  wheat  for  cash  and  is  holding  his 
wheat  in  Cliicago,  instead  of  in  his  own  bin. 

The  Chairman.  He  bought  it  back  much  less  than  he  got  for  the 
cash  wheat,  did  he  not  ? 

Mr.  Aydei-ott.  Oh,  yes. 

The  Chairman.  Provided  he  gets  the  same  grade  or  a  fair  deal  on 
the  grades? 

Mr.  Aydelott.  Yes,  sir. 

The  Chairman.  You  are  familiar  with  the  number  of  grades 
deliverable  on  the  Chicago  and  Minneapohs  markets? 

Mr.  AynELOTT.  I  think  so ;  yes,  sir. 

The  Chairman.  You  do  not  speculate;  you  buy  it  just  as  a  hedge  ? 

Mr.  Aydelott.  We  tiy  to.  Generally*  our  deals  are  selling  ^nd 
most  of  our  trades  are  in  corn  mther  than  wheat. 

Mr.  VoiGT.  This  farmer  that  you  spoke  of  was  not  hedging;  he 
was  speculating? 

Mr.  AYDELorr.  No:  he  was  speculating,  bat  he  ^as  speculating 
whether  he  held  the  wheat  in  the  bin  or  m  Chicago. 

Mr.  VoiGT.  He  sold  you  the  wheat  to  get  the  money  ? 

Mr.  Aydelo'it:'.  He  sold  us  the  wheat  to  get  his  money;  yes,  sir. 

Mr.  VoiGT.  And  in  that  way  he  tried  speculation  to  see  if  he  could 
get  a  little  more  for  his  wheat  ? 

Mr.  Aydelott.  Yes,  sir. 

Mr.  VoioT.  And  if  he  falls  down  on  that,  he  will  get  less  for  his 
V  heat  ? 

Mr.  Aydelott.  Yes,  sir;  he  wished  to  take  advantage  of  the  slack 
time  in  moving  his  grain,  when  there  were  good  roads  and  his  roan 
wa3  not  busy. 

The  Chairman.  Is  that  practiced  quite  generally  in  your  country? 

Mr.  Ayi^elott.  No,  sir;  it  is  not. 

The  Chair?^an.  We  arc  very  grateful  to  you. 

STATEHEITT  OF  MB.  F.  E.  CABLSOST,  AHBBOSE,  V.  DAK. 

Mr.  Carlson.  I  am  very  much  in  the  same  position  as  the  other 
country  buyers  who  have  spoken.  I  run  a  fanners'  elevator,  and  I 
have  no  set  speech  to  make.     I  wo^ild  just  as  soon  be  asked  questions. 

The  Chairman.  What  we  are  looking  for  is  facts,  not  set  speeches. 

Mr.  Carlson.  1  do  not  have  any  set  speech. 

The  Chairman.  Your  experience  and  knowledge  should  enable  you 
to  give  us  some  facts. 

Mr.  Carlson.  I  got  a  letter  from  the  commission  firm  that  has 
been  financing  us  for  the  last  10  years,  teUing  us  what  was  coming 
up  in  regard  to  the  future  hedging  and  when  mv  board  of  directors 
met — the  Farmers  Cooperative  Elevator — I  read  the  letter  to  them, 
stating  that  if  the  hedging  was  done  away  with  it  would  be  impossible 
for  them  to  furnish  us  the  money  they  had  been  accustomed  to 
furnish  us  in  the  past,  and  that  if  the  futures  should  be  done  away 
with  it  would  be  possible  they  would  have  to  discontinue  business; 
that  it  would  be  too  big  a  risk  and  they  could  not  take  the  risk. 
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Well,  the  directors  did  not  take  any  particular  action.  They  did 
not  seem  to  give  this  a  great  deal  of  thought  at  the  time.  I  proDablv 
read  the  letter  a  little  hurriedly,  and  they  did  not  seem  to  consider  ft 
a  great  deal. 

So,  the  more  I  thought  about  it,  the  more  I  felt  we  should  do 
something,  becaiise  if  the  commission  firm  would  not  finance  us  it 
would  be  impossible  for  us  to  do  business,  and  as  we  had  to  have 
money,  because  we  had  to  have  money,  as  our  means  are  limited.  I 
therefore  took  it  up  with  the  secretary  of  the  company  and  another 
farmer  there,  and  we  talked  it  over,  and  they  decided  the  best  thing 
that  could  be  done  was  that  I  come  down  here;  and  they  were  in 
favor  of  the  hedging,  because  it  would  be  impossible  for  us  to  do 
business  without  it. 

Mr.  VoiGT.  You  borrow  money  from  your  commission  firm  ? 

Mr.  Cablsox.  Yes,  sir. 

Mr.  VoiGT.  Do  you  get  all  the  money  you  need  ? 

Mr.  Carlson.  Yes,  su-. 

Mr.  VoiGT.  Do  they  ever  suggest  to  you  that  you  better  sell  grain 
in  order  to  reduce  the  loan  ? 

Mr.  Carlson.  WeU,  they  have  not,  not  particularly.  Of  course, 
it  is  the  understanding  that  we  should  ship  the  grain  out  just  as  fast 
as  we  can  get  the  cars  to  ship  it  in.  Of  course,  tnere  have  been  times 
that  we  have  owed  them  up  to  $80,000,  and  they  have  realized  and 
known  that  there  was  a  scarcity  of  cars,  and  that  we  were  not  able 
to  get  the  grain  out,  and,  of  course,  the  understanding  was  that  we 
womd  ship  it  out  just  as  soon  as  we  could  get  cars  to  load  it  in.  Of 
course,  that  has  really  been  the  imderstanding  that  we  would  load  it 
out  just  as  fast  as  we  could  get  care.  They  were  perfectly  willing  to 
carry  us  as  loi^  as  we  kept  our  grain  hedged. 

Mr.  VoiGT.  Does  this  commission  house  take  a  mortgage  on  your 
grain? 

Mr.  Carlson.  No,  sir;  they  have  not  yet;  they  have  never  asked 
for  anything  of  that  kind. 

Mr.  VoiGT.  Have  they  asked  any  of  your  members  to  sign  a 

guaranty  ? 

Mr.  CJarlson.  No,  sir.  Of  course,  that  is  the  custom  among  the 
grain  commission  firms — to  have  the  directors  sign  up;  but  in  our 
case  we  have  always  made  money  and  have  always  had  a  pretty  fair 
surplus,  and  the  commission  firm  has  known  that  and  they  have  felt 
quite  safe  in  carrying  us  without  any  accounting. 

Mr.  VoiOT.  When  vou  ship  your  grain  do  you  give  any  instruction 
at  all  as  to  when  or  how  it  shall  be  sold  ? 

Mr.  Carlson.  Yes,  we  do.  At  times  when  we  are  not  short  of 
cars  we  sell  to  arrive,  and  then,  of  course,  during  the  last  couple  of 
years  cars  have  been  so  uncertain  that  we  have  got  in  the  haoit  of 
selling  the  future  and  then  buying  that  back  when  the  cash  grain  is 
sold  on  the  market. 

Mr.  VoiGT.  When  you  have  cars  so  that  you  can  load  your  grain 
right  out,  do  you  then  use  the  hedge  ?  I 

Air.  Carlson.  No,  we  do  not;  that  is,  we  would  not  if  we  wore 
sure  of  having  cars,  but  that  is  something  we  could  not  be  sure  of. 
because  we  might  have  cars  and  all  at  once  the  cars  will  be  cut  out. 
and  so  we  use  the  hedge. 

Mr.  VoiGT.  In  past  years,  you  have  had  cars  in  the  grain  moving 
; season,  have  you  not? 


Mr.  Gablson.  No;  we  have  not.  Cars  have  been  very  hard  to 
get.  This  season  is  the  first  season  for  the  last  two  or  three  years 
tliat  we  have  had  cars,  and  we  have  not  had  much  grain  as  yet  and 
cars  have  been  a  little  more  plentiful  than  they  have  oeen  heretofore. 

Mr.  YoioT.  There  are  times  when  you  can  ship  your  grain  out  as 
fast  as  you  can  get  it  in  and  take  it  ? 

Mr.  Carlson,  No,  it  is  not.  Usually  in  the  fall  of  the  year  we 
fill  up.  We  have  two  elevators,  and  if  we  have  any  crop  we  are 
iisudly  filled  up. 

Mr.  VoiQT.  xes;  but  I  say  there  are  times  of  the  year  when  you 
can  ship  just  a3  fast  as  you  receive  it  ? 

Mr.  Carlson.  Oh,  yes. 

Mr.  VoiQT.  In  that  case,  do  you  hedge  ? 

Mr.  Cabl30N.  Yes,  we  do;  because  we  feel — ^we  have  got  in  the 
habit  of  hedging,  and  we  just  keep  on.  It  is  easier  to  keep  track  of 
it.  If  you  i^ed  to  arrive  and  hed!^  both,  it  is  a  little  more  confus- 
ing to  nandle  it.  If  you  are  selhng  futures  entirely,  it  makes  it  a 
little  easier  to  keep  track  of. 

Mr.  Voif^T.  You  said  a  few  minutes  ago  that  sometimes  you  do 
not  hedge. 

Mr.  (Xilblson.  That  was  probably  four  or  five  years  back,  when 
uve  used  to  sell  to  arrive.  But  we  have  not,  siQce  cars  got  scarce  and 
-we  got  in  the  habit  of  usin^  hedges. 

^(&.  VoiOT.  Do  you  get  bids  from  the  commission  houses  every 
day? 

Mr.  Carlson.  No,  sir. 

Mr.  VoiOT.  Then  you  trust  entirely  to  the  conmiission  firm  that 
you  do  business  with  ? 

Mr.  Cablsok.  Yes,  sir. 

Mr.  VoiGT.  And  when  your  grain  leaves  your  station  you  do  not 
know  what  you  are  going  to  get  for  it? 

Mr.  Carlson.  No,  sir. 

Mr.  VoiOT.  That  is  left  to  the  judgment  of  the  people  you  deal 
with? 

Mr.  Cablson.  Well,  of  course,  it,  I  suppose,  is  the  custom  or  it 
is  the  cash  grain  which  is  so  much  over  the  future  and  we  have  to 
take  a  chance  on  that.  It  is  just  in  there  and  if  it  is  5  or  6  cents 
over  the  option  or  8  or  9  cents,  that  is  speculation  to  a  certain  ex- 
tent, but  we  have  to  stand  it,  as  we  do  not  know  what  that  is. 

Tlie  Chairman.  Whenever  you  can  get  cars  you  sell  to  arrive; 
that  is  the  practice  ? 

Mr.  Carlson.  Yes,  when  we  are  sure  of  getting  cars. 

The  Chahuian.  If  you  had  some  assurance  oi  getting  cars,  you 
would  abandon  the  futures  and  sell  to  arrive? 

Mr.  Carlson.  We  could. 

The  Chairman.  It  would  be  the  most  preferable  and  most  profit- 
able? 

Mr.  Carlson.  Well,  I  would  prefer  the  sales  to  arrive  if  we  were 
sure  of  getting  cars. 

Tlie  C&AiRMAN.  Some  one  testified  that  the  bids  to  arrive  were 
much  below  the  actual  market  cash  price,  and  that  would  be  operat- 
ing to  a  disadvantage  of  about  five  cents. 
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Mr.  Cablson.  That  is  probably  true  now;  that  is  the  latest — ^well. 
during  this  last  six  months  or  a  year.  But  it  used  to  be  that  it  really 
did  not  make  any  difference.  If  you  go  back  five  or  six  years,  the 
cash  and  the  to  arrive  was  just  about  the  same;  and  then  in  1915 
we  had  particularly  good  wheat,  and  then  we  got  a  premium  on  it 
and  it  did  help  us  some  to  use  future  and  sell  on  track,  as  we  call  it. 

The  Chairman.  I  take  it  that  you  are  not  concerned  about  the 
grades  deliverable  on  contract.  If  you  have  any  knowledge  as  to 
that  we  would  like  to  have  it. 

Mr.  Carlson.  As  I  understand  them,  they  really  do  not  want 
anything  only  No.  1.  That  is  all  you  sell.  So  if  jrou  wire  in  and 
whatever  it  might  be,  whatever  it  is,  you  sell  to  arrive  or  whatever 
it  is,  and  you  wire  in  and  sell  a  thousand  bushels.  If  we  don't  spec- 
ify No.  1  northern  spring,  but  that  is  always  understood.  So  when 
we  make  a  sale  to  arrive,  and  it  gets  in  there,  grade  No.  2,  it  takes 
certain  reduction,  what  is  called   ''discount"  in  the  ^ade. 

The  Chairman.  On  what  you  sell  for  future  delivery,  what  is 
called  an  option  for  future? 

Mr.  Carlson.  No,  that  would  not  have  anything  to  do  «with  that. 
We  would  sell  the  option,  and  then  the  wheat  would  ride  in,  and  it 
would  sell  whatever  it  was  graded. 

The  Chairman.  What  I  am  getting  at  is,  if  you  sell  a  thousand 
bushels  on  a  delivery,  would  you  be  required  then  to  deliver  No.  1 
on  that  contract? 

Mr.  Carlson.  No,,  we  would  just  sell  the  future,  and  then  probably 
within  a  month  or  so  or  less  time  than  that,  possibly  two  weeks,  we 
would  load  up  a  car  of  wheat  and  it  would  be  sold  on  arrival. 

The  Chairman.  On  the  cash  market  ? 

Mr.  Carlson.  Yes.     The  cash  would  be  bought  back. 

The  Chairman.  You  would  never  sell  or  buy  with  the  expecta- 
tion of  delivering  or  receiving  on  that  contract? 

Mr.  Carlson.  No. 

The  Chairman.  Thank  you  very  much.  The  committee  will  now 
adjourn  to  meet  to-morrow  morning  at  9.30  o'clock. 

(Thereupon,  at  6.05  o'clock,  p.  m.,  the  committee  adjourned  to 
meet  to-morrow,  Saturday,  January  15,  1921,  at  9.30  o'clock,  a.  m.) 


FUTURE  TRADING. 


Committee  on  Ageiculture, 

House  of  Representatives, 
Washiiigton,  D.  C,  Saturday y  January  15 j  1921, 

The  committee  met  at  9.30  o'clock  a.  m.,  pursuant  to  adjournment 
on  yesterday,  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  We  will  be 
^lad  to  hear  from  Mr.  Hargis  this  morning. 

STATEXEHT  OF  HB.  B.  L.  HABGIS,  PBESIDElfT  OF  THE  KANSAS 
CITT  BOABD  OF  TBADE,  KANSAS  CIT7,  MO. 

Mr.  Harois.  Mr.  Chairman  and  gentlemen  of  the  committee,  in 
order  to  conserve  time,  I  shall  with  your  permission  read  a  preliminary 
statement  and  then  will  attempt  to  answer  any  questions  which  you 
desire  to  ask  me.  I  shall  be  as  brief  as  possible  in  presenting  this 
matter,  but  in  order  that  there  may  be  a  perfectly  clear  understanding 
of  our  functions  as  we  see  them,  it  seems  advisable  to  give  you  a  very 
brief  history  of  our  organization  and  the  development  of  tne  special- 
ized grain  business  as  conducted  by  boards  of  trade. 

The  Board  of  Trade  of  Kansas  City,  Mo.,  sets  forth  as  its  objects 
the  promotion  of  uniformity  in  the  customs  and  usages  of  merchants, 
the  inculcation  of  principles  of  justice  and  equity  in  business,  the 
facilitation  of  speedy  adjustment  of  business  di'^putes,  the  in^-piration 
of  confidence  in  business  methods  and  the  integrity  of  the  parties 
thereto,  the  collection  and  dissemination  of  valuable  commercial  and 
economic  information,  and,  generally,  to  secure  to  its  members  the 
benefits  of  cooperation  in  the  furtherance  of  their  legitimate  pursuits. 

Some  50  years  ago  the  first  board  of  trade  was  organized  in  Chicago, 
and  at  that  time  the  requirement  for  it  was  to  give  a  better  distribu- 
tion of  grain  and  grain  products  and  wider  information  as  to  grain 
values  than  could  oe  had  under  the  old  trading  methods. 

In  its  primitive  stages,  as  you  know,  the  marketing  was  done  from 
the  farms  at  country  points  on  court  day,  and  at  almost  every  cross- 
road, or  on  each  country  stream  where  there  was  water  power  a 
gristmill  could  be  found.  These  mills  supplied  the  people  in  their 
immediate  vicinity,  but  provided  no  large  grinding  capacity,  and 
necessarily  no  wide  distribution  of  product.  Later,  as  transportation 
developed  and  transcontinental  lines  were  built,  storehouses  called 
elevators  were  constructed  at  various  points  along  the  granger  lines. 
This  enabled  the  producer  to  market  his  grain  more  freely,  and 
eliminated  the  necessity  of  bringing  it  to  the  coimtry  town  or  mill 
just  as  he  needed  his  supplies,  or  when  his  neighbors  needed  supplies. 

Country  elevators  being  constructed  at  various  points  along  the 
rail  lines  then  had  if  find  an  outlet  for  their  stocks.    The  result  was 
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that  men  with  broad  vision  sought  out  desirable  locations  with  r^ard 
to  transportation,  both  inbound  and  outbound,  looking  toward  the 
accumulation  of  surplus  supplies  of  grain  during  the  seasonal  rush. 
Later,  when  the  movement  of  grain  had  passed  its  crest,  the  problem 
then  became  one  of  distribution,  and  the  terminal  elevator  operator 
had  a  store  of  supplies  on  hana  which  could  be  distributed  lyy  rail 
or  boat  to  those  portions  of  the  country  or  the  world  which  did  not 
have  sufficient  local  -production  to  meet  their  requirements.  Trans- 
portation then  developed  to  a  further  degree,  and  production,  with 
the  increasing  population,  also  increased  very  rapidly,  so  that  in  all 
the  principal  gram  districts  of  the  United  States  there  is  produced 
each  season  an  amount  of  wheat  and  other  grains,  usually  with 
favorable  conditions,  greatly  in  excess  of  their  requirements.  The 
United  States,  as  you  know,  supplies  anywhere  from  150,000,000 
to  400,000,000  bushels  of  cereals  to  countries  other  than  our  own. 
American  requirements  for  consumption  and  seed  are,  under  normal 
usages,  about  600,000,000  bushels  of  wheat. 

Many  producers  do  not  desire  to  hold  their  crop,  preferring  to 
merchandise  it  early,  so  that  they  may  return  to  fall  work  and  meet 
such  obligations  as  they  have  acquired  during  the  growing  season. 
This  rives  an  extraordinary  movement  of  wheat  and  other  grains 
immediately  after  the  respective  harvests,  and  such  grain  must  find 
a  lodging  place  somewhere. 

The  boards  of  trade  afford  the  great  marketing  points  for  these 
seasonal  surplus  movements  of  grain,  and  the  carriers,  in  recognition 
of  the  desirability  of  placing  grain  at  points  where,  when  assembled, 
it  may  be  properly  taken  care  of,  and  when  the  period  of  distribution 
comes  it  may  be  moved  with  a  minimum  of  aelay,  have  at  many 
terminal  markets  throughout  the  United  States  constructed  large 
grain  elevators.  You  understand,  gentlemen  of  the  committee,  that 
these  elevators  are,  in  some  instances,  owned  by  the  railroads  and 
leased  to  farms. 

The  Chairman.  In  the  case  of  the  terminal  elevators? 

Mr.  Hargis.  Yes,  sir. 

The  Chairman.  You  may  continue  your  statement. 

Mr.  Hargis.  These  vary  in  capacity  from  a  few  hundred  thousand 
to  thirteen  million  bushels.  There  is  one  leased  or  owned  by  Armour, 
of  about  13,000,000  bushels  capacity,  at  Hedgewisch,  HI. 

Storage  room  for  grain  is  usually  concentrated  at  points  where 
there  is  a  great  network  of  rail  lines,  and  coincidentally  with  the 
development  of  transportation,  has  come  the  development  of  the 
terminal  grain  market.  In  order  that  the  public  onay  at  all  times 
have  easy  access  to  the  records  as  to  price,  the  world  requirements, 
transportation  information,  and  the  widest  possible  publicitT  of 
news  indicating  the  actual  value  of  grain  crops,  the  dealers  at  these 
terminal  points  have  organized  associations,  which  are  generally 
termed  boards  of  trade. 

As  the  exchange,  or  board  of  trade,  was  developed  from  neces- 
sitv,  so  has  the  grain  business  developed  into  a  highly  specialized 
industry.  In  other  words,  it  is  a  very  rare  thing  now  that  one 
firm  attempts  to  do  every  variety  of  business  connected  with  the 
handling  ot  grain.  I  might  interpolate  that  I  refer  only  to  mem- 
bers of  exchanges  in  these  divisions  I  name.         ^ 
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The  principal  divisions  are:  (1)  Conmiission  merchants  (kno^rn 
as  receivers);  (2)  elevator  operators;  (%3)  exporters;  (4)  independent 
shippers;  (5)  coarse  grain  specialists^  and  (6)  pit  operators. 

First;  the  function  of  the  commission  merchant  is  through  various 
channels;  usually  by  traveling  representatives  and  a  wide  corre- 
spondence to  come  m  close  contact  with  the  country  grain  shipper. 
TTiB  business  is  to  receive  from  the  country  operator  such  ship- 
ments as  he  desires  to  forward  to  terminal  maAets  to  be  sold  on 
arrival;  which,  in  common  parlance;  is  a  consignment;  meaning 
that  no  preliminary  contract  of  sale  is  made  until  the  grain  has 
reached  the  terminal  market;  been  duly  graded  by  an  authorized 
inspector;  and  offered  for  sale  by  type  sample  on  the  trading  floor 
of  the  exchange  to  which  the  commission  merchant  belongs.  There 
is  competition  among  the  buyers  for  the  offerings  of  commission 
merchants;  and  each  receiver;  of  course;  uses  his  greatest  energy 
to  obtain  the  highest  possible  price  to  deliver  to  the  shipper  the 
earliest  possible  retumS;  and  by  superior  service  to  so  cement  the 
trade  relations  between  the  country  shipper  and  himself  as  to  estab- 
lish a  permanent  relationship  that  should  be  mutually  profitable. 

The  charge  for  handling  consignments  varies  slightly  in  different 
markets;  but  is  in  each  market  identically  the  same  for  all  mem- 
bers of  any  specific  exchange  or  board  of  trade  handling  grain  for 
noiunembers.  On  the  Kansas  City  Board  of  Trade  the  receiving 
commission  on  wheat  is  1  per  cent  of  the  gross  sale  price;  with 
a  minimum  of  H  cents  per  bushel;  the  shipping  commission  1 
per  cent  of  the  cost  pricC;  with  a  maximum  of  H  cents  per  bushel 
and  a  minimum  of  1  cent  per  bushel.  On  coarse  grains  tne  charges 
are  somewhat  lower  than  on  wheat. 

The  receiver  or  commission  merchant,  in  takmg  charge  of  a  ship- 
ment for  a  country  grain  dealer  or  farmer;  usually  makes  an  advance 
in  cash  against  each  car  received,  the  shipper  accompanying  his 
advance  notice  with  a  statement  of  weights  and  the  grade  the  car 
should  carry.  By  advancing  cash  a^gainst  the  shipment;  on  delivery 
of  shippers'  bill  of  lading  the  commission  merchant  then  becomes  in 
reality  the  financial  agent  of  the  shipper;  in  that  until  such  time  as 
the  CTain  is  permanently  disposed  of  ne  has  in  fact  his  funds  invested 
in  the  car.  This  relieves  the  strain  on  the  country  grain  dealer 
and  on  the  country  bank. 

Second;  the  elevator  operator  is  one  who  either  leases  or  owns  a 
warehouse  for  grain  at  a  central  grain  market;  and  his  function  in 
the  trade  is  to  receive  and  care  for  the  grain  which  is  brought  to  his 
point.  There  are  a  number  of  these  elevator  operators  at  each  of 
the  principal  marketS;  and  the  competition  between  them  for  sup- 
plies, based  on  domestic  and  world's  requirements;  enables  tne 
shipper  to  secure  the  benefits  of  competitive  bidding  for  his  goods. 
The  elevator  operators,  through  their  agents,  are  on  the  trading 
floor  continually  during  the  trading  season,  and  if  they  have  storage 
room  and  no  orders  for  grain  to  snip  out,  they  still  are  frequentlv 
in  the  market  to  fill  their  elevators  to  capacity  so  as  to  have  a  stock 
on  hand  to  meet  the  demand  which  will  inevitably  come  within  a 
very  few  days. 

The  turnover  in  grain  is  rapidly  accomplished,  and  it  is  by  this 
reason  that  such  large  amoimts  can  be  handled  by  single  finns  when 
the  receipts  are  greatly  in  excess  of  the  forwarding  requirements*  - 


700  FUT17BB  TBADIKO. 

Under  ordinary  processes  in  the  grain  business  the  elevator  op^^tor 
buys  his  grain  and  immediately  sells  a  future  against  it;  uiat  is, 
hedges  his  supply.  This  is  a  very  necessary  operation,  inasmui^  as 
the  bankers  lending  large  amounts  to  these  dealers  must  be  guaranteed 
against  loss,  and  in  hedging  the  profit  is  reduced,  but  the  insurance 

;ainst  loss  is  also  acquired.     Hence  grain  can  be  turned  over  throi^h 

LCBe  houses  on  a  much  narrower  margin  of  profit  than  in  other  com- 
mercial lines.  I  might  state  that  on  yesterday  I  heard  a  question 
brought  up  in  this  committee  as  to  whether  hedging  afPords  insurance. 
It  does  anord  an  insurance,  but  of  course  not  an  absolute  insurance 
But  it  is  as  nearly  perfect  as  it  could  be  made  and  reduces  the  hazard 
to  a  minimum.  It  is  as  good  a  protection  as  the  90  per  cent  co- 
insurance  you  have  to  take  out,  and  such  as  that. 

It  also  occurs  that  terminal  elevator  room  may  be  obtained  at 
times  by  outsiders  and  by  other  members  of  the  board  of  trade,  at  a 
certain  rate  per  day  or  per  month,  thus  affording  people  who  are  not 
directly  in  tne  elevator  business  an  opportunity  to  secure  room  and 
store  supplies  for  themselves  or  their  clients  when  marketing  condi- 
tions are  such  as  to  make  this  desirable.  Right  there  let  me  say 
that  the  farmer  could  have  his  grain  sent  in  and  have  it  stored  if  he 
wanted  to  do  it  the  same  as  I  can.  The  elevators  this  year  would 
have  been  particularly  glad  to  receive  it.  I  am  not  in  tne  elevator 
business,  but  I  do  know  that  to  be  a  fact. 

Third,  one  of  the  most  highly  developed,  difficult,  and  necessary 
branches  of  the  grain  trade  is  loiown  as  exporting.  Exporters  exist 
in  a  more  limited  number  and  handle  grain  in  greater  volume  than 
any  other  single  branch  of  the  trade.  This  is  because  of  the  fact  that 
there  are  many  elements  of  risk,  large  capital  is  required,  big  expense 
accounts  are  necessary  to  maintam  offices  and  bureaus,  both  at 
home  and  abroad,  for  the  transaction  of  business  and  for  the  collec- 
tion of  information  as  to  world  values. 

This  season  export  contracts  are  beine  made  in  a  great  many 
countries  through  buying  commissions  oi  the  respective  countries 
importing  wheat,  and  with  a  concentrated  foreign  buying  American 

Ences  are  subject,  in  a  measiu-e,  to  the  disposition  of  an  importer, 
tt  other  words,  it  would  be  possible  for  several  forei^  countries  to 
have  their  business  transacted  through  their  commissions  by  agree- 
ment, wherein  there  might  be  a  concerted  withdrawal  from  the 
market,  causing  a  radical  reduction  in  price.  We  think  this  has  had 
something  to  do  with  rapid  changes  in  wheat  prices  which  have 
occurred  this  crop  year. 

The  very  many  factors  which  have  operated  to  reduce  so  radically 
the  price  of  wheat  will  be  touched  upon  later  on  in  this  discussion, 
and  we  believe  that  it  can  be  shown  that  the  depreciation  in  value 
has  been  due  largely  to  natural  causes.  Unquestionably  it  is  true  that 
the  profits  taken  out  by  the  country  grain  dealer  and  the  exporter 
have  been  larger  than  usual — that  is,  the  gross  allowances — ^but  there 
is  probably  some  excuse  for  this  on  account  of  the  imusual  hazards 
which  have  attended  buying  from  the  producer  and  forwarding  to 
the  European  American  gram  and  its  products  imder  the  adverse 
financial  conditions  with  which  we  are  all  familiar. 

As  a  matter  of  fact,  when  futures  trading  in  wheat  was  reopened, 
it  was  clearly  understood  by  everjrbody  connected  with  the  ^nin 
trade  that  it  would  be  a  physical  impossibility  to  take  machmery 
which  had  been  in  disuse  for  more  tnan  three  years  and  make  ft 
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immediately  and  effectively  operative  with  its  prewar  degree  of  safety. 
It  has  taken  more  than  40  years  of  constant  operation  and  improve^ 
ment  to  brin&f  grain  trading  through  exchanges  to  the  point  of  con- 
servatism and  accuracy  which  marked  its  prewar  operation,  and  dur- 
ing those  years  full  information  was  had  from  time  to  time  through 
various  sources,  as  to  foreign  requirements,  production  in  surphe 
countries,  conditions  in  our  own  country,  and,  in  fact,  every  possifade 
light  and  sidelight  that  might  give  the  premise  from  which  supply 
and  demand  values  could  be  accurately  figured.  It  must  not  faie 
forgotten  that  the  reopening  of  trading  was  undertaken  with  the 
thought  that  it  was  a  public  dutv  and  with  the  knowledge  that  the 
motives  would  be  wholly  misunderstood,  and  it  was  known  to  the 
best  men  in  the  grain  trade  that  regardless  of  whether  the  market 
advanced  rapidly  or  declined  rapidly  censure  and  criticism  would  be 
likely  to  foUow.in  any  event. 

This  was  very  fully  talked  over  in  the  conference  that  Mr.  Barnes 
called  for  Chicago,  on  May  7  I  think  it  was.  We  realized  that  this 
ivas  a  necessity.  There  was  a  call  for  it  from  every  branch  of  the 
trade,  including  the  bakers  and  the  farmers'  elevators,  the  latter  being 
also  represented.  And  in  spite  of  the  fact  that  we  knew  this  criticism 
was  coming  we  felt  that  we  had  a  public  duty  to  perf orm» 

In  spite  of  these  facts,  and  with  absolutely  no  selfish  motives  actu- 
ating those  of  us  who  consulted  with  Barnes  and  attended  the  con- 
ference called  by  him  prior  to  the  release  of  control,  it  was  felt  that  a 
beginning  must  be  had  at  sometime  and  in  some  way;  July  15  was 
finaUy  selected  as  the  date  for  reopening  exchange  trading  m  wheat 
futures,  and  we  then  proceeded  in  the  best  way  possible  to  serve 
what  we  believed  the  interests  of  the  American  public.  July  15  was 
chosen  because  of  the  fact  it  was  believed  by  bankers  and  people 

fenerally  in  the  grain  business  that  the  crop  could  not  be  safely 
andled  without  a  hedging  market  and  trading.  And  trading  was 
not  reopened  earlier  than  efuly  15  for  the  reason  that  we  felt  we  must 
have  some  idea  of  the  winter  crop  and  have  the  actual  wheat  on  hand 
before  any  future  trading  was  indulged  in. 

It  seems  to  us  that  large  export  contracts  can  be  made  and  our 
surplus  grain  forwarded  to  importing  countries  only  with  a  hedging 
market.  The  exporter  is  placed  imder  the  necessity  at  all  times  oi 
having  his  grain  at  the  seaboard  prior  to  the  first  day  the  charter  boat 
may  call  (but  it  is  quite  possible  and  frequently  occurs  that  the  delay 
in  ocean  shipping  is  such  the  call  is  delayed),  and  the  exporter  is 
carrying  the  gram.  Our  recent  very  poor  transportation  system 
maae  it  impossible  for  him  to  move  his  purchases  to  Atlantic  and 
Gulf  ports  with  anything  like  the  usual  expedition,  and  the  turnover 
has  run  for  from  30  to  60  days,  which  is  an  unusually  long  period. 

There  are  several  varieties  of  exporters,  some  chartering  boats  and 
and  selling  their  goods  c.  i.  f.,  A^hich  means  cost,  insurance,  and 
freight  delivered  at  a  foreign  port.  Another  branch  of  the  export 
trade  is  known  as  ^^fobbers/'  and  these  merchants  accumulate  the 
grain  at  the  Gulf  or  Atlantic,  have  it  put  in  condition  for  shipping, 
and  place  it  on  the  boat  for  some  foreign  firm  or  government. 

Tnrouehout  the  coimtry,  both  at  terminal  markets  and  interior 
points,  there  are  those  who  make  a  specialty  of  selUng  grain  deliv- 
ered ports  of  exit.  They  usually  sell  their  holdings  to  a  '^fobber,'' 
who  assembles  the  cars  and  prepares  it  for  boat  loculing. 
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It  is  very  diffictilt  to  state  what  is  the  margin  of  profit  in  the  export 
business  now,  but  an  item  of  very  great  hazard  is  the  wide  fluctuation 
in  foreign  exchange,  which  has  been  ^own  to  vary  to  an  extent  that 
would  mean  a  loss  of  6  to  8  cents  in  a  single  day. 

Fourth,  the  independent  shipper  is  that  member  of  the  exchimge 
who  has  no  elevator  of  his  own  and  may  at  times  not  even  require 
the  use  of  an  elevator  in  his  shipping  business.  He  receives  orders 
from  mills  and  frequentlv  from  members  of  the  grain  trade  at  country 
points,  as  well  as  at  other  terminal  markets,  to  purchase  a  certain 
amount  of  grain  in  his  market  and  forward  it  to  his  client.  This  is 
done  sometimes  at  the  outbound  commission  charge  and  at  other 
times  at  a  flat  sale  price.  He  will  contract  to  furnish  a  mill  its 
requirements  and  takes  bis  chance  on  securing  the  grain  on  the 
trading  floor  of  his  exchimge,  or  by  bids  to  the  country,  at  a  price 
which  will  enable  him  to  consummate  the  transaction  at  a  profit  to 
himself  and  to  the  satisfaction  of  his  principal.  Usually  he  bu3rs 
futures  against  lus  sales  and  disposes  oi  the  futures  as  he  accumu- 
lates the  grain  sold*  This  affords  a  further  competition,  in  that  the 
offerings  arriving  at  the  terminal  market  are  then  subject,  not  only 
to  tixe  demand  of  the  elevator  operator,  but  also  to  th<B  competition 
of  an  independent  shipper,  and  with  such  a  broad  interest  open,  with 
the  receiver  attempting  at  all  times  to  get  the  highest  possible  price 
for  his  consignments,  and  every  variety  of  buyer  attempting  to  make 
purchases  to  fill  his  contracts,  such  competitive  tradm^  results  in 
practically  a  guaranty  that  every  car  of  grain  will  sell  at  its  intrinsic 
value. 

Both  elevator  operator  and  independent  shipper  receive  orders 
from  mills  for  certain  special  varieties  of  wheat,  and  it  is  very  neces- 
sary  that  the  greatest  discretion  be  used  at  all  times  to  secure  for  the 
client  the  quality  which  he  orders. 

The  science  of  grain  buying  has  been  so  highly  developed  that 
protein  and  gluten  tests  are  being  made  through  chemical  laboratories 
by  loills,  wi^^ousemen,  and  independent  shippers,  because  of  the 
fact  that  the  miller  not  only  wants  to  know  the  color  of  flour  he  will 
produce,  but  must  be  guaranteed  this  in  a  wav  bv  a  foreknowledge 
of  the  gluten  content  of  the  grain  he  will  grind.  Buying  indiscrimi- 
nately in  the  country  would  not  afford  such 'an  opportunitv,  hence 
it  is  usual  for  millers  .to  come  to  the  terminal  markets  for  their 
supplies.  It  is  true,  however,  that  certain  portions  of  each  State 
grow  varieties  of  wheat  which,  once  the  crop  is  harvested,  fairly 
well  establishes  the  chemical  make-up  of  the  product  for  that  entire 
viciaity. 

Fifth,  it  has  been  found  at  the  terminal  markets  that  it  is  almost 
impossible  for  a  grain  merchant  to  become  expert  in  the  handling  of 
both  coarse  grains  and  small  grains  (the  former,  such  as  oats,  com, 
kaffir,  and  the  latter,  wheat,  rye,  etc.) ;  therefore  we  have  our  wheat 
specialists  and  our  coarse  grain  or  com  and  oats  specialists.  The 
latter  watch  carefully  the  areas  of  surplus  production  and  look  to 
the  territory  of  future  requirements  for  feeding  or  manufacturing 
uses.  They  operate  as  the  intermediate  a^ent,  l)ringing  in  contact 
the  surplus  territory  with  the  territory  of  imderproduction.  Like 
(he  wheat  trade,  tHe  coarse  grain  traae  is  specialized  in  the  same 
<l('grce,  with  receiving  commission  merchants,  elevator  operators, 
independent  shippers,  the  latter  receiving  his  orders  for  specific 
(|uahties  of  corn  or  oats  for  certain  specified  uses. 
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Right  at  this  point  the  question  has  heen  brought  to  the  attention 
of  this  exchange  of  estabhsbing  a  grade  of  red  oats  which  may  be 
delivered  on  contract,  whereas  at  we  present  time  only  white  oats 
are  deliverable.  That  request  was  maae  of  us  by  several  Oklahoma 
grain  exchanges,  where  they  had  very  large  crops  of  red  and  mixed 
oats. 

This  has  not  met  with  favor  for  the  reason  that  the  experiment 
-was  tried  years  a^  in  this  exchange  of  having  dual  deliveries  in 
ivheat  as  well  as  in  oats.  When  both  hard  wheat  and  soft  wheat 
-were  deliverable,  the  trading  by  mills  where  acceptance  of  delivery 
^was  ultimately  taken  was  reduced  to  a  minimum,  because  of  the 
fact  that  a  hard  wheat  miller  could  not  use  soft  wheat,  and  conversely, 
a  soft  wheat  miller  hard  wheat.  I  might  state  that  our  market  is 
dissimilar  to  that  of  any  other  in  the  country  because  it  is  the  gate- 
way to  the  Kansas  wheat  crop.  It  is  the  hard  wheat  market  oi  the 
United  States,  and  hence  has  that  variety  in  the  deliverable  grades. 

In  the  same  way  cereal  oat  users,  except  for  feeding  purposes, 
require  white  oats,  and  there  was  nobody  nedging,  traaing  in  oats 
here,  when  red  and  mixed  oats  were  deliverable  at  a  penalty.  I 
mention  this  here  merely  to  indicate  how  representative  of  actual 
requirements  grain  fut^ires  are.  This  season,  Mrith  the  great  produc- 
tion of  red  and  mixed  oats,  it  would  be  very  beneficial  to  the  surplus 
territory  in  our  vicinity  to  have  red  and  mixed  oats  deliverable,  but 
as  a  matter  of  fact  in  the  long  run  it  would  probably  operate,  not 
to  the  benefit,  but  to  the  detriment  of  the  greater  number  of  people 
served  by  the  market. 

Sixth,  that  function  of  the  board  of  trade  which  is  least  under- 
stood, most  maligned,  and  possibly  most  beneficial  is  futures  trading. 
Through  this  agency  the  actual  world's  value  of  grain  is  under 
.  normal  conditions  reflected  from  day  to  day,  with  such  precision  as 
will  afford  every  man  and  woman  in  the  United  States  an  oppor- 
tunity to  observe  the  basic  values  of  grains  at  terminal  pomts. 
A  criticism  which  has  frequently  been  made  is  that  the  traaing  in 
futures  is  by  many  times  larger  than  the  receipts  of  cash  grain  at  the 
point  where  trading  is  done.  This  does  not  necessarily  reflect  in 
any  way  the  amount  of  cash  grain  which  was  traded  on  at  a  given 
point.  In  other  words,  the  Kansas  City  receipts  of  wheat  may  be 
200  cars  in  one  day,  but  probably  the  volume  of  grain  contracts 
handled  under  hedge  by  millers,  elevator  operators,  independent 
shippers,  country^ain  dealers,  and  even  the  producer  himself 
would  show  a  multiplication  many  times  over  of  the  actual  cars 
reaching  a  given  market. 

We  will  assume  that  one  of  the  large  Kansas  flour  milling  corpora* 
tions  is  taking  in  at  its  various  elevators  quantities  of  wheat  far  in 
excess  of  its  flour  demand  at  that  time.  For  their  safety  and  for 
the  purpose  of  securing  loans  at  the  lowest  possible  rate,  as  well  as 
reducing  cost  to  the  consumer  and  reflecting  a  fair  price  to  the 

groducer,  they  base  their  purchases  on  futures  at  Kansas  City, 
hicago,  or  elsewhere,  and  hedge  their  holdings  by  sales  for  deferred 
delivery.  In  such  an  operation  they  require  the  services  of  a  pit 
commission  merchant  at  the  terminal  market,  and  on  their  order 
he  sells  for  them  such  quantity  as  they  instruct.  If  for  some  cause 
the  receipt  at  the  mills,  deliveries,  drop  off  and  his  flour  demand 
increases,  he  then  buys  in  his  hedge  to  such  an  extent  as  to  protect 
him  on  the  flour  he  has  sold. 
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If  wheat  haa  advanced,  he  is  not  the  gainer;  and  if  it  has  declined, 
neither  is  he  the  losei'.  When  he  made  his  original  purchases  in  the 
country  he  bought  at  a  certain  discount  under  the  price  at  which  he 
hedged,  or  possibly  even  at  a  premium  over  the  future  which  he  sold; 
but  he  maae  his  purchases  with  the  expectancy  that  his  manufac- 
tured product  could  be  put  out  on  a  basis  of  moderate  profit. 

Another  form  of  trader  in  the  pit  is  the  broker,  one  who  acts  for  a 
member  of  his  own  exchange  and  charges  a  brokerage  rate  of  SI. 50 
for  each  5,000  bushels,  which  he  trades  in  and  has  put  down  to  a 
member  firm. 

A  third  variety  is  the  ''spreader'';  that  is,  the  trader  who  believes 
that  one  market  shows  either  too  great  a  premium  or  too  great  a 
discoimt  on  its  futures,  as  related  to  values  in  some  other  market: 
and  the  spreader  will  buy  at  the  point  of  discount  and  sell  at  the  point 
of  premium,  grain  sometimes  for  the  identical  delivery  or  possible 
for  deUvery  in  one  month,  at  one  point  and  during  another  month 
at  another  point.  The  spreader  is  a  stabilizer  of  values  and  his 
operations  afford  a  basis  or  trade  which  adds  broadness  to  the  specu- 
lative market,  and  gives  every  hedger  an  opportunity  to  place  his 
hedges  without  improperly  changing  price  values,  and  to  take  in  his 
hedges  when  the  time  becomes  opportune  .without  affecting  the 
ma^et  to  anv  extent. 

Another  element  recognized  in  every  market  is  the  so-called 
speculator.  He  is  a  man  who  trades  in  grain  for  future  deliveries 
because  of  the  fact  that  he  believes  the  price  is  either  too  hi^h  or  too 
low.  At  times  speculation  is  indulged  in  to  an  extent  which  does 
affect  price  values  more  than  is  desirable,  but  these  instances  are 
rare,  and  few  of  these  attempts  in  the  last  50  years  have  been  suc- 
cessful. In  other  words,  the  law  of  supply  and  demand  is  the  one 
which  finally  fixes  prices.  A  dislocatea  transportation  system  and 
the  difficulty  attenain^  the  movement  of  srain  in  a  normal  way,  at 
its  normal  moving  penod,  has  subjected  the  market  to  violent  fluc- 
tuations in  price,  which  are  in  some  cases  attributed  to  speculators, 
but  which  in  fact  reaUy  reflect  the  supply  and  demand. 

Since  the  boards  oi  trade  have  resumed  trading  in  wheat  futures 
the  variations  in  price  have  been  considerable,  but  tlus  has  been  due 
to  conditions  beyond  the  control  of  anyone.     * 

The  charges  for  handling  grain  futures  for  nonmembers  are  $7.50 
on  each  5,000  bushel  lot,  which,  when  it  is  understood  that  telegrams 
are  paid,  and  the  overhead  cost  of  operation  of  a  firm  is  maintained 
certainly  is  a  very  low  figure. 

It  is  my  opinion  that  when  the  world  approaches  normalcy  that 
the  fluctuations  in  price  will  be  much  less  than  have  recentlv  existed. 
Speculation  affords  a  cushioning  influence  and  the  speculator  and 
the  spreader  are  really  the  men  who  carry  the  grain  crops  of  the 
United  States.  The  efforts  of  the  officers  oi  every  properly  organized 
exchange  are  always  used  to  so  order  the  affairs  of  then*  exchange 
that  improper  fluctuations  and  questionable  use  of  futures  shall  be 
eliminated  and  at  least  controlled. 

Mr.  Julius  H.  Barnes,  the  wheat  director  of  the  United  States* 
in  a  conference  held  in  Chicago  on  May  7,  made  this  v^ry  illumi- 
nating statement  concerning  his  idea  of  the  function  and  fautiess  of 
grain  exchanges: 
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These  ^reat  control  markets,  with  their  hed^ipmg  facilities  for  future  delivery,  assured 
to  handhng  and  mamifacturing  ^ilities  a  minimum  of  loss  by  changes  in  the  general 
price  level  of  the  world,  and  indicated  in  their  various  relations  a  national  price  level. 
Grain  flowed  from  producer  to  consumer  in  natural  channels,  not  sJways  actually 
through  these  central  markets,  but  on  the  national  price  level  indicated  by  these 
markets.  It  is  the  most  shiJlow  analysis  which  compares  the  volume  of  future  trading 
on  these  exchanges  with  the  volume  of  actual  receipts  at  those  particular  markets. 

But  those  markets  were  protected  against  abuse  of  their  facilities  by  speculation 
and  manipulation  because  of  the  ever  present  potential  delivery  of  the  grain  repre- 
sented in  its  hedges.  If,  then,  inadequate  transportation  prevents  the  diversion  of 
grain  from  its  normal  channels  to  make  the  actual  delivery  oi  crain  so  hedged  in  those 
central  markets,  then  the  underlying  security  of  exchange  traoing  and  its  justification 
are  both  undermined. 

It  is  an  additional  problem ,  that  at  the  very  time  when  actual  delivery  of  the  poten- 
tial grain  hedged  in  those  markets  is  most  difficult,  there  is  concentrated  in  Govern- 
ment hands  abroad  the  power  of  purchase  of  large  quantities,  for  which  purchases, 
with  the  least  price  disturbance  and  in  the  most  available  quantities,  the  exchange 
facilitates  themselves  offer  the  most  ready  market. 

It  is  not  to  be  wondered  at,  then,  that  the  exchanges  themselves  must  view  these 
questions  with  great  care.  They  must  recognize  their  great  service  to  producer  and 
consumer  in  the  stability  and  security  which  their  hedging  facilities  furnish,  and  which 
are  directly  reflected  to  both  farm  and  fireside  by  narrower  trade  tolls  because  of 
reduced  and  eliminated  hazards. 

Then,  too,  the  grain  handling  and  manufacturing  trades  of  this  coimtr^r  have  found 
credit  most  easily  secured  because  of  the  security  afforded  by  these  hedging  markets* 

This  has  reflected  in  a  relatively  light  capital  investment,  which  m&es  competi- 
tion plentiful;  and  competition,  with  free  and  equal  opportunity,  is  the  safeguard  of 
both  the  producer,  seller  and  the  consumer-buyer. 

This  is  illustrated  most  directly  in  an  analysis  of  the  Department  of  Commerce  1914 
Census  of  Manufacturers. 

Flour  mills  produced  $2.30  value  of  each  product  for  each  $1  of  capital  investment. 

Bakery  products,  $1.81  of  product  for  eacn  $1  of  capital  investment. 

Textiles,  only  $1.21  for  each  $1  of  capital  investment. 

Iron  and  steel,  only  75  cents  for  each  $1  of  capital  investment. 

Probably  the  grain  handling  facilities,  analyzed  by  themselves,  would  show  that 
they  handled  at  least  $5  of  product  for  each  $1  of  capital  investment. 

If,  then,  by  reducing  the  security  to  banks,  it  becomes  more  difficult  to  obtain  on 
credit  the  lai^e  sums  needed  to  market  our  grain  crops  and  their  products,  the  result 
must  speedily  show  in  enlaiged  trade  and  manufacturing  tolls. 

We  are  frank  to  admit  that  unquestionably  occasional  abuses 
exist,  but  these  are  in  such  small  percentage,  as  compared  to  the  very 
high  percentage  of  service  and  aid  furnished  by  exchanges  for  the 
economical  merchandising  of  grain  and  its  products,  as  to  make  it  a 
very  doubtful  policy  to  upset  the  whole  machinery  in  order  to  cure 
some  incidental  ana  usually  local  condition  that  might  need  correc- 
tion. It  seems  to  us  that  to  destroy  the  machinery  of  the  ^ain  ex- 
changes because  of  such  things,  would  be  equally  as  inconsistent  as 
to  forbid  the  manufactiu*e  of  firearms  because  on  occasion,  the  latter 
may  be  used  by  some  unworthy  individual  as  a  means  of  harm  or 
destruction. 

It  is  very  interesting  to  note  the  opinion  of  Mr.  Justice  Hughes 
regarding  speculation,    tt  is  as  follows: 

Speculation  consists  in  forecasting  changes  in  value  and  buying  and  selling  to  take- 
advantage  of  them.    ♦    ♦    « 

Mr.  Justice  Holmes  says  of  specidation: 

In  a  modem  market  contracts  are  not  confined  to  sales  for  immediate  delivery. 
People  will  endeavor  to  forecast  the  future  and  to  make  agreements  according  to  their 
prophecy.  Speculation  of  this  kind  by  competent  men  is  the  self-adjustment  of 
society  to  the  jprobable.  Its  value  is  well  known  as  a  means  of  avoiding  catastrophies, 
'  quahzing  pnces,  and  providing  for  periods  of  want.  It  is  true  that  the  success  of 
the  strong  induces  imitation  by  the  weak,  and  that  incompetent  persons  brine  them* 
selves  to  ruin  by  undertakmg  to  specuJate  in  their  turn.    But  legislatures  and  courts 
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generally  have  recognized  that  the  natural  evolutionB  of  a  complex  society  are  to  be 
touched  only  with  a  very  cautious  hand,  and  that  such  coarse  attempts  at  a  remedy 
for  the  waste  incident  to  every  social  function  as  a  simple  prohibition  and  laws  to 
stop  its  being  are  harmful  and  vain. 

If  it  is  admitted  that  exchanges  are  of  value,  and  it  is  admitted 
that  hedging  is  a  proper  process,  then  ultimately  it  must  be  ad- 
mitted that  speculative  trading  is  a  primary  necessity  of  the  opera- 
tion, especially  of  hedging,  and  secondarily  of  exchange  trading.  It 
must  be  obvious  that  when  the  surplus  movement  oi  wheat  is  on, 
and  the  supplies  coming  to  market  are  far  in  excess  of  the  shipping 
requirements,  some  one  must  finance  and  store  the  grain. 

Only  those  of  practically  imlimited  capital  could  undertake  this 
without  hedging  facilities.  The  only  purchasers  without  speculative 
trading  wouid  be  those  actually  requirmg  wheat  and  nobody  requires 
all  of  the  wheat  when  there  is  a  supply  far  in  excess  of  any  in[mie(liate 
or  known  outlet.  The  net  result  would  be  that  early  in  the  crop  jrear 
practically  all  attempts  to  hedge  grain  would  be  on  the  selling  side. 
I  have  never  been  able  to  find  anyone  who  could  point  out  to  me  a 
prospective  purchaser,  or  the  purchaser  who  would  be  on  hand  at 
that  time,  unless  values  were  depressed  to  a  point  sufficiently  low  to 
insure  him  against  any  possibiUty  of  loss  and  make  him  very  certain 
of  a  handsome  return  for  undertaking  the  risk.  The  converse  of  this 
is  at  the  end  of  the  crop  year,  when  supplies  were  scarce,  and  suppos- 
ing that  some  process  of  hedging  had  gone  on  so  that  the  man  owning 
the  wheat  had  the  conmiodity  in  the  elevator,  and  the  future  sold 
against  it,  could  not  find  opportunitv  to  sell  that  wheat  to  a  mill  in 
April,  because  every  other  holder  of  wheat  would  be  attempting  to 
buy  in  his  hedge  and  release  his  cash  wheat  to  mills  or  foreigners, 
but  there  would  be  no  sellers  from  whom  he  could  buy  in  his  hedge 
imless  there  were  speculative  trading.  That  is  an  immutable  law,  I 
believe. 

It  is  our  opinion  that  Congress  has  squarely  to  meet  the  proposition 
of  whether  or  not  there  is  benefit  in  hedging,  and  if  there  be  benefit 
in  hed^g  and  efficiency  in  grain  exchanges,  it.  then  has  to  meet  the 
proposition  of  whether  it  is  possible  to  conduct  hedging  and  conduct 
exchange  trading  without  speculative  trading.  We  are  very  certain 
that  limitation  of  quantity  trading,  restrictions  and  legislation  i^ainst 
speculative  transactions  would  result  in  reducing  grain  handling  to 
a  very  few  hands.  If  the  theory  is  sound  that  competition  is  the 
life  01  business  and  for  the  best  interests  of  the  American  people, 
then  it  must  be  true  that  to  enact  such  legislation  as  will  make  it 
possible  only  for  such  men  as  are  great  captains  of  industry,  such  as 
the  Armour  interests,  the  Kockefeller  interests,  the  steel  interests,  etc., 
to  borrow  sufficient  money  to  carry  on  the  assembling  and  distribu- 
tion of  grain,  the  problem  challenges  the  most  careful  study  and  re- 
strictions should  be  adopted  only  after  every  other  possible  means  of 
betterment  has  been  tried  out. 

It  seems  to  us  that  certain  of  our  southwestern  millers  (and  while 
the  communication  to  your  honorable  committee  comes  as  a  resolu- 
tion from  the  Southwestern  Millers  League,  still  it  represents  only  a 
certain  coterie  of  millers)  are  actuated  by  not  altogether  altruistic 
motives  in  desiring  futures  trading  dispensed  with.  I  refer  more 
particularly  to  the  communication  from  Mr.  L.  E.  Moses,  of  the  Kan- 
san  Flour  Mills  Co. 
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We  believe  a  witness  before  vou  testified  that  a  certain  Kansas 
milling  concern  which  has  a  daily  capacity  of  something  like  10,000 
barrels,  a  capital  of  from  seven  to  seven  and  a  half  million  dol- 
lars, and  country  grain  stations  at  about  200  different  points,  pre- 
ferred to  have  exdiange  futures  trading  stopped.  It  was  set  forth 
that  an  unnecessary  toll  was  exacted  and  that  we  are  an  impedi- 
naent  to  them.  In  spite  of  the  difficulties  under  which  they  nave 
had  to  work,  they  have  within  20  vears,  built  these  huge  mills, 
earned  this  large  capital,  and  accumulated  a  wealth  of  large  propor- 
tions, under  conditions  they  state  are  harmful  to  them. 

Mr.  TiNCHEB.  I  know  that  you  do  not  waut  to  be  imf  air  to  this. 
millingconcem  ? 

Mr.  Habgis.  No,  sir. 

Mr.  TiNCHEB.  As  a  matter  of  fact  the  Kansas  Flour  Mills  Co.  is  a 
corporation  made  up  of  a  number  of  mills  ? 

Mr.  Habgis.  Yes,  sir. 

Mr.  TiNCHEB.  They  have  not  existed  for  anything  like  20  years^ 
but  it  is  an  organization  which  represents  the  survival  of  the  nttest 
of  the  mills  of  Uiat  section,  organized  some  six  or  seven  years,  isn't  it  ? 

Mr.  Habgis.  It  is  only  an  opinion,  but  it  is  my  opinion  that  the 
capital  of  tixe  concern  was  largely  earned  in  the  last  four  years. 

Mr.  TiNCHEB.  I  would  have  to  differ  withyou  on  that.  I  know 
Mr.  Moses,  and  the  Huffmaa  boys,  and  Jack  Hupp,  and  the  miller  at 
KinCTian,  what  was  his  name? 

Jfr.  Habgis.  Tom  Holderdy. 

Mr.  TiNCHEB.  Yes.  They  were  men  of  real  affairs  when  they 
formed  this  corporation  ? 

Mr.  Habgis.  Yes;  that  is  right. 

Mr.  TiNCHEB.  They  were  men  who  had  made  a  success  of  the  busi- 
ness in  a  private  way,  perhaps  out  of  10  times  that  number  of  men 
that  had  tried  to  make  a  success. 

Mr.  Habgis.  I  have  no  desire  to  be  critical.  But  these  mills  were 
of  good  size  when  the  Kansas  Flour  Mills  Co.  was  organized.  It  was 
the  bringing  under  one  head  of  seven  or  nine  good-sized  Kansas 
mills.  Taut  if  Mr.  Moses  in  his  letter  reflects  the  opinion  of  all  his 
partners,  regardless  of  the  way  the  Kansas  Flour  Mills  Co.  is  made  up, 
of  these  various  men,  still  its  capital  has  been  made,  instead  of  out 
of  speculative  trading,  out  of  the  milling  business. 

IVlr.  TiNCHEB.  That  is  true,  to  some  extent,  but  I  know  men  in 
Wichita  and  other  places  whose  money  has  been  made  out  of  stock 
in  the  Kansas  mills.  They  are  the  possessors  of  good  fortunes  that 
are  vested  in.  the  capital  stock  of  the  Kansas  flour  miUs,  and  are  men 
who  have  not  been  m  the  milling  business  at  all. 

Mr.  Habgis.  That  resolution,  I  happen  to  know,  was  prepared 
beforehand  and  sprung  on  the  executive  committee  without  any 
prior  notice.  This  information  came  to  me  from  Mr.  Sterling,  the 
editor  of  the  Northwestern  Miller.  The  vote  was  34  to  6  against 
and  4  did  not  vote  because  it  was  sprung  on  them  unexpectedly  and 
they  did  not  know  how  they  wanted  to  vote. 

Mr.  TiNCHEB.  The  Kansas  City  Exchange  and  the  Wichita 
Exchange  came  very  nearly  by  practically  a  unanimous  vote  going: 
on  record  against  this  speculative  trading,  didn't  they? 

Mr.  Habgis.  Not  the  Kansas  City  Board  of  Trade. 
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Mr.  TiNOHER.  And  it  was  said  that  they  would  be  discriminated 
against  by  the  Chicago  Board  of  Trade  and  would  ruin  them  if  thej 
persisted  in  doing  it,  in  taking  the  stand,  isn't  that  a  fact? 

Mr.  Hargis.  I  want  to  say  that  that  is  not  a  fact  so  far  as  the 
Kansas  City  Board  of  Trade  is  concerned.  I  have  been  a  member 
there  a  good  many  years,  and  have  been  an  official  of  the  board 
of  trade  for  three  years.  And  I  want  to  go  further  and  say  that 
neither  was  there  ever  any  agitation  in  the  history  of  the  board  of 
trade  as  to  doing  away  with  ftture  trading. 

Mr.  TiNCHER.  I  know  a  man  who  is  a  member  of  both  exchanges 
and  who  claims  to  have  called  the  attention  of  the  board  of  trade — 
and  I  do  not  claim  that  the  Chicago  Board  of  Trade  notified  them 
that  they  must  stand  for  hedging,  but  this  man  claims  that  their 
attention  was  called  to  it  just  as  they  were  about  to  go  on  record 
in  favor  of  the  Capper-Tincher  bill,  to  the  fact  that  the  Chicago 
Board  of  Trade  would  chop  their  heads  off  and  they  better  go  easy. 

Mr.  Hargis.  The  gentleman  is  misinformed.  There  was  never 
even  a  suggestion  oi  such  a  thing.  It  has  never  been  agitated  in 
any  manner.  That  I  know  absolutely,  and  last  year  I  was  first 
vice  president  and  this  vear  I  am  president,  and  I  would  have  known 
if  anything  of  that  kind  had  been  going  on,  as  a  matter  of  course. 

The  Chairman.  What  is  there  m  the  contention  that  hedging  is 
more  for  the  benefit  of  the  small  miller  than  for  the  large  one;  to 
the  one  with  limited  capital  rather  than  to  the  one  who  has  a  larger 
capital  ? 

Mr.  Hargis.  An  industry  with  a  very  large  capital  would  be  in  a 
better  position  to  accept  loss  and  risks,  and  the  larger  the  capital 
naturally  the  larger  the  borrowing  capacity.  The  small  institution 
would  have  to  have  a  very  considerable  margin  in  the  value  of  its 
grain  if  it  were  attempting  to  borrow  at  a  bank.  But  so  far  as  the 
general  benefit  in  the  result  of  the  market  is  concerned,  I  think  it 
IS  equally  to  the  benefit  of  both  the  big  and  small. 

The  Chaibman.  One  of  large  capitd  and  imlimited  credit  could 
buy  on  a  low  market  and  take  his  chance  of  a  rise  or  fall,  while  one 
with  small  capital  and  with  a  limited  credit  would  be  unable  to  do 
it,  is  that  the  case  ? 

Mr.  Harois.  He  would  not  be  able  to  buy  any  considerable 
amount.  He  would  not  be  able  to  buy  his  requirements  and  stand 
on  them;  no. 

The  Chairman.  Do  you  not  take  advantage  of  a  low  market  in 
a  case  of  that  kind  ? 

Mr.  Hargis.  He  could  not  unless  he  is  able  to  hedge. 

The  Chairman.  If  he  had  the  capital  and  the  cremt  he  could  buy 
anv  amoimt  in  reason,  could  he  not  ? 

Mr.  Hargis.  That  is  the  trouble;  yes,  sir,  he  could. 

The  C^iRMAN.  While  the  one  without  much  capital  or  credit 
could  not  do  it  ? 

Mr.  Hargis.  He  could  buy  very  little. 

The  Chairman.  But  he  could  do  it  with  the  hed^ng  privil^e  i 

Mr.  Hargis.  Absolutely  so.  Here  is  the  value  of  the  hedge,  if  a 
man's 

The  Chairman  (interposing).  I  want  to  know  if  that  point  is  well 
taken  ? 
1^  Mr.  Habgis.  I  think  you  are  absolutely  sound  in  that  propositiou. 
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The  Chairman.  In  the  case  of  the  milling  concern  you  referred  to, 
is  that  one  of  large  capital  ? 

Mr.  Hargis.  It  has  a  capital  of  $7,000,000,  and  I  would  call  that 
large  capital. 

The  Chairman.  That  firm  buys  direct  ? 

Mr.  Hargis.  They  have  200  country  stations. 

The  Chairman.  They  do  not  avail  themselves  of  the  hedging 
privilege  ? 

Mr.  Hargis.  They  have  done  it  at  times;  yes,  sir. 

The  Chairman.  They  are  now  advocating  abolishing  future  trad- 
ing, are  they  not  ? 

Mr.  Hargis.  Yes,  sir;  the  Kansas  Flour  Mills  Co.  is. 

The  Chairman.  How  do  you  account  for  that  difference  in  opinion  ? 

Mr.  Hargis.  It  might  be  accounted  for  in  various  ways.  I  can 
readily  see  why  the  Kansas  Flour  Mills  Co.  might  prefer  to  have  a 
market  without  the  hedge  for  the  reason  that  they  have  these  country 
stations  and  their  mills  are  interior  mills.  If  there  was  no  indicator 
of  world  values  as  reflected  in  the  price  of  grain 

The  Chairman  (interposing).  And  they  have  sufiiciently  large 
capital  and  credit  to  buy  as  they  want  it  ? 

Mr.  Hargis.  Yes,  sir.  They  could  buy  directly  the  product  from 
the  farmer  without  there  being  any  public  information  as  to  world 
prices,  and  then  they  would  buy  as  low  as  they  could  and  sell  flour  as 
nirfi  as  they  could. 

The  Chairman.  And  that  would  put  the  smaller  ones  out  of  business  ? 

Mr.  Hargis.  Yes,  sir. 

The  Chairman.  And  give  the  big  fellow  a  monopoly  ? 

Mr.  Hargis.  Yes,  sir. 

The  Chair^la^n.  Is  that  position  well  taken  ? 

Mr.  Hargis.  That  is  my  position,  and  I  think  it  absolutely  sound. 

Mr.  TiNCHER.  That  would  be  a  new  field  for  the  Kansas  Flour 
Mills  Co.? 

Mr.  Hargis.  What  is  that  ? 

Mr.  TiNCHER,  Buying  wheat  cheaj)  and  selling  flour  high.  Their 
reputation  is  that  they  buy  wheat  higher  than  anyone  else,  always 
above  the  market;  and  not  only  that,  but  there  are  a  hundred  Uttle 
flour  miUs  that  the  Kansas  City  Flour  Mills  Co.  buys  their  product 
to  fill  their  export  orders,  and  the  only  little  mill  I  have  ever  known 
of  their  putting  out  of  business  was  by  buying  it  and  putting  it  into 
their  concern.     I  have  never  known  them  to  be  unfair  to  small  mills. 

Mr.  Hargis.  I  would  not  want  to  represent  them  as  an  octopus. 

Mr.  TiNCHER.  Don't  you  think  the  country  would  be  better  off  if 
we  had  a  lot  of  little  mills  instead  of  always  going  to  the  big  centers f 

Mr.  Hargis.  No,  sir. 

Mr.  TiNCHER.  You  think  the  little  mills  are  a  menace  ? 

Mr.  Hargis.  No,  sir;  I  think  the  small  mill  is  an  advantage. 

The  Chairman.  Your  contention  is  that  if  one  large  mill  is  given 
an  absolute  monopoly  in  the  milling  business  it  would  crowd  out  the 
httle  fellows  ? 

Mr.  Hargis.  Yes,  sir. 

The  Chairman.  The  only  way  the  little  fellows  can  exist  is  to 
avail  themselves  of  the  opportunity  given  them  in  the  hedge  ? 

Mr.  Hargis.  Yes,  sir;  that  is  my  opinion. 

Mr.  TiNCHER.  Do  you  know  of  any  little  mill  that  uses  the  futures 
market  ? 
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Mr.  Hargis.  Yes,  sir. 

Mr.  TiNCHER.  What  one  ? 

Mr.  Hargis.  The  Ozark  Water  Mills  Co.,  at  Ozark,  Mo.  It  is  a 
little  town  of  400  or  500  people,  and  this  mill  has  a  capacity  of  pos- 
sibly 100  barrels  of  flour  a  day,  not  more  than  that.  I  have  known 
that  man  to  make  deferred  sales  of  flour  and  to  buy  futures  in  the 
Kansas  City  mrket  against  his  contracts.     He  is  a  client  of  mine. 

Mr.  TiNCHER.  I  do  not  think  there  is  a  small  mill  in  the  State  of 
Kansas  that  deals  on  the  board  of  trade. 

Mr.  Hargis.  I  think  it  has  been  the  misfortime  of  Kansas  that 
the  millers  have  not  used  futures  to  a  greater  degree. 

The  Chairman.  Is  it  not  true  that  small  milfe  in  Kansas  depend 
upon  the  local  supply  and  buy  in  their  own  immediate  vicinity  ? 

Mr.  Hargis.  Yes,  sir.  Of  course  if  you  take  the  larger  millsy  the 
Salina  mills,  and  the  Wichita  mills 

The  Chairman,  (interposing).  I  mean  the  smaller  mills ? 

Mr.  Hargis.  Yes,  sir. 

The  Chairman.  Conditions  are  entirely  different  in  South  Dakota. 
You  have  a  large  number  of  mills  in  the  State  of  Kansas,  and  you 
mill  a  large  percentage  of  the  wheat  grown  in  Kansas  ? 

Mr.  Hargis.  Yes,  sir. 

The  Chairman.  But  in  North  Dakota,  for  instance,  practically  all 
the  wheat  has  to  be  sold  in  Miineapolis  or  Duluth  ? 

Mr.  Hargis.  Yes,  sir.  The  question  was  asked  me,  either  by  you, 
Mr.  Chairman,  or  Congressman  Tuicher,  as  to  the  cause  of  the  dif- 
ference in  opinion  among  millers  as  to  whether  the  future  market  is 
a  desirable  and  beneficial  thing  or  not.  I  have  explained  to  you  that 
I  believe  the  Kansas  Floiu*  Mills  Co.  would  like  that  merchandising 
basis  with  a  sufficient  intermediate  profit  that  they  could  get  along 
by  buying  direct  at  their  countrjr  stations  and  milling  the  wheat  at 
their  interior  plants.  But  the  milling  capacity  of  the  United  States 
is  largely  at  tne  terminals,  and  they  must  buy  futures  against  their 
flour  sales  or  sell  futures  against  their  w^heat  as  soon  as  possible  in 
order  to  do  the  (quantity  of  trading  that  they  do.  These  mills  have 
very  large  capacity,  from  5,000  to  20,000  barrels  a  day,  and  they 
have  to  have  this  future  market  to  carry  their  stocks.  Some  of 
these  mills  will  carry  7,000,000  or  8,000,000  bushels  of  wheat  I  under- 
stand. They  could  not  assume  the  risk  on  that  without  exacting  a 
very  large  margin  of  profit  to  insure  them  against  loss.  I  believe 
that  the  milling  business  would  go  to  the  same  basis  as  the  clothing 
business  and  such  other  businesses  as  that,  and  I  shouldn't  be  sur- 
prised if  15  or  20  per  cent  were  taken  out  if  there  were  no  hedging. 

Mr.  RiDDiE.  Taken  out  of  whom? 

Mr.  Hargis.  Out  of  the  producer  and  consumer.  It  would  be 
distributed,  as  a  matter  o  ^  course. 

Mr.  TiNCHER.  It  would  not  take  long  to  build  a  lot  of  small  mills 
if  that  practice  should  be  begun.  They  would  build  them  very  fast 
if  that  stunt  were  started. 

Mr.  Hargis.  As  a  matter  of  fact  there  is  over-production  in  this 
country  now.     We  have  too  many  mills  now, 

Mr.  TiNCHER.  Do  you  say  we  have  too  many  flour  mills  now  ? 

Mr.  Harois.  Well,  there  is  not  a  sufiicient.deinand  for  flour  at  this 
time.  There  was  a  great  demand  created  during  the  war.  They 
were  not  milling  over  in  Europe  then.     But  since  peace  has  come 
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they  want  to  give  their  own  people  labor,  and  I  think  that  is  the 
reason  there  has  been  a  ^eat  exportation  of  wheat. 

Mr.  McLaughlin  of  Michigan.  Do  you  mean  that  the  millers  can 
not  get  the  wheat  that  they  want  to  grind  ? 

Mr.  Harois.  No;  I  did  not  say. 

Mr.  McLaughlin  of  Michigan.  You  said  there  were  too  many 
mills? 

Mr.  Hargis.  There  is  a  potential  possibility  of  over-production;  if 
if  those  mills  were  running  full  shift  we  would  have  more  flour  pro- 
duced in  this  country  than  we  could  consume  and  also  export  to 
Europe. 

Mr.  McLaughlin  of  Michigan.  The  mills  never  lack  wheat,  do' 
they? 

Mr.  Hargis.  Not  always. 

Mr.  McLaughlin  of  Michigan.  Why  don't  you  go  on  the  board  of 
trade  and  buy  ? 

Mr.  Hargis.  We  do  not  manufacture  wheat;  it  has  to  grow? 

Mr.  McLaughlin  of  Michigan.  Can  not  the  miller  go  on  the  board 
of  trade  and  buy  wheat  when  he  wants  it  ? 

Mr.  Hargis.  Oh  yes. 

Mr.  McLaughlin  of  Michigan.  There  would  never  be  any  lack  of 
supply  for  him  if  he  could  go  on  the  board  of  trade  and  buy  ? 

Mr.  Hargis.  I  would  not  say  never,  but  usually  there  would  not. 

Mr.  McLaughlin  of  Michigan.  Why  should  there  ever  be  a  lack  of 
opportunity  ? 

Mr.  Hargis.  Oh,  you  are  making  purchases  on  the  board  of  trade 
against  the  necessities  of  a  month  hence  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Hargis.  He  could  buy  50  cars  of  wheat  to-day,  and  then  go 
on  the  board  of  trade  and  buy  50,000  bushels  of  March  wheat,  and 
then  in  the  next  day  or  so,  whenever  it  was  that  the  cash  wheat 
arrived,  he  could  close  out  his  hedge,  when  he  took  in  the  cash  wheat. 
That  would  enable  him  always  to  fill  his  order. 

Mr.  HuLiNGs.  I  think  the  gentleman  answered  your  question  per- 
fectly when  he  said  he  did  not  manufacture  wheat  on  the  boards  of 
trade.  The  fellows  on  the  boards  of  trade  are  in  competition  with 
the  fellows  on  the  farm  who  are  manufacturing  wheat.  Whilst  you 
can  go  and  buy  wheat  on  an  exchange  at  any  time,  in  any  quantity, 
it  is  unmanufactured  wheat. 

Mr.  McLaughlin  of  Michigan.  I  got  the  impression  that  the  wit- 
ness said  sometimes  they  could  not  get  the  wheat  they  wanted. 

Mr.  Hargis.  I  think  you  misunderstood  me,  then. 

The  Chairman.  Is  it  not  true  to-day  that  there  is  a  scarcity  of 
wheat  ? 

Mr.  Hargis.  The  demand  for  wheat  this  year  has  been  largely  an 
exporting  proposition. 

The  Chairman.  But  if  all  the  wheat  were  exported  then  there 
would  not  be  anrthing  left  for  the  local  miUer  ? 

Mr.  Habgis.  No,  sir. 

The  C^iBMAN.  There  is  really  a  scarcity  of  wheat  ? 

Mr.  B[argi8.  It  is  my  opinion  that  before  this  01*00  year  ends 
the  miller  will  find  he  has  allowed  too  much  wheat  to  go  oy  his  doors 
and  out  of  the  coimtry  without  making  purchases. 
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The  Chaibman.  The  miller  can  not  go  on  the  market  to-day  and 
buy  wheat  without  paying  a  premium  for  it,  can  he  ? 
Mr.  Habois.  That  is  true. 

The  Chaibman.  Is  that  not  an  indication  that  wheat  can  not  alwairs 
be  bought  at  a  normal  price,  and  that  if  it  is  bought  at  all  it  must 
be  bourfit  at  a  premium  ? 

Mr.  Habois.  That  is  the  case  right  along  this  year.  The  reason 
that  I  think  there  is  a  premium  on  cash  wheat  over  future,  or  the 
reason  that  I  assign  for  that  condition,  is  that  so  much  publicity 
has  been  given  to  the  matter  of  the  farmers^  holding  movement. 
•  It  has  been  believed,  apparently,  by  a  great  many  that  that  wheat 
must  come  on  the  market  at  some  time  and  hence  the  discount 
in  the  future  over  the  cash. 

The  Chaibman.  But  the  publicity  did  not  result  in  holding  the 
wheat.  It  resulted  in  storing  the  wheat  and  the  bankers  advanced 
money  to  the  farmers  to  enable  them  to  hold  the  wheat.  The 
wheat  was  stored  and  went  on  the  primary  market. 

Mr,  Habois.  The  farm  movement  of  wheat  this  year  has  been 
the  most  even  we  have  ever  known. 
The  Chaibman.  The  what  ? 

Mr.  Habgis.  The  movement  of  wheat  this  year  has  been  the 
most  regular  we  have  ever  faiown. 

The  (&AIBMAN.  It  has  moved  quite  freely,  hasn't  it  ? 
Mr.  Habgis.  It  has  moved  ih  an  even  flow.     Kansas  City  has 
received  almost  exactly  6,000,000  bushels  every  month  of  the  new 
crop. 

The  Chaibman.  On  the  other  hand,  if  the  farmers  had  held  wheat 
in  their  granaries  instead  of  storing  it  the  scarcity  would  have  been 
even  greater  ? 
Mr.  Habgis.  Do  you  mean  if  they  had  held  the  wheat  on  the  farm  f 
The  Chaibman.  Yes. 

Mr.  Habgis.  Yes;  there  would  have  been  a  smaller  available 
supply.  . 

The  Chaibman.  As  it  worked  out  wheat  has  moved  just  as  freely 
as  it  ever  did  ? 

Mr.  Habgis.  The  farmers  are  more  or  less  bullishly  inclined. 
The  car  situation  deterred  them  early  in  the  season,  ana  then  later 
on  the  dissatisfaction  with  the  price  affected  the  situation.  I  think 
if  earlier  in  the  crop  year  railroad  facilities  could  have  been  secured 
there  would  have  been  an  extraordinary  movement  of  wheat. 

The  Chaibman.  But  by  moving  the  wheat  to  the  market  and 
storing  it  a  different  result  was  secured  ? 

Mr.  Habois.  They  wanted  to  get  it  under  cover  instead  of  building 
granaries  on  their  own  farms. 

The  Chaibman.  And  in  that  way  they  defeated  the  very  pur- 
pose they  had  in  view  and  created  the  very  condition  they  aid  not 
mtend  to  create,  is  that  it  ? 

Mr.  Habgis.  I  have  an  idea  that  you  are  speaking  more  par- 
ticularly of  the  northwestern  situation.  In  the  Southwest  only 
a  few  elevators  make  contracts  to  accept  grain  for  storage  and  to 
forward  to  the  market  and  make  adjui^tment  when  sold. 

The  Chairman.  It  has  been  stated  that  the  bankers  of  your 
section  agreed  to  finance  the  crop  and  that  it  be  stored  f 
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Mr.  Habois.  They  got  their  money  out  on  it  and  have  not  been 
ble  to  get  it  back.  But  conditions  are  better  than  they  were.  But 
11  of  the  banks  are  showing  very  heavy  rediscounts  witn  the  Federal 
Bserve  bank. 

The  Chairman.  Instead  of  keeping  it  in  their  granaries  the  wheat 
5  now  in  the  primary  markets  ? 

Mr.  Hargis.  It  has  gone  on  to  Europe.  And  I  can  not  believe  that 
F  the  farmer  had  held  his  wheat  that  it  would  have  benefited  him 
iltimately.  It  would  have  only  benefited  the  farmers  who  got  in 
he  first  few  cars  after  the  advanced  price  had  been  made.  If  100 
anners  had  sought  to  take  advantage,  say,  of  $10  wheat,  if  it  had 
^eached  any  su<^  point,  when  their  wheat  reached  the  market  it 
^ould  have  precipitated  a  break.  You  ciEUi  not  put  up  a  false  price 
3v  holding  wheat  on  the  farm,  because  we  have  a  potential  supply 
all  the  time. 

The  Chairman.  If  that  had  happened  the  price  would  have  gone 
up  ?     Go  ahead  with  your  statement,  Mr.  Hargis. 

Mr.  Harqis.  It  might  not  be  unwise  to  suggest  some  thought  as  to 
what  their  wealth  and  profits  might  be  had  tney  been  allowed  to  buy 
direct  from  the  farmer  at  their  200  coimtry  stations,  and  sell  direct 
to  the  jobber  from  their  various  milling  plants,  with  no  publicity  as 
to  what  the  world  thought  grain  might  be  worth,  with  no  publicity 
as  to  what  the  men  now  engaged  in  the  grain  business  might  think. 
In  other  words,  they  would  create  a  concution  imder  their  resolution 
where  the  secrecy  that  prevails  as  to  costs  and  profits  on  coal,  in  lum- 
ber,  in  steel,  andf  in  oil  would  also  prevail  in  wheat  and  its  products* 
There  is  no  other  industry  in  the  world  which  has  given  the  wide 
publicity  to  production,  requirements,  weather  conditions,  etc.,  that 
IS  afforded  every  citizen  of  this  country  every  day  by  newspaper 
reports  which  are  gotten  from  the  wires  entering  the  gram  exchanges 
of  the  country. 

In  our  excnange,  during  its  life  of  more  than  30  years,  there  have 
been  practically  no  legal  actions  taken  by  outsiders  against  it,  and 
members  among  themselves.  When  you  consider  the  milHons  of 
dollars  involved  in  daily  transactions,  and  then  consider  that  so  per- 
fect and  equitable  a  process  of  operation  has  been  evolved  as  prac- 
tically to  eliminate  the  necessity  for  court  proceedings,  it  must  be 
admitted  we  think  that  we  are  fundamentally  soimd  and  funda- 
mentally fair.  Men  would  not  be  satisfied  witn  conditions  of  trade 
over  such  a  long  period  if  they  had  been  subjected  to  harmful  treat- 
ment. 

In  the  discussions  before  the  conamittee  it  is  apparent  from  the 
transcript  of  the  testimony  that  great  stress  is  laid  upon  the  enormous 
number  of  times  the  grain  crops  of  this  country  are  alleged  to  have 
been  sold.  There  seems  to  have  been  no  thought  that  for  every 
seller  there  must  be  a  buyer,  and  that  the  wheat  crop  of  the  farmer 
has  been  purchased  just  as  many  times  as  it  has  been  disposed  of. 
As  a  matter  of  fact,  when  a  man  sells  a  commodity  he  has  simply  one 
of  two  moves  to  make:  he  must  either  buy  in  that  grain  which  he  haa 
sold  before  the  delivery  period  has  expired  or  he  must  make  the 
actual  delivery.  Hence,  every  seller  becomes  a  buyer  in  one  form  or 
another,  and  every  buyer  in  turn  is  a  seller. 

Mr.  Young.  Let  me  ask  a  ciuestion  right  there:  Your  contention 
is  that  it  does  not  make  any  difference  how  many  times  a  given  com- 
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modity  is  bought  or  sold  on  these  exchanges  as  far  as  affecting  the 
market  price  of  that  commodity  is  concerned? 

Mr.  Hargis.  I  think  the  broader  the  trading  the  more  the  market 
is  stabilized.  When  we  have  a  restricted  trade  because  of  any  con- 
dition— and  frequently  we  do  have  a  restricted  trade — the  market  is 
subject  to  violent  fluctuations. 

Air.  Young.  Let  me  get  in  there  this,  because  this  is  one  of  the 
confusii^  things  in  my  own  mind  about  these  future  deals.  I  have 
been  diligently  trying  to  get  the  niunber  of  times  the  cotton  crop  b 
dealt  in  m  any  given  season.  I  am  now  going  to  quote  from  some 
figures  securea  by  Senator  Norris  Williamson,  of  the  State  Senate  of 
Louisiana,  and  the  memorandum  shows  that  he  got  these  figures  from 
the  Bureau  of  Markets.     The  figures  are  these: 

For  the  fiscal  year  ending  June  30,  1919,  the  cotton  crop,  the  num- 
ber of  bales  tracied  in  on  the  New  Orleans  Exchange,  was  33,681,500. 
Number  of  bales  actually  delivered  on  contracts  during  the  same 
period  was  41,000.  For  the  same  period  of  time  on  the  New  York 
Cotton  Exchange — and  we  only  have  two  of  these  cotton  exchanges- 
future  trading  amounted  to  71,183,600  bales  for  the  same  time. 

From  July  1,  1917,  to  October  1,  1919,  in  the  New  Orleans  cotton 
market  future  trading  amounted  to  the  enormous  figure  of  87,485,500 
bales,  while  only  112,500  bales  of  actual  spot  cotton  was  delivered  to 
the  buyers. 

Now,  take  the  first  figures  that  I  give  there:  The  New  Orleans  Ex- 
change and  the  New  York  Exchange  being  the  two  exchanges  thai 
deal  m  cotton  in  this  country,  and  for  that  year  there  were  104,685,000 
bales  of  cotton  dealt  in,  while,  as  I  now  recall,  the  cotton  crop  for  that 
year  amounted  to  eleven  or  twelve  million  bales  ? 

Mr.  Hargis.  Yes,  sir. 

Mr.  Young.  So  it  was  bought  and  sold  nearly  nine  times  during 
that  period  ? 

Mr.  Hargis.  Yes,  sir. 

Mr.  Young.  Is  it  your  contention  that — ^and  I  presume  the  law 
would  operate  in  the  same  way  as  to  grain  as  it  does  about  cotton. 

Mr.  Hargis.  I  think  so. 

Mr.  Young.  In  your  judgment  what  effect  would  that  have  on  me 
as  a  cotton  producer,  my  crop  being  handled  on  the  market  some 
nine  different  times  1 

Mr  Hargis.  I  think  it  was  beneficial  to  you. 

Mr.  Young.  If  you  have  covered  it  already  in  your  argument,  then 
all  right. 

Mr.  Hargis.  I  may  have  covered  that  in  this  statement.  But  I 
want  to  say  that  I  think  any  process  of  trading  that  makes  it  possible 
for  people  to  merchandise  farm  products — and  that  means  cotton  or 
wheat  or  any  other  commodity — ^in  quantity,  without  causing  any 
wide  change  or  variation,  is  a  good  thing ;  in  other  words,  a  stabilized 
market  is  oetter  for  both  producer  and  the  consumer  than  a  very 
widely  fluctuating  market. 

I^.  Young.  Right  on  that  point.  Isn't  it  a  fact  that  cotton  and 
grain  handled  in  such  tremendous  quantities  over  the  actual  product 
produced,  does  cause  fluctuation! 

Mr.  Hargis.  No,  sir;  I. think  not. 
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Mr.  Young.  For  instance,  I  have  witnessed  in  my  home  town  that 
a  farmer  would  telephone  in  to  find  out  the  value  of  cotton,  on  some 
given  day,  and  the  merchant  would  quote  to  him  that  cotton  was 
worth,  say,  18  cents  a  poimd.  By  the  time  the  farmer  would  drive 
into  the  market,  10  or  12  miles,  I  myself  have  witnessed  the  fact  that 
that  cotton  had  dropped  maybe  $10  or  $15  a  bale.  Isn't  the  effect 
of  handling  these  tremendous  quantities  on  the  exchanges  the  cause 
of  that  rapid  drop  ? 

Mr.  Hargis.  No,  sir.  You  must  remember  that  you  have  hourly, 
in  f a<;t  minutely,  constant  registration  on  the  exchange  through  futiu'e 
trading  of  the  price  changes  in  cotton  and  grain,  whereas  in  the  case 
of  automobiles  or  coal — or,  we  will  confine  ourselves  to  products,  coal 
and  oU;  and  as  to  them  there  may  be  overproduction,  but  the  price 
does  not  change  over  a  long  period  of  time.  You  may  get  a  change 
in  coal  prices  every  three  months.  You  might  get  a  reduction  m 
merchandise  from  a  hcuse  that  sells  clothing,  every  three  months,  or 
they  may  not  change  their  prices,  possibly,  except  every  four  months, 
ancf  then  there  might  be  a  great  change.  We  get  our  fluctuations  every 
day  and  every  hour  and  minute  in  the  day,  and  it  is  registered  every 
moment. 

Mr.  Young.  That  is  what  I  am  speaking  about.  When  I  was  a 
small  boy  these  cotton  exchanges  did  not  lunction  as  they  do  now. 
My  father  was  cotton  producer,  and  he  watched  the  newspapers  and 
kept  up  with  the  quotations  on  cotton,  but  in  those  days  there  were 
no  rapid  fluctuations.  In  those  days,  if  I  have  diagnosed  the  situa- 
tion properly,  the  law  of  supply  and  demand  operated  and  the  farmer 
knew  every  day  what  his  cotton  was  worth.  But  under  this  new 
system,  where  this  tremendous  number  of  bales  of  cotton  is  handled  ' 
on  the  exchanges,  cotton  that  is  not  intended  to  be  a  real  sale,  you 
will  have  gieat  fluctuations,  maybe  $15  in  a  day. 

Mr.  Hargis.  I  am  not  familiar  with  the  cotton  exchange  trading, 
and  I  do  not  know  what  their  intention  is.  But  I  can  not  admit,  m 
the  first  place,  that  there  exists  on  the  grain  exchange  no  intention  to 
deliver.  I  am  not  enough  of  a  psychologist  to  tell  what  is  in  every 
man's  mind.  But  let  me  tell  you  of  a  case  that  happened  last  week  in 
Kansas  City.  An  ovemi^^ht  bid  was  put  out  on  wheat  by  a  firm  there, 
and  they  got  52  cars,  I  think,  which  was,  approximately,  60,000 
bushels.  They  based  their  bids  to  the  country  on  the  closmg  of  the 
exchange  at  a  certain  specified  premium  over  March  wheat  the  day 
before.  They  put  out  a  bid  gooa  until  9.30  o'clock  the  next  morning. 
It  seemed  that  m  the  country  there  had  been  pretty  free  selling  around 
Kansas  City.     But  the  market  in  Chicago  finn — 

Mr.  Yorao  (interposing).  Now,  this  is  an  actual  transaction? 

Mr.  Habgis.  Yes,  sir.  This  firm,  which  had  bought  52  cars  of 
wheat,  containing,  approximately  60,000  bushels,  fired  their  order 
into  Chicago,  ana  sold  60,000  bushels  of  March  wheat  there,  because 
they  could  come  nearer  saving  their  situation  there  than  if  our  markets 
were  in  normal  condition.  The  sale  in  Kansas  City  had  been  taken 
care  of  and  they  were  then  at  about  a  normal  condition.  Fir8t,the 
natural  hedge  for  hard  wheat  was  in  our  own  market,  so  he  bought 
in  60,000  bushels  at  Chicago  and  hedged  it  at  Kansas  City.  About 
noon  an  Illinois  miller  came  alotig  with  an 'order  for  wheat,  and  before 
the  close  of  the  market  he  sold  him  that  60,000  bushels  of  wheat. 
This  is  peculiarly  a  pat  transaction. 
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Mr.  Young.  There  was  always  60,000  bushels  of  wheat  there  ? 
Mr.  Hargts.  Yes,  su*.     It  was  back  in  the  country}  it  had  never 

fotten  to  the  market  yet.  This  Illinois  miller  made  a  bid,  and  instead 
^  idding  a  flat  price  they  bid  a  certain  figure  over  the  future,  and  based 
it  on  the  Chicago  market  for  March  wheat.  He  had  the  orimnal  hed^ 
in  Chicago,  because  it  was  a  better  point,  and  then  had  taken  out  his 
hedge  there  and  brought  it  to  Kansas  City,  because  it  was  the  natural 
point  for  his  wheat,  and  then  when  the  miller  made  this  bid  he  had 
to  buy  in  his  Kansas  City  hedge  and  sell  it  at  Chicago  in  order  to 
exchange  it  there.  Tbey  made  sales  as  follows :  Sixty  thousand  bush- 
els in  Chicago,  then  60,000  bushels  in  Kansas  City,  and  then  60,000 
bushels  agam  in  Chicago.  They  traded  in  180,000  bushels  on  the 
seUing  side  and  180  bushels  on  the  buying  side.  In  all  they  traded  in 
360,000  bushels  of  wheat  and  handled  one  60,000-bu8hel  order  of  cash 
wheat. 

The  man  in  the  country  had  gotten  his  price  on  the  basis^  of  the 
night  before.  This  Kansas  City  firm  was  able  to  accept  that  bid  from 
the  miller  only  because  earlier  in  the  day  they  had  put  their  hedge 
on  Chicago,  when  the  markets  were  out  of  line,  and  then  brought  it 
to  Kansas  City  when  the  markets  there  were  in  line;  and  I  thim^  the 
firm  got  three-quarters  of  a  cent  a  bushel  out  of  it.  And  by  the  man 
placing  his  hedge  at  Chicago  it  worked  out  that  the  miller  got  his 
wheat  a  little  cheaper. 

Mr.  Young.  In  every  little  town  like  the  town  I  live  in,  which  has 
some  3,000  people,  there  is  a  board.  We  have  our  board,  and  there 
they  get  a  market  report  all  through  the  day,  every  minute.  And  I 
know  that  there  may  be  20  fellows  m  the  room  where  the  blackboard 
is  watching  the  quotations  as  they  move  up  and  down.  And  may  be 
a  farmer,  or  a  merchant,  or  a  fellow  dealmg  in  cotton  around  town 
will  have  the  man  operating  the  board  wire  in  selling  100  bales  of 
cotton.  This  man  never  means  to  sell  any  cotton,  or  if  he  buys  he 
does  not  mean  to  actually  buy  any  cotton.  It  is  a  purely  ganiDling 
proposition  with  him.  But  he  follows  that  board  and  goes  in  or  out 
as  the  situation  may  demand,  and  that  is  the  practice  on  all  those 
exchanges  all  over  the  country.  I  know  those  men  personally  that 
live  in  my  town  and  know  that  they  do  not  mean  to  buy  or  aeliver 
any  cotton,  but  they  are  simply  doing  what  we  call  gambling — that  is 
what  it  is — following  the  quotations  up  and  down.  You  say  that  is 
done  in  the  case  of  wheat  f 

Mr,  Habgis.  The  impression  I  intended  to  convey  was  this,  that 
I  am  not  a  psychologist  and  can  not  tell  whether  a  man  who  gives 
me  a  grain  order  has  the  intent  to  deliver  or  not,  but  the  contract  he 
has  me  make  for  him  states  that  he  has  that  intent,  and  I  can  not  go 
back  of  what  he  states, 

Mr.  Young.  Assuming  that  my  statement  in  reference  to  cotton 
is  true,  and  I  know  it  to  be  true  from  actual  observation  in  my  own 
town;  and  what  is  true  of  that  town  is  true  of  every  other  town  of 
that  size  in  the  country,  and  of  course  it  is  more  largely  true  when 
you  get  to  the  larger  centers,  like  New  Orleans  and  ifew  York.  I 
say,  assuming  that  people  are  wildly  using  these  exchanges,  and 
making  deals  where  they  do  not  propose  to  deliver,  do  you  think 
that  is  a  healthy  situation  as  appliea  to  the  producer  of  cotton  or 
the  real  consumers  of  cotton ) 
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Mr.  Hargis.  I  want  to  state  at  the  beginning  that  any  discussion 
of  the  cotton  business  from  my  viewpoint  would  be  purely  academic. 
I  have  no  knowledge  of  the  cotton  business.  But  I  could  go  further 
than  that  and  say  that  when  people  are  wildly  doing  anything  it  is 
not  a  good  thing;  but  if  the  question  arises  as  to  whether  they  are 
wildly  buying  or  wildly  selling,  I  can  not  see  that  you  are  ultimately 
harmed  by  tneir  trading  in  a  number  of  bales  of  cotton  greatly  in 
excess  of  the  cotton  actually  grown.  But  I  do  think  that  when 
people  are  wild  about  anything  the  futures  market  has  a  tendency 
to  bring  them  back  to  a  stable  position. 

Mr.  Young.  Are  there  boaras  of  trade  and  exchanges  in  foreign 
countries  to  compare  with  our  boards  of  trade  and  exchanges  here 
that  deal  in  cotton  and  wheat  ? 

Mr.  Hargis.  Not  identically,  but  the  Germans  have  had  ex- 
changes. The  British  have  a  form  of  exchange  over  there,  but  it 
is  wholly  dissimilar  to  ours.  I  really  think  the  Chicago  market  is 
the  control  station  for  wheat  for  all  the  world.  In  Argentina, 
where  they  have  no  well-developed  exchange  system,  the  result  is 
that  there  are  few  grain  men,  and  they  are  the  wealthiest  grain  men 
in  the  world,  outside  of  a  few  French  and  British  houses.  On  the 
other  hand,  the  producers  of  grain  in  that  coimtry  are  the  poorest 
in  the  world.  In  the  producing  business  it  is  the  peasantrv,  and  in 
the  grain-selling  business  it  is  the  wealthy  class.  They  buy  that 
crop  at  a  sufficiently  low  price  always  to  make  American  merchan- 
dismg  profits  look  like  merely  a  drop  in  the  bucket. 

Mr.  X  ouNG.  I  feel  very  sorry  for  the  Argentine  farmer  if  he  is  in 
any  worse  shape  than  oiu*  people  are. 

Mr.  Hargis.  Well,  my  sympathies  are  always  with  the  producer, 
and  more  particularly  this  year  in  that  he  has  felt  the  effects  of  the 
changed  world  conditions  on  a  crop  which  was  the  most  expensive 
he  ever  produced.  But  the  item  of  e^ense  of  production  has  not 
entered  into  the  readjustment  of  the  value  of  anything. 

Mr.  McLaughlin  of  Michigan.  About  these  foreign  exchanges, 
how  about  the  one  at  Winnipeg,  Canada  ?  Is  it  about  of  the  same 
class  as  the  one  at  Minneapolis  ? 

Mr.  Habgis.  I  have  never  been  on  the  exchange  at  Winnipeg,  but 
I  think  it  is.  I  consider  the  Winnipeg  market  an  open  futures 
market. 

Mr.  McLaughlin,  of  Michigan.  So  that  in  answer  to  Mr.  Young's 
question  vou  wiU  say  that  there  are  laige  exchanges  in  foreign 
coimtnes  ? 

Mr.  Hargis.  I  think  you  will  find  that  imder  any  restrictions  here 
exchanges  in  Europe  will  become  very  general.  They  will  have  some 
means  of  registering  the  price  changes  oefore  the  people.  They  are 
very  valuable  to  the  whole  people.     . 

Mr.  Young.  Let  us  assume  that  we  do  not  have  exchanges  func- 
tioning in  our  countr5r  as  they  are  now,  either  in  cotton  or  m  grain, 
but  that  the  consuming  coimtries  do  have  exchanges  functioning 
along  the  lines  that  ours  do  now  function.  What  effect  would  that 
have  on  the  products  produced  in  our  country  1 

Mr.  Hargis.  I  would  rather  have  the  registering  station  in  our 
own  country  than  to  have  it  in  Europe.  I  would  rather  have  it  at 
home.  In  Chicago  we  have  the  control  station  for  wheat  for  both 
Europe  and  America.    I  think  to  have  it  in  operation  in  our  country 
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is  greatly  to  our  advantage  as  against  having  it  in  operation  in  other 
countries  and  not  here. 

Certainly  there  would  be  a  heavy  toll  exacted  from  the  producer, 
because  it  would  be  the  natural  thmg  for  the  buyer  of  grain  to  say: 
"I  can  not  do  anything  with  this  gram.  I  will  have  to  cable  Europe 
to  hedge  it,  and  1  will  nave  to  buy  it  at  a  wide  discount  in  order  to 
make  me  safe.''  Do  you  imagine  that  our  newspapers  would  be  full 
of  market  information  if  the  grain  exchanges  were  in  Berlin  or  in 
Liverpool  or  in  Paris  instead  of  in  this  coimtry  ?    I  certainly  do  not. 

Mr.  Young.  I  do  not  know  as  to  that.  Unfortunately  for  cotton 
trading  the  Liverpool  market  opens  before  ours  does,  and  therefore 
the  Liverpool  quotations  play  an  important  part  in  cotton  trading. 
In  mv  own  view,  without  being  able  to  give  any  reason  for  it,  I 
would,  be  afraid  to  destroy  our  exchanges  here  and  leave  the  Euro- 
pean exchanges  in  existence,  because  we  are  a  producing  country 
and  they  are  consuming  countries,  as  to  cotton. 

Mr.  Harois.  It  would  be  a  very  dangerous  thing  to  do. 

Mr.  Young.  I  do  not  know  just  what  effect  it  would  have,  but  I 
would  like  somebody  who  has  made  a  study  of  it  to  tell  me  what  the 
effect  would  likely  be. 

The  Chairman.  You  may  continue  your  statement,  Mr.  Ha^s. 

Mr.  Hargis.  We  are  faced  with  the  very  xmusual  proposition  of 
being  charged  with  reducing  the  selling  figure  on  grain  crops  to  a 
price  out  of  line  with  their  value,  and  keeping  them  there.  It  seems 
economically  unsound  to  submit  to  thinking  men  that  so  liquid  an 
asset  as  grain,  a  commodity  which  is  in  demand  throughout  the 
world,  could  be  reduced  for  any  considerable  period  of  time  to  a 
price  entirely  out  of  line  with  its  value  and  held  at  such  a  level.  It 
would  be  equally  as  sotmd  to  say  that  gold  dollars  could  be  depressed 
to  90  cents  and  maintained  at  that  level. 

Prior  to  this  year  the  trouble  which  exchange  oflBicials  have  always 
had  has  been  in  the  control  of  operations  on  the  long  side  of  the  mar- 
ket. It  is  possible  to  conceive  of  a  man,  or  a  coterie  of  men,  of  suffi- 
cient means  buying  a  sufficient  amoimt  of  a  commodity  and  refusing 
to  offer  it  for  sale  so  that  there  might  be  an  undue  enhancement  in 
value,  but  even  in  such  a  case  whenever  it  has  been  attempted  the 
invariable  result,  with  one  or  two  exceptions,  has  been  that  the  op- 
erator attempting  to  comer  a  conmiodity  has  lost  all  and  more  than 
his  profit  when  he  attempted  to  '^biur  the  corpse,"  as  it  is  termed; 
that  is,  dispose  of  the  grain  which  he  nas  had  to  accept  on  contract. 
In  other  words,  the  loss  in  reselling  cash  grain  has  been  greater  than 
the  profit  accruing  on  that  which  sellers  were  unable  to  deliver  hun. 

Concerning  the  matter  of  grades  on  deliverable  grain  covering 
futiu'e  contracts,  they  were  somewhat  broadened  this  year  on  acccount 
of  the  general  belief  which  existed  among  ^ain  men  that  wheat  was 
likely  to  go  to  a  very  high  figure,*  and  one  wnich  would  bring  the  con- 
demnation of  the  consuming  public;  hence  it  was  deemed  desirable 
to  allow  as  much  elasticity  as  could  be  wisely  given  to  the  kind  of 
grain  which  would  fill  a  nedging  contract.  I  might  say  that  the 
average  American  grain  man,  a  member  of  an  exchange,  was  just  as 
badly  fooled  as  the  farmer  as  to  the  value  of  this  years  crop. 

Prior  to  July  of  tlus  year  the  only  grades  deliveraDle  in  Elansas  Citv 
were  No.  1  and  No.  2  hard  winter  wheat.  No.  2  hard  was  the  contract 
grade,  but  No.  1,  which  of  course  is  a  premium  wheat,  could  be  de- 
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i-vered  at  the  No.  2  price.  The  reason  no  premium  was  allowed  for 
>f  o.  1  wheat  was  m  order  to  msure  the  buyer — the  seller  is  usually  the 
^levator  operator — ^in  case  of  deUveries  to  get  the  exact  grade  called 
or  by  his,  the  miller,  or  exporter's  contract  at  contract  price.  Feeling 
.liat  prices  mi^ht  run  away  in  this  season,  and  in  the  li^ht  of  the 
jx:periences  of  the  Grain  Corporation  that  No.  3  hard  wheat  is  a  milling 
p-aj-iety,  it  was  added  to  our  contract  delivery  at  a  penalty  of  5 
jents  per  bushel.  This  penalty  of  5  cents  was  placed  on  No.  3  hard 
^lieat  in  order  to  deter  men  of  large  means  from  selling  huge  quan- 
tities of  wheat  with  the  expectancy  of  delivering  No.  3  wheat,  which 
3  at  times  more  plentiful  than  No.  2.  The  6  cent  discount  is  an 
iverage  milling  difference.  There  are  no  other  grades  or  varieties  of 
wheat  deliverable  on  contract  in  our  market. 

On  corn  contracts  No.  2  com  is  the  grade  specified,  but  No.  3 
:^om,  which  is  a  commercial  grade  imder  the  grades  standardization 
specifications,  may  be  delivered  at  2^  cents  discoimt. 

On  oats  the  only  deliverable  grade  is  No.  3  white,  or  No.  2  white,  of 
course,  might  be  delivered  by  tne  seller  but  without  premium  to  him. 

The  receipts  of  variojis  grains  in  Kansas  City  for  1919  and  1920 
re  tabulated  herewith  and  are  as  follows: 


Receipts. 


iVheat bushels. 

-om do... 

3ats do... 

s:affir,  milo,  and  feterita. do. . . 

Eljre do... 

Barley. do... 

Total do... 

Flax. do... 

Bran  and  shorts * tons. 

Hay do... 

Flour bariels. 


1920 


70,738,650 

10,813,750 

7,563,100 

6,066,600 

808,200 

2,461,600 


08,526,700 


1910 


72,137,250 
15,901,260 
12,503,500 

2,160,600 
612,700 

2,140,600 


105,346,700 


49.480 
6fi9,860 
674,700 


3,000 

52,920 

461,676 

700,400 


Amount  of  flour  manufactured  in  Kansas  City  in  1920  was 
3,597,246  barrels.    Compared  with  the  year  1919  the  records  show: 

Wheat buflhel8. .  >  1, 398, 600 

Pom do M,  987, 600 

Oats do »  4, 950, 600 

Kaffir,  milo,  and  feterita do '3, 916, 000 

Rve do 2  280,500 

Barley do »  321, 000 

Flax do »3,000 

Bran  and  ^orts toma. .         >  3, 440 

Hay do....       »  98, 184 

Flour barrels..      ^16,700 

1  Decrease.  *  Increase. 

Amount  of  flour  manufactured  shows  a  decrease  of  30,905  barrels. 

This  statement  is  formulated  by  E.  D.  Bigelow,  secretary  Kansas 
aty  Board  of  Trade. 

In  addition  to  these  receipts,  members  of  the  Kansas  City  Board 
of  Trade  have  probably  handled  more  than  this  amount  of  grain 
which  never  touched  our  market,  moving  it  direct  from  country 
stations  to  mills,  other  terminal  markets,  or  the  ports  for  export. 
All  of  this  grain  has  probably  been  hedged,  not  only  by  one  trader 


720  FUTUBB  TRADING* 

but  by  several  merchants  who  may  at  times  have  possession  of  it. 
Hence,  this  would  account  to  some  degree  for  the  excess  of  future 
transactions  over  the  grain  which  shows  in  any  specified  tenninai 
market  during  a  given  period. 

In  conclusion,  we  feel  that  the  depression  in  prices  of  farm  pro- 
ducts has  been  due  to  numerous  causes :  First,  of  course,  has  been 
the  reaction  which  was  naturally  due  after  a  period  of  excessively 
high  prices  due  to  war  necessities;  second,  the  crv  of  the  consumer 
for  lower  prices  received  so  much  attention  from  Government 
officials  and  yyress  that  faith  in  values  of  everything  was  well  ni^h 
destroved;  third,  in  calculating  the  value  of  our  grams  at  the  early 

{>art  of  the  season  producers  and  most  men,  even  at  terminal  market's 
orgot  Canada  to  the  north  and  the  Argentine  to  the  south,  lookiB^ 
onlv  to  our  coimtry  with  its  supplies  and  to  Europe  with  its  needs. 
Before  we  knew  it,  the  great  Canadian  crop  began  to  pour  into  our 
coimtry  and  was  offered  at  prices  below  those  prevailing  here. 
Export  sales  which  were  hedged  by  the  purchase  of  wheat  futures 
in  Chicago,  were  more  cheaply  filled  by  the  exchange  of  this  future 
for  Canadian  grain.  The  British  commission  diverted  its  buying, 
in  so  far  as  it  could,  to  its  own  colony;  fourth,  fear  was  in  the  minds 
of  all  exporters  that  Europe  would  not  be  able  to  finance  its  business, 
and  \vith  every  cargo  sold,  the  thought  came  to  most  men  that  the 
foreigners  were  approaching  the  time  when  they  could  not  pay: 
fifth,  bankers  throuj^hout  me  country  preached  liquidation,  and 
grain  was  the  most  liquid  asset  against  wnich  the  pressure  could  be 
Drought;  sixth,  ^adually  an  increased  yield  of  wheat  was  shown 
with  each  additional  report  from  the  Department  of  Agriculture, 
hence  world's  figures  compiled  on  one  report  were  found  to  be  of  no 
value  when  the  next  report  was  issued,  snowing  a  greater  production 
than  we  had  known.  The  last  report  which  was  published  gave  an 
increase  to  Kansas  alone  of  about  13,000,000  bushels,  and  to  the 
United  States  about  39,000,000  bushels. 

We  believe  that  those  who  are  engaged  in  business  throus:h  boards 
of  trade  are  serving  the  American  people  in  a  way  that  is  wholly  mis- 
understood and  unappreciated,  and  we  feel  that  any  enactments,  if 
made,  should  be  not  through  the  process  of  a  tax  which  would  be 
prohibitory,  but  by  direct  legislation  so  clear  that  there  can  be  no 
misunderstanding  as  to  whether  we  serve  a  good  purpose  and  a  useful 
purpose  in  the  economy  of  our  country. 

It  is  a  verv  popular  thing,  when  adverse  conditions  arise,  to  cry 
out  against  the  institutions  existing,  without  at  the  same  time  being 
able  to  offer  a  substitute  which  is  better.  I  have  yet  to  hear  a  con- 
structive idea  with  reagrd  to  exchange  trading  which  will  in  my 
opinion  improve  conditions.  To  the  contrary,  it  is  my  earnest  belief 
that  to  surroimd  them  with  limitations  and  restrictions  will  destroy 
them  in  their  entirety,  and  create  new  lines  of  enterprise  for  a  certain 
few,  who  conunand  the  great  credit  and  a  large  part  of  the  resources 
of  our  coimtry. 

Right  at  this  point,  Mr.  Chairman,  I  would  like  to  introduce  with 
your  j)ermission,  one  or  two  letters  which  I  have.  I  think  they  are 
sufficientlv  important  to  go  into  the  record  and  to  be  read.  Chie  is 
from  the  National  Bank  of  Commerce,  of  Kansas  City,  which  is  the 
biggest  bank  in  the  Middle  West,  west  of  St.  Louis  and  Chicago: 
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National  Bank  of  GommbroB)  • 

Kansas  City,  Jfo.,  Jantuay  £1, 1921. 
It.  Benjamin  L.  Harois, 

President  Kansas  City  Board  of  Trade,  City, 

Dear  Sib:  I  have  just  learned  you  will  go  to  Waahin^n  to-night  to  appear  before 
he  congreeaional  committee  that  has  before  it  the  question  of  future  trading  in  grain. 

I  hope  and  believe  you  will  have  little  difficulty  in  convincing  thia  committee  that 
t  would  be  disastrous  to  thegndn  and  milUng  trade  generally  if  a  bill  was  enacted 
>reventin^  future  trading.  We  perhaps  have  more  grain  and  milling  accounts  than 
uiy  bank  m  the  southwest.  I  say  to  you  we  would  not  feel  safe  in  advancing  money 
\n  stored  gram,  or  grain  to  arrive,  imless  there  was  a  future  market  enabling  the  dealer 
x>  protect  his  purchases  as  well  •as  his  sales.  We  advance  to  many  of  our  grain  cua- 
x>inerB  because  of  this  protection  many  times  the  actual  capital  employ^  in  their 
>uaine6S. 

I  can  not  believe  that  Congress  will  pass  such  a  measure  after  the  matter  has  been 
3resented  to  it  as  I  am  sure  it  mil  be  by  intelligent,  unselfish,  succesi^l  gzain  men  like 
Yourself. 

Leaving  the  grain  men  entirely  out  of  the  question,  the  bill  as  contemplated  would 
DO  disastrous  to  the  farmers  whom,  as  I  understand,  it  is  designed  to  help.  It  would 
retard  the  movement  of  grain  ip  its  usual  orderly  way  and  would  have  the  tendency 
to  make  a  speculator  in  cash  grain  out  of  the  farmer,  miller,  and  country  grain  deal&r, 
because  without  a  future  market  the  large  storage  warehouse  at  terminal  markets 
could  not  safely  store  grain  for  use  of  millers  and  exporters  sold  for  deferred  shipment. 

Thi^  is  not  only  a  serious  problem  of  the  grain  trade,  but  it  is  jiist  as  senous  to 
the  banker.  I  believe  that  you  will  be  successful  in  convincing  the  committee, 
and  if  there  is  anything  we  can  do  to  prevent  its  passage,  please  do  not  hesitate  to  com- 
mand us. 

Yours,  very  truly, 

W.  T.  Kemper,  Chairman  of  the  Board, 

That  is  signed  officially.^ 

Mr.  TiNOHEB.  You  saj^  it  is  signed  officially. .    What  do  you  mean  ? 

Mr.  Habgis.  Yes,  sir;  it  is  signed  as  chainnan  of  the  board. 

Mr.  TiNOHBR.  It  is  signed  W.  T.  Kemper. 

Mr.  Habois.  Yes,  sir. 

Mr.  TiNCHEB.  He  is  also  one  of  the  heaviest  traders  in  grain  in 
Kansas  City  ? 

Mr.  Habgis.  Qh ;  he  does  not  trade  at  all. 

Mr.  TiNCHEB.  The  Kemper  Grain  Co.  does  not  ? 

Mr.  Habgis.  That  is  owned  by  Hincher  &  Bedell.  Mr.  Kemper 
has  not  had  a  dollar  in  it  for.  15  years..  .When  he  went  to  another 
bank  he  sold  the  grain  name,  under  an  agreement  not  to  reenter  the 
business. 

Mr.  TiNCHEB.  AH  righ|i> 

Mr.  Habgis.  I  have  here  another  letter  from  the  governor  of  the 
Federal  Reserve  Bank  of  Kansas  City,  tenth  district: 


•  I 


Federal  Reserve  Bank  of  Kansas  Crrr, 

Jamwry  It,  19il. 
Mr.  B.  L.  Hargis, 

President  Board  of  Ttade,  Kansas  Citif,  Mo, 

Dear  Mr.  Harois:  Answering  your  inquiry  I2th: 

It  is  my  personal  opioion  that  unless  handlers  of  grain,  cotton,  and  some  other  com- 
modities were  able  to  protect  themselves  by  hedges  no  bank  ^ould  be  safe  in  financ- 
ine  eufh  transactions. 

That  a  few  people  Or  a  great  many,  for  that  matter,  abuse  this  facility,  so  necessaiy 
for  commerce,  is  no  reason,  in  my  opinion,  why  trading  on  the  board  should  be  pro- 
hibited. . ,     , 
Yours,  truly, 

J.  B.  MiLtER,  Jr. 

34574-_21 iQ 
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Mr.  HiTLiNGS.  Mr.  Chairman,  it  is  admitted  that  futures  perform 
a  certain  valuable  fimction  in  trade,  but  the  question  here  is  \rhether 
there  is  any  need  of  the  great  volimie  of  gambling  transactions. 
That  is  what  this  committee  is  trying  to  find  about.  I  want  to  sat 
that  I  am  about  fed  up  on  statements  along  this  line.  I  do  not 
think  we  ought  to  sit  here  and  hear  this  all  over  and  over  again  whet 
we  have  heard  it  stated  one  himdred  times. 

Mr.  Wilson.  I  was  just  about  to  suggest  a  while  ago  that  we  might 
continue  the  hearings  a  while  and  look  around  the  coimtry  to  see  if 
we  could  find  some  one  who  was  really  in  favor  of  this  legislation. 

Mr.  HuLiNGS.  Every  one  of  them  is  very,  very  clear  that  there 
are  good  things  in  it.  Every  one  of  these  commission  men  and 
brokers  and  exchange  men,  of  course,  is  in  favor  of  having  as  many 
orders  coming  into  the  exchange  as  possible,  because  that  is  what 
they  live  on. 

Mr.  TiNCHEK.  I  think  Mr.  Hargis's  testimony  is  different  from 
most  of  the  testimony  that  we  have  had  here,  and  I  want  to  give 
him  credit  for  having  read  the  bills  that  are  before  the  committee. 
Most  of  the  representatives  of  the  exchanges  throughout  the  country 
who  have  come  here  to  testify  have  not  had  the  pleasure  of  reading 
the  bills  that  are  before  the  committee;  they  just  pronounced  them 
unconstructive  and  bad  without  reading  them,  and  I  am  sure  that 
Mr.  Hargis,  who  comes  from  Kansas  City,  has  read  the  bill. 

Mr.  ICrgis.  I  have  read  your  bill  ana  the  others. 

Mr.  HuLiNOs.  But  if  there  are  any  to  be  heud  on  the  other  side 
I  would  like  to  listen  to  them.  My  idea  is  that  pretty  nearly  every- 
thing that  we  have  heard  so  far  was  against  the  bill,  and  all  from 
about  the  same  sources,  and  there  has  been  enough  of  that. 

The  Chairman.  Practically  all  the  witnesses  nave  been  in  favor 
of  continuing  the  hed^ng  feature. 

Mr.  TiNCHEB.  I  think  that  practically  all  the  witnesses,  except 
those  who  have  or  own  an  interest  in  an  exchange,  or  are  directly 
interested  in  the  present  system,  have  admitted  the  unfairness 
and  the  inequity  of  gambling  in  futures. 

The  Chairman,  ^d  nobody  seems  to  be  able  to  differentiate 
between  gambling  and  hedging. 

Mr.  TiNCHER.  I  think  some  of  the  witnesses  have  done  that 
satisfactorily,  and  some  Members  of  Congre^  seem  to  think  they 
can  do  that  without  witnesses. 

The  Chairman.  It  has  been  contended  that  you  would  have  to 
have  the  speculator  in  order  to  have  hedging.  That  seems  to  be 
quite  generally  agreed.  And  then  there  is  the  question  as  between 
tne  gambler  and  the  speculator. 

Mr .  McLaughlin  ■  of  Michigan.  What  I  want  to  say  is  that  a 
^eat  many  times  when  you  nave  hearings  the  gentlemen  on  one 
side  of  the  question  select  somebody  to  present  their  views,  and  it  is 
ordinarily  considered  a  good  plan  to  follow.  It  saves  the  time  of 
the  gentlemen  who  come  here,  and  it  saves  the  time  of  the  com- 
mittee. Many  of  these  statements  have  been  very  interesting 
indeed,  very  instructive,  but  at  the  same  time  many  of  them  have 
been  alike.  As  far  as  I  can  see  there  has  been  very  little  that  w&> 
new  in  many  of  them. 
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The  Chairman.  This  being  a  very  important  question  it  was 
thought  that  everybody  should  be  given  an  opportunity  to  be 
leard;  that  the  opponents  of  the  bill  might  present  any  witnesses 
>hat  they  cared  to  present,  and  that  those  who  were  in  favor  of  the 
:>ill  might  do  the  same;  in  other  words,  that  those  who  were  either 
'or  or  against  the  bill  might  come  in  in  imlimited  number,  and  the 
L'ommittee  would  accommodate  them  as  far  as  possible.  We  hope 
now  to  hear  every  witness  that  hag  signified  any  real  desire  to  be 
heard.  We  hope  to  hear  all  of  them.  We  have  on  the  list  now 
a,bout  eight  more  witnesses,  and  when  they  have  been  heard  every- 
3ne  that  has  indicated  a  desire  to  be  heard  will  have  been  heard. 

Mr.  McLaughlin  of  Michigan.  Don't  a  number  of  these  gentle- 
men feel  that  everything  they  can  say  has  already  been  said?  1 
bave  given  all  the  time  1  could  possibly  give  to  this  hearing;  I  have 
been  here  pretty  regularly.  Sometimes  it  has  been  absolutely  nec- 
essary for  me  to  be  absent.  And  in  order  to  save  the  time  of  the 
men  who  come  here,  and  to  save  the  time  of  the  committee,  it  seems 
to  me  that  unless  these  gentlemen  feel  they  have  something  new  to 
offer,  they  might  just  as  well  roister  their  names  here  and  the  posi- 
tions they  occupy,  and  state  their  general  position,  as  to  take  their 
valuable  time  in  making  a  lengthy  statement. 

The  Chairman:.  It  is  suggested  by  Mr.  Young  that  inasmuch  as 
there  are  only  about  seven  or  eight  left  we  ought  to  hear  all  of  them, 
but  in  view  of  the  pressure  of  Dusiness  nobody  should  take  offense 
because  time  is  not  consumed  in  asking  questions  in  cross-examina- 
tion, because  that  matter  has  been  gone  over  quite  thoroughly  before. 

I  think  that  if  an  interested  party,  or  an  exchange,  wants  to  pre- 
sent his  or  its  views,  that  opportumty  should  be  given  to  do  so  even 
though  it  may  be  necessary  to  cover  the  ground  that  has  been  pre- 
viously gone  over,  and  in  view  of  the  importance  of  the  question  it 
was  thought  that  as  much  time  as  possible  should  be  given  to  the 
examination  of  witnesses  by  giving  everybody  an  opportunity  to  be 
heard. 

You  may  proceed,  Mr.  Hargis. 

Mr.  Habois.  I  have  some  data  here  that  I  would  like  to  submit  to 
you.  It  has  been  stated  by  the  press,  and  I  have  heard  individuals 
state  that  the  produoe^'  wasr  not  subject  to  violent  .fluctuations  in 
price  during  the  period  of  Government  control,  at  least  when  there 
was  a  guaranteed  price.  I  am  submitting  to  you  an  exact  copy  of 
the  records  contained  in  our  official  price  register,  covering  the#prices 
of  No.  2  hard  wheat  in  the  Kansas  City  market,  beginning  January 
2,  1920,  and  contmuing  to  February  28,  1920. 

On  January  2  the  high  point  on  No.  2  hard  wheat  in  Kansas  City 
was  $2.88. 

On  the  6th,  four  days  later,  it  was  $3.05.  That  was  an  advance  of 
17  cents  in  four  days. 

On  the  9th,  three  days  after  this,  it  was  down  12  cents,  to  «2.93. 

The  next  day,  the  1 0th,  it  was  up  5  cents,  to  $2.98. 

On  the  12th  it  was  down  8  cents,  being  $2.90. 

On  the  13th  it  was  $2.91. 

It  sold  up  to  $2.96  on  the  16th. 
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On  the  17th  it  was  $2.90,  and  on  the  next  biisiness  say,  the  Idth, 
it  was  $2.80,  a  break  of  10  cents. 

It  was  $2.68  on  the  23d,  that  is  a  break  of  12  cents  in  three  days. 

It  was  $2.76  on  the  24th,  that  is  an  advance  of  8  cents. 

It  was  $2.70  on  the  26th  and  27tfa;  that  was  a  decline  of  6  cents 
on  the  26th. 

It  sold  up  5  cents  the  next  day,  the  28th. 

On  the  29th  it  was  $2.75. 

On  the  30th  of  January  it  was  $2.70. 

On  the  31st  it  was  $2.62. 

Continuing,  the  low  point  was  reached  on  February  21,  when  it 
was  $2.22.  We  had  a  drop  there  in  about  40  days,  40  business  dap. 
of  80  cents  per  bushel  from  the  high  to  the  low  on  No.  2  hard 
wheat  on  the  Kansas  City  market  during  the  Government  control. 
I  think  there  has  been  nothing  in  the  history  of  the  exchange  since 
the  reopening  of  futures  that  is  a  parallel  to  that.  That  shows  that 
you  can  have  a  precipitate  decline  when  you  get  a  premium  com- 
modity even  if  there  is  a  basic  guaranty.  (X  course  that  is  accounted 
for  by  the  fact  that  during  the  period  of  advance  there  was  an  acute 
demand,  and  when  the  wheat  began  to  arrive  in  volume  there  was 
no  outlet  for  it,  the  buyers  w^e  out  of  the  market,  and  the  proba- 
bilities are — m  fact,  it  seems  to  be  highly  probable,  that  had  we  been 
operating  under  futures  at  that  time  the  market  would  not  have  run 
away  as  it  did.  The  British  were  very  active  buyers  of  wheat,  and 
the  cash  market,  where  the  requirements  have  to  be  filled  b^  goin£ 
right  out  and  getting  the  wheat,  it  is  a  very  sensitive  affair,  ana 
siibject  to  a  much  more  violent  fluctuation  upward,  and  as  soon  as 
the  demand  is  satisfied  the  immediate  decline  is  very  rapid. 

Mr.  Lee.  Tliese  figures  that  you  have  given  are  taken  from  what 
year? 

Mr.  Hargis.  This  past  year,  1920.  This  is  during  the  period  of 
Federal  control;  this  is  January  and  February. 

Mr.  Huongs.  When  was  the  prohibition  of  futures  revoked  ? 

Mr.  Hargis.  In  1917  we  discontinued  the  trade  in  wheat. 

Mr.  HtJiJNGS.  Well,  when  did  you  reopen  it  ? 

Mr.  Hargis.  July  15  of  the  past  year. 

Mr.  HuuNGs.  What  was  the  price  of  wheat  on  July  16  ? 

Mr.  Hargis.  It  was  about  $2.85.    It  was  varying. 

Mr.  HuLiNGs.  Now  the  fact  that  there  is  traiding  in  futures  doe 
not  seem  to  have  kept  in  the  meanwhile  from  going  off  t 

Mr.  Hargis.  No,  and  that  is  because  our  crop  moved  and  the 
Canadian  crop  moved,  and  the  Argentina  crop  moved.  I  think  one 
of  the  potential  features  in  the  decline  has  been  the  fact  that  there 
is  still  such  a  considerable  amount  of  wheat  on  the  farms  that  has 
to  come  in  here  some  time. 

I  would  like  to  put  this  statement  that  I  just  referred  to  into  the 
record. 

The  Chairman.  Without  objection,  it  may  be  incorporated. 

(The  price  record  of  No.  2  hBxd  wheat)  Kansas  City,  presented  by 
Mr.  Hargis,  is  herewith  printed  in  full,  as  follows:) 
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Number  t  hard  wheat  at  'Kamas  City,  Mo, 


Data. 

Hig^. 

Low. 

DiAt. 

High. 

Low. 

1090. 
Jan.  2 

2.08 
2.05 
S.06 
2.06 
8.00 
•  2.08 
2.08 
2.00 
2.01 
2.88 
2.0ft 
2.06 
2.00 
2.80 
2.80 
2.76 
2.77 
2.68 
2.76 
2.70 
2L70 
2.75 
2.76 
2.70 
2.62 

82.72 
2.75 
2.76 
2.85 
8.85 
2.86 
2.88 
2.80 
2.75 
2.76 
2.75 
2.78 
2.80 
2.75 
2.70 
2.65 
2.66 
2.68 
2.66 
2.55 
2.66 
2.66 
2.60 
3.60 
3.58 
3.55 

1030. 
Feb.  3 

18.65 
2.60 
2.46 
2.46 
2.62 
2.66 
2.56 
2.66 
2.60 

2.60 

2,U 
2.66 
2.60 
2.40 
2.36 
•  2.86 

3.40 
2.62 
2.60 
2.60 
2.40 

12.55 

Jan«  3. ,, 

Feb.  3 

2.46 

Jan.  5 

Feb.  4 

2.88 

Jan.  6.... p..--* 

Feb.  6 

8.85 

Jan.  7....«. 

Feb.  6 

2.40 

Jan.  8- 

Feb.  7 

2.40 

Jf^n,  Ott.. 

Feb.  0 

2,45 

Jan.  10 

Feb.  10 

3.46 

J«n. 13. 

Feib.  11 

3.45 

Jan.  13.. 

Feb.  12 

\u 

Jan.  14 - 

Feb.  13 

Jl^rt.  lft,„ ..,., ^ 

Feb.  14 

2.46 

Jan.  16.......... 

Feb.  16 

2.48 

Jan.  17.r  ...-. 

Feb.  17 

2.60 

Jan.  10 

Feb.  18 

2.46 

Jan.  20 

Feb.  10 

2.40 

Feb.  30. 

2.86 

Jan.  22....... 

Feb.  21 

2.^ 

(») 
2.25 

Feb.  22 

Jan.  24 

Feb.  23. 

Feb.  24. 

Jan.  27 

Feb.  25 

2.80 

Feb.  26 

2.45 

Jan.  20 

Frt).  87 

2.43 

Feb.  28 

2.88 

Jan.  31 

. 

t  Holiday. 

Mr.  Habqis.  Now,  after  having  sold  as  low  as  S2.25  on  the  24th, 
it  sold  as  high  as  $2.60  on  the  28th.  Now  that  marks  the  gyrations 
of  the  wheat  market  during  that  period. 

I  have  an  expense  hill  here  which  covers  a  movement  of  a  car  of 
wheat  from  a  Colorado  point  to  the  Gulf,  to  Galveston,  Tex.,  for 
export,  on  which  the  freight  charges  were  $1,158,76. 

The  Chaibman.  On  one  carload  of  wheat  ? 

Afr.  Habois.  On  one  carload  of  wheat. 

Mr.  Young.  How  much  is  that  per  bushel? 

Mr.  Harois.  Sixty  cents  per  bushel.  As  a  matter  of  fact,  there 
are  intermountain  points  wnere  the  export  rate  is  as  high  as  $1.40 
per  hundred,  and  I  think  there  are  some  that  carry  as  high  as  $1.50 
per  hundred. 

Mr.  YoTJKG.  Is  that  60  cents  a  bushel  transportation  charge  from 
the  Colorado  point  to  Galveston? 

Mr.  Haboib.  Yes. 

Mr.  Wilson.  Is  that  an  ordinary  freight  charge  for  a  car  of  g^rain  ? 

Mr.  ELlbois.  No;  this  is  from  an  mtermountain  point.  Those  inter- 
mountain freight  charges  are  high. 

Mr.  Young.  When  was  that  shipped  ?  Was  that  under  the  new 
transportation  act,  under  the  freight  charges  that  now  exist  ? 

Mr.  Habgis.  Yes;  billed  from  tne  point  of  origin  November  16. 
The  freight  bill  was  paid  at  the  Gulf  on  December  30.  I  would  like 
to  place  this  in  the  record. 

The  Chaibman.  Without  objection,  it  may  be  incorporated. 

(The  freight  bill  presented  by  Mr.  Hargis  is  herewitn  printed  in 

fuQ,  as  follows :) 

Galveston,  12/23/20. 

S.  0.  N.  F.  Y.  Fisher  Gr.  Co.,  To  Intemattonal  &  Great  Northern  Railway,  Dr., 

James  A.  Baker,  Receiver. 

Road,  C.  A  S.  Sixela,  D.  0. 1.  G.  N.    Bill,  F  40557. 

Billing  station  and  route,  Denver,  Colo.    Way-biU  number  and  date,  11/16/2Q; 
C.  <fe  S.;  48271.    Car  initial  and  number.  Pa.  46330. 
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Shipper,  R.  R.  Howard,  11/5.  D.  S.  L.,  316;  11/15,  Ciaig,  764. 
For  freight  and  charges  on  blk.  wheat,  weight,  £.  W.  111,420, 12/19;  rate,  62;  frei^ 
$690.80;  advances,  $467.96;  total,  $1,158.76.    trackage,  50  cents.    War  tax,  2  centE. 
S.  S.  J.  R.  G.  for  export,  H. 
Paid  Dec.  30, 1920.    Jas.  Witherow,  joint  agent,  G.  H.  &  H. ;  I.  &  G.  N. ;  M.  K.  4  T. 

Mr.  Habois.  In  1910  the  export  rate  on  wheat  from  Wichiti. 
Kans.)  was  15  cents.  It  is  now  50^  cents.  That  is  an  increase  of 
333  per  cent  in  freight  on  grain.  An  increase  of  333  per  cent  m 
freight  chaiges  on  wheat  for  export  from  Wichita,  Kans.,  from  1910 
to  1920. 

Mr.  HuuNGS.  I  think  that  is  something  that  had  better  be  looked 
into. 

Mr.  Habgis.  Under  that  charge  system  now  who  pays  the  freight: 
the  farmer  ? 

Mr.  £La.rgis.  He  surely  does;  yes,  sir. 

Mr.  YopNG.  You  don't  wonder  then  that  they  are  quitting  the 
farm? 

Mr.  Hargib.  No.  The  present  raikoad  rates  may  be  necessary, 
and  it  seems  the  measure  nas  passed  granting  these  increases,  but 
I  know  the  high  charges  are  exacting  a  very  heavy  toll  from  the 
producer,  and  mat  prices  on  com  now  at  terminal  markets,  and  prices 
on  wheat  at  terminal  markets,  are  reflecting  a  very  much  lower  value 
to  the  producer  than  they  would  reflect  a  year  and  a  half  ago. 

Mr.  UuLiNOs.  You  said  that  there  was  a  raise  of  two  hundred  and 
some  per  cent.  Over  what  period  is  that  ?  What  period  is  repre- 
sented in  that  raise  of  over  200  per  cent  ? 

Mr.  Hargis.  That  is  over  a  10-year  period  in  a  readjustment  of 
the  rate  fabric  that  is  what  happened.  • 

Mr.  VoiGT.  Well,  if  the  price  of  that  carload  of  wheat — ^wheat,  is  it  t 

Mr.  Habgis.  Yes. 

Mr.  VoiGT  (continuing) .  Is  regulated  by  the  world  market,  then 
of  course  the  farmer  that  raised  that  wheat  is  paying  that  transporta- 
tion charge. 

Mr.  Habgis.  Yes,  sir,  I  believe  it.  I  know  it.  It  has  to  be. 
Wheat  being  sold  in  the  intermountain  territory  that  is  not  bringing 
him  over  S1.05.  And  that  is  for  the  choicest  grade  of  wheat.  Your 
soiurce  of  outlet  is  the  exportation  proposition,  wd  when  a  man  is 
located  a  long  distance  from  the  pomt  of  export  it  costs  him  a  con- 
siderable amoimt  to  move  it  all-rail. 

Mr.  Young.  That  is,  carrying  that  particular  car  of  wheat  from 
the  point  of  its  origin  to  Galveston  t 

Mr.  Habgis.  Yes,  sir. 

Mr.  Young.  Now,  that  represents  the  railroad  charges  alone  ? 

Mr.  Habgis.  Yes,  sir,  that  represents  the  railroad  charges  alone. 

Mr.  Young.  Now  then,  that  probably  is  going  to  some  Ehiropean 
country  ?  ? 

Mr.  Habgis.  Yes. 

Mr.  Young.  Now  have  you  figures  as  to  the  water  transportation  i 

Mr.  Habgis.  No,  sir.  Ocean  rates  are  very  variable,  and  recently 
there  has  been  a  decline  in  ocean  rates. 

Mr.  Young.  You  can  not  make  an  estimate  as  to  the  ocean  trans- 
portation ? 

Mr.  Habgis.  No,  sir,  I  would  not  hazard  a  guess  on  a  proposition 
that  I  don't  know  about.  But  there  are  men  here  who  know.  Mr. 
Barnes  will  be  able  to  tell  you  exactly  what  ocean  rates  are« 
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Mr.  YouNo.  That  is  a  very  important  item,  because  when  the 
water  transportation  is  added,  that  is  also  related  back  to  the  man 
who  raised  the  wheat  on  the  farm. 

The  Chairman.  Is  it  your  contention,  then,  that  the  higher  rate 
of  transportation  is  the  cause  of  low  price  of  wheat  to  the  farmer  ? 

Mr.  Habois.  Well,  as  a  matter  oi  fact  there  is  the  prima  facie 
evidence  of  it.  It  is  a  self-evident  fact  that  the  higher  the  cost  of 
getting  it  to  market  the  less  he  gets  out  of  it,  when  we  are  on  a  world 
fevel-^when  we  have  a  surplus. 

The  Chairman.  You  stated  the  rate  was  15  cents,  and  that  now 
it  is  50  cents.    There  the  farmer  lost  35  cents  a  bushel. 

Mr.  Habgis.  The  farmer  lost  35  cents  a  hundred;  yes,  sir;  that 
would  be  about  22  cents  a  bushel. 

The  Chairman.  The  fact  is  that  with  the  high  railroad  rates  it  is 
almost  impossible  to  market  the  grain. 

Mr.  Harois.  Yes,  and  the  farmer  comes  up  aj^ainst  this  proposi- 
tion: He  has  paid  8  to  10  cents  for  gathering  his  com,  which  is  an 
unusual  thing. 

The  Chairman.  In  my  section  of  the  coimtry  some  paid  12  cents. 

Mr.  Harois.  Well,  in  my  section  I  know  I  paid  10  cents  myself  to 
have  some  com  gathered.    And  10  cents  is  three  times  the  usual 

f;athering  charge.  And  then  we  have  on  com  to  pay  a  90  per  cent 
reight  increase. 

The  Chairman.  Ninety  per  cent? 

Mr.  Harois.  Ninety  per  cent  freight  increase,  when  you  consider 
that  it  used  to  be  at  a  discount  under  wheat,  and  was  brought  to  the 
wheat  basis.  So  there  is  a  penalty  in  the  hauling,  and  he  is  paying 
also  the  penalty  of  high  labor. 

Mr.  TmcHER.  The  spread  you  give,  Mr.  Hargis,  covers  a  period  of 
10  years? 

Mr.  Harois.  Yes. 

Mr.  TiNCHER.  Well,  most  of  that  increase  has  been  in  the  last  four 
years  ? 

Mr.  Harois.  It  started  with  the  Government  control. 

Mr.  TiNCHER.  And  that  is  due  either  to  a  bad  railroad  law  or  thd 
administration  of  it,  in  so  far  as  it  affected  the  amcultural  interests? 

Mr.  Harois.  It  has  worked  to  the  detriment  oi  the  agriculturist. 

Mr.  TmcHER.  You  don't  know  what  justification  there  was  for 
changing  the  basis  of  those  rates  ? 

Mr.  I&nois.  I  am  not  a  rate  expert. 

Mr.  TiNCHER.  You  are  somewhat  familiar  with  the  increases  that 
have  been  granted  to  the  railroad  employees  ? 

Mr.  Harois.  Yes,  I  am  familiar  in  a  general  way  with  the  increases 
that  have  been  granted  to  the  railroad  employees. 

Mr.  TiNCHER.  Under  the  present  admimstration  ? 

Mr.  Harois.  Yes,  sir. 

Mr.  TiNCHER.  And  the  increases  in  rates  that  have  been  granted  to 
the  railroads  to  meet  those  increases  that  have  been  granted  to  the 
railroad  employees  ? 

Mr.  Harois.  Yes;  I  know  of  that. 

Mr.  TiNCHER.  Are  you  familiar  with  the  raise  in  wages  that  was 
granted  the  employees  of  the  railroads  last  Julv  ? 

Mr.  Harois.  No.     I  think  it  did  not  affect  all  employees,  did  it  ? 

Mr.  TiNCHER.  Well,  it  affected  the  brotherhoods. 


728  FUTUBB '  TSADIHQ. 

Mr.  Habois.  WbII,  I  know  that  there  was  a  considerable  raise  in 
wages. 

Mr.  TiNOHER.  And  are  you  familiar  with  the  raise  that  was  granted 
to  the  employees  four  years  aso  t 

Mr.  Harois.  I  know  there  lias  been  a  succession  of  wage  raises 
among  the  carriers. 

Mr.  TiNOHBB.  And  then  there  was  a  raise  in  rates  granted  to  meet 
the  raise  in  wages  t 

Mr.  Habgis.  Yes. 

Mr.  TlNOHBR.  And  also,  to  pacify  the  owners  of  the  railroads,  the 
board,  when  the  last  increase  was  granted  in  waffes.  granted  the  rail- 
roads a  double  increase  in  rates  so  as  to  afford  tne  railroads  their 
profit  above  all  that,  and  it  all  came  off  the  farmer,  did  it  not  9 

Mr.  Harois.  All  these  costs  come  off  the  farmer.  That  is  as  far 
as  I  can  go  in  my  answer. 

Mr.  TiNCHEB.  I  understand  you  are  not  in  sympathy  with  the 
present  administration  for  the  fast  four  years,  as  far  as  its  railroad 
poHcy  is  concerned  ? 

Mr.  Harois.  Well,  I  am  perfectly  willing  to  answer  your  question. 
I  think  that  you  correctly  divined  my  opinion.  I  think  you  an- 
swered the  question  for  me. 

Mr.  TiNOHBR.  Well,  I  want  you  to  understand  that  I  am  heartilv 
in  accord  with  your  opinion.  And  I  think  I  have  a  record  that  will 
bear  that  out. 

Mr*  Young.  Are  you  in  sympathy  with  the  present  railroad  law 
that  contains  these  rates,  that  was  passed  by  the  present  Congress ! 

Mr.  Hargis.  I  can  not  conceive  of  a  condition  which  makes  the 
present  freight  charges  proper.  I  can  not  see  the  justification  for 
them;  Ana  I  do  bdieve  tnat  it  is  due  the  American  people  that 
there  be  some  liquidation  in  rail  labor  the  same  as  in  other  Imes  and 
in  other  industries.    I  think  there  ought  not  to  be  preferred  classes. 

Mt.  VoiGT.  Have  you  concluded  your  statement  ? 

Mr.  Hargis.  I  am  through  with  my  statement,  yes,  unless  there 
are  some  questions  to  be  asKed. 

Mr.  Voigt.  The  freight  receipt  to  which  you  referred  has  been 
made  apart  of  the  record ? 

Mr.  Habgis.  Yes,  I  put  it  in. 
'  Mr.  Voigt.  Is  it  your  opinion  that  so  far  as  grain  is  concerned  the 
increased  freight  rate  comes  directly  out  of  the  pocket  of  the  farmer ! 

Mr.  Hargis.  Yes,  unquestionably,  because  wheat  is  on  an  export 
basis.  The  world  level  makes  our  domestic  price  at  this  time.  And, 
since  we  are  on  the  world's  price  level,  any  charges  that  are  against 
that  wheat  come  out  of  the  producer. 

Mr.  Voigt.  What  do  you  say  about  com  and  barley  t 

Mr.  Hargis.  Well,  that  is  a  domestic  proposition.  I  think  that 
one  cause  of  the  big  decline  in  the  com  market  was  the  fact  that  they 
continually  in<areased  the  crop  estimates.  We  started  out  with  an 
estimate  of  about  two  billions  and  three-quarters,  and  wound  up  with 
an  estimate  hj  the  Agricultural  Department  of  approximately  three 
and  one-half  biUion  bushels. 

Mr.  VoiOT.  Well,  the  price  of  one  commodity  is  reflected,  to  some 
extent^  the  price  of  another  commodity  f 

Mr.  Habgis.  I  think  so;  yes,  sir. 

Mr.  Voigt.  So,  then,  the  fanner  would  also  suffer  in.  the  .matter  of 
com  and  other  grains  t 
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Mr.  Harqis.  Yes;  that  is  right.  And  you  and  I  suffer  in  the  mat- 
ter of  coal. 

Mr.  YoiGT.  That  is  a  burden  that  the  producer  can  not  pass  on  to 
the  ccmsuiner  in  this  country. 

Mr.  Habqis.  No;  it  can  not  possibly  be  passed  to  the  consumer 
when  you  have  a^  exportable  surplus. 

Mr.  HuuNGS.  Well,  do  you  think  that  the  export  of  ^ain  or  any 
other  product  of  this  country  fixes  the  market  for  all  that  is  producea, 
practically  t 

Mr.  Habgis.  Oh,  I  think  that  is  absolutely  sound  economically, 
that  your  surplus  makee  the  price  of  your  crop. 

Mr.  HuuNGs.  Well,  if  Liverpool  makes  the  price  of  wheat,  where 
is  the  fimction  of  these  exchanges  ? 

Mr.  Habgis.  I  never  said  that  Liverpool  made  the  price  of  wheat. 
The  world  demand  makes  the  price  for  wheat;  the  competition  for 
the  world's  supply. 

Mr.  Huukgs.  Well,  Liverpool  is  a  part  of  the  world,  and  so  helps 
to  make  the  price  for  wheat. 

Mr.  Habgis.  Yes ;  but  I  wouldn't  localize  it  to  Liverpool. 

Mr.  HuiJXGS.  If  the  world  then  makes  the  price,  wnat  is  the  idea 
of  the  exchange  ? 

Mr.  Habgis.  The  opinion  of  the  world  is  expressed  through  the 
exchange.  It  is  the  control  station,  the  registration,  that  shows  the 
value  of  wheat. 

Mr:  HuLiNGS.  Thank  you.  • 

The  Chaibman^.  Have  you  concluded  your  statement,  Mr.  Hargis? 

Mr.  Habgis.  Yes;  Mr.  Chairman,  I  have  nothing. further  to  add. 

The  Chaibman.  Thank  you  very  much. 

Senator  Dial,  do  you  prefer  to  make  a  statement  without  interrup- 
tion, or  do  you  wish  Questions  asked  as  you  ^o  along! 

Senator  Dial.  Well,  Mr.  Chairman,  1  wish  to  make  a  statement, 
and  I  will  be  glad  to  answer  any  questions  that  may  be  asked  at 
any  time. 

STATEMEFT   OF  HOST.   NATHAHIEL  B.  DIAL,  UITITED  STATES 

SEVATOB  FBOM  SOTJTH  CABOLINA. 

Senator  Dial.  Grentlemen,  I  understand  that  you  have  the  question 
of  future  contracts  for  cotton  before  you,  and  that  is  what  I  want  to 
talk  about  for  a  little  while.  I  am  not  here  representing  any  par- 
ticular interest.  I  am  mterested  m  farming  and  manufacturing, 
banking;  and  other  enterprises,  and  what  I  woiud  like  to  see  would  be 
a  just  law,  for  as  I  understand  the  futures  contract  law,  it  is  not  just^ 
it  is  not  fair,  and  it  is  not  honest. 

All  my  life  I  have  heard  that  tiie  farmers  were  robbed  out  of  a  great 
proportion  of  the  value  of  their  product.  I  am  an  optimist  and  never 
tooK  much  stock  in  that,  and  do  not  like  to  say  that  people  are  robbed. 
After  I  came  here,  however,  I  concluded  that  I  would  look  into  this 
question  and  see  whether  there  was  any  foimdation  for  the  statements 
tnat  I  had  heard.  I  had  never  heard  anyone. explain  how  he  was 
robbed. 

Now,  I  understand  that  the  futures  contract  law  states  that  the 
seller  has  the  option  of  tendering  any  one  or  all  of  10  grades.  There 
are  only  10  grades  that  are  te^Ierable  mder  contract.    Many  yean. 
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ago  there  were  20  trades,  but  a  few  years  back  thiey  eliminated  some 
of  these  grades,  and  made  only  10  grades  tenderable.  Under  the  law 
the  seller  has  the  option  of  tendering  any  or  all  of  the  10  grades.  The 
purchaser  has  no  option,  except  to  sell  out,  or  to  accept  whatever  is 
tendered  him. 

Now  right  there,  I  think,  is  where  the  wrong  exists.  Any  contract 
which  allows^  one  party  10  options,  and  which  allows  to  the  other 
party  no  options,  is  an  unfair  contract. 

Now  I  have  proposed  an  amendment  over  in  the  Senate,  which  is 
pending  over  there  now,  and  I  hope  you  will  all  study  it  over  here. 

Mr.  McLaughlin  of  Michigan.  Is  that  contained  in  a  bill  you  have 
introduced.  Senator? 

Senator  Dial.  Yes,  sir. 

Mr.  McLauohun  of  Michigan.  Will  you  give  the  number  of  it, 
please  ? 

Senator  Dial.  Yes;  I  will  present  a  copy  of  it  for  the  record. 

The  Chairmax.  Without  oojection,  it  may  be  inserted  in  the  record. 

Mr.  McLaughlin  of  Michigan.  What  is  the  number  of  it,  Senator! 

Senator  Dial.  4636. 

(The  bill  presented  by  Senator  Dial  is  herewith  printed  in  full,  as 
follows:) 

[A  BILL  To  amend  section  5  of  the  United  States  cotton  ftttures  Bct,  approved  Aog.  U,  1016,  as 

amended.] 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled^  That  section  5  of  the  United  States  cotton  futures  act,  approved 
August  11, 1916,  as  amended,  be,  and  the  same  hereby  is,  amended  as  follows: 

In  the  fourth  subdivision  of  section  5  of  said  act,  insert  "(a)*'  after  ''fourth.,*'  and 
before  "provide,"  and  add  at  the  end  of  such  fourth  subdivision: 

"(b)  Provide  that  unless  cotton  in  the  basis  grade  be  tendered  in  settlement  of 
such  contract,  the  buyer  shall  have  the  right  to  demand  that  one-half  of  the  amount 
deliverable  under  the  contmct  shall  be  delivered  in  equal  quantity  in  two  grades,  to 
be  specified  by  him,  and  that  the  seller  shall  have  the  ri^ht  to  tender  one-half  of  the 
amount  deliverable  under  the  contract  in  equal  quantity  in  two  grades  to  be  specified 
by  such  seller." 

The  foregoing  amendments  shall  be  effective  on  and  after  the  thirtieth  day  after  the 
approval  of  this  amendatory  act,  but  nothing  herein  shall  be  construed  as  appticable 
to  contracts  entered  into  prior  to  the  effective  date  of  this  amendatory  act,  or  to  affect 
rights  acquired  or  powers  exercised  thereunder. 

Senator  Dial.  Last  year  Senator  Comer  was  here  as  Senator  from 
Alabama.  Senator  Comer  introduced  an  amendment  to  the  futures 
contract  law,  and  his  amendment,  in  brief,  was  to  let  the  purchaser 
have  the  option  of  selecting  one-half  of  the  quantity  of  the  contract 
in  middling  cotton  and  above.  Well,  to  be  candid  with  you,  I  had 
never  studied  the  futures  contract  law,  notwithstanding  I  have  raised 
cotton  all  my  life.  I  presume  that  the  law  was  reasoii^blj  honest. 
I  did  not  think  that  Congress  woidd  allow  a  law  to  exist  which  would 
be  oppressive  to  any  claas  or  any  section  of  our  people.  I  will  state 
further  that  I  have  no  favors  to  ask  for  any  particular  class,  but 
if  I  had  any  favors  to  give  I  would  certainly  extend  them  to  the 
producer. 

Now,  Senator  Comer  introduced  that  amendment,  and  I  will  just 
give  you  very  briefly  the  proposition  that  he  made  in  regard  to  it. 
Kirst  I  will  say  that  Senator  Comer  is  a  very  successful  busmess  man. 
He  is  the  president  of  the  Avondale  Cotton  Mills  and  several  other 
cotton  mills  in  Alabama,  and  not  only  that,  but  he  is  also  the  largest 
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farmer  in  the  State  of  Alabama,  I  am  told,  and  has  been  very  suc- 
cessful indeed  in  business  affairs  and  has  the  good  of  the  country 
absolutely  at  heart,  and  he  wanted  to  see  a  fair  law  passed.  His 
idea  was  to  let  the  purchaser  select  one-half  of  the  quantity  of  the 
contract  in  middling  and  above;  to  let  the  purchaser  select  one- 
half  the  quantity  oi  the  contract  instead  of  the  seller  selecting  all 
of  the  quantity.  Senator  Comer^s  amendment  was  passed  in  the 
Senate,  out  failed  in  the  House. 

Now,  there  was  a  great  propaganda  gotten  up  against  Senator 
Comer's  amendment,  the  idea  being  at  tnat  time  that  there  was  a 
great  deal  of  off-grade  cotton  in  the  South.  When  you  spoke  of 
middling,  which  was  good  grade  cotton,  and  fair,  you  wanted  a 
higher  grade.  Now,  we  have  a  great  deal  of  this  on-grade  cotton 
in  my  own  town.  I  was  president  of  a  bond  house  in  my  town,  and 
I  know  something  about  the  conditions  at  that  time.  We  had  a 
great  deal  of  that  off-grade  cotton,  and  the  farther  west  you  went 
and  the  farther  south  you  w^ent  you  found  more  of  it.  Jfow,  that 
was  not  by  reason  of  any  contract  law,  as  I  understand,  but  it  was 
directly  a  result  of  the  war.  During  the  war  the  Government  had 
its  goods  made  out  of  fine  grades  of  cotton,  and  that  to  my  mind 
was  very  fooKah.  I  was  not  in  the  Senate  at  that  time.  But 
in  my  opinion  that  was  simply  an  imnecessary  expense.  And  it 
consumed  practically  all  of  the  good  grade  cotton  that  was  grown 
and  left  a  great  quantity  of  off-grade  cotton.  We  sometimes  call 
it  *' dog-tail  cotton,  refuse  cotton,  blue  cotton — all  less-grade  cotton. 
Now,  as  I  say,  by  reason  of  the  Government  taking  all  of  the  good 
grade  cotton  for  its  purposes,  and  also  by  reason  of  Germany  and 
Austria  not  being  in  the  market — and  they  had  been  taking  probably 
3,000,000  bales  per  annimi  before  the  war — there  was  a  great  accumu- 
lation of  this  off-grade  cotton  in  the  South.  Therefore  Senator 
Comer^s  amendment  aroused  a  considerable  amount  of  opposition 
on  the  part  of  a  great  many  of  our  southern  friends. 

Now  I  took  this  matter  up  with  the  Department  of  Agriculture 
last  summer,  and  with  others.  I  asked  what  the  objection  to  Sena- 
tor Comer's  amendment  was.  I  was  told  that  if  senator  Comer's 
amendment  was  allowed  to  become  a  law,  the  purchaser  would  select 
all  of  the  half  of  the  contract  in  middling  and  fair.  That  is  the  high- 
est grade  cotton  grown.  And  there  is  very  little  of  it  grown.  So 
the  objection  to  Senator  Comer's  amendment  was  that  if  the  pur- 
chaser nad  the  right  to  select  all  of  that  half  of  the  contract  he  would 
comer  the  market  and  the  price  would  go  sky-high.  That  was  the 
objection  to  it. 

Now,  my  proposition  is  this.  If  there  is  very  little  of  middling 
and  fair  grown,  and  if  the  purchaser  should  select  one-half  the  quan- 
tity in  that  and  run  the  price  skj'-high,  that  would  not  be  fair;  that 
would  not  be  just.  Therefore  you  had  better  eliminate  middling  and 
fair  as  one  of  the  grades  in  which  you  can  deal. 

But  I  don't  see  as  much  sin  in  letting  the  purchaser  have  the  option 
of  selecting,  half  of  the  quantity  of  the  contract  in  any  grade  he  saw 
proper,  and  run  the  price  sky-nigh,  as  in  letting  the  seller  select  all 
of  the  quantity  of  the  contract  in  any  grade  that  he  saw  oroper. 
So  in  tne  interest  of  the  purchaser  I  advocated  Senator  Comer's 
amendment. 
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Now,  under  the  law  the  seller  can  divide  the  quantity  of  the  cottoa 
between  the  whole  10  grades  as  he  sees  proper,  or  he  can  select  all  of 
the  cotton  in  any  one  grade  that  he  may  see  fit.  Now,  I  don't  see 
any  more  harm  m  lettmg  the  purchaser  select  half  of  the  quantity 
and  running  the  price  up  than  in  letting  the  seller  select  all  of  the 
quantity  and  run  the  price  down. 

Mr.  HuLiNGS.  Well,  Senator,  it  is  not  a  question  of  selection,  is  it  1 
The  cotton  is  sold,  and  it  is  delivered,  and  on  inspection  it  is  found 
to  be  either  above  or  below  the  grade  of  the  contract. 

Senator  Dial.  Yes,  they  have  a  graduated  schedule  of  price.  I 
will  come  to  that  in  a  minute.  Now,  the  Agricultural  Department 
claims  that  there  will  not  be  enough  of  this  nigh-grade  cotton  that 
I  spoke  of  to  go  around.  Well,  my  answer  is  that  there  is  not  enough 
of  any  grade  to  go  around  if  the  purchaser  demands  the  cotton.  As 
I  say,  I  don't  thmk  the  Comer  amendment  was  perfect,  but  it  -was  a 
lesser  evil  than  the  present  law,  and  his  intentions  were  good,  and 
his  amendment  was  meant  to  correct  a  great  harm,  as  I  see  it. 

Now,  to  so  back  a  little  further.  An  amendment  which  would  be 
absolutely  nonest  and  fair  would  be  this:  Let  the  seller  have  the 
option  of  tendering  one-half  of  the  quantity  of  the  contract  provided 
he  divides  it  equ^y  between  five  grades.  Let  the  purchaser  have 
the  option  of  taking  the  other  half  of  the  quantity  of  the  contract, 
provided  he  divides  it  equally  between  five  grades.  Then  you  would 
get  a  spread  of  all  the  10  gracies.  Then  some  of  each  of  the  10  grades 
could  be  furnished.     That  is  a  fair  and  honest  proposition. 

I  took  this  matter  up  with  the  Agricultural  Department  znaiiv 
times  last  summer^  and  1  am  now  convinced  that  that  is  the  honest 
and  fair  way  of  domg  it,  and  I  believe  it  is  workable.  There  are  10 
grades  that  are  tenderable. 

Mr.  HuLiNGS.  Now,  Senator,  we  will  say  that  a  bale  of  cotton  is 
sold  on  a  contract  at  a  certain  price,  of  a  certain  grade.  When  it 
arrives  for  delivery  it  is  found  not  to  be  of  the  grade  that  was  sold. 
Now  then,  you  have  to  determine  by  a  system  of  differentials  how 
much  the  producer  is  to  take  less  than  the  contract  price  because  his 
cotton  has  not  graded  up  to  what  it  was  to  be  ? 

Seanotor  Dial.  Well,  I  am  coming  to  that  now.  I  will  now,  Mr. 
Chairman,  touch  upon  the  point  raised  by  Mr.  Hulings.  It  is  aimied 
that  the  exchange  is  not  a  spot  market;  that  the  operation  of  the 
exchange  is  done  to  hedge.  Now  while  that  is  true,  that  it  is  intended 
to  hedge,  yet  it  does  not  properly  function. 

But  1  doubt  whether  that  is  a  workable  proposition,  because  you 
would  have  to  keep  a  ^at  quantity  of  cotton  on  hand  to  be  able  to 
supply  the  equal  quantities  between  the  10  grades  in  case  demand  for 
delivery  should  be  made.  As  I  say,  that  would  be  an  honest  and 
fair  provision,  but  possiblv  that  is  not  workable. 

My  amendment  is  this:  Let  the  seller  have  the  ontion  of  tendering 
one-half  of  the  quantity  of  the  contract  providea  he  divides  that 
equally  between  two  grades. 

Mr.  Young.  Senator  Dial,  what  two  grades  would  you  suggest? 

Senator  Dial.  Anv  two.  I  am  not  interfering  with  -any  of  the 
tenderable  grades.  1  am  not  trying  to  interfere  with  the  law  at 
present  in  force.  Ten  ^ades,  I  thmk,  perhaps,  is  all  r^ht.  My 
mtention  is  not  at  all  to  interfere  with  the  present  law,  so  jbt  as  the 
number  of  grades  that  are  tenderable  is  concerned,  but  I  propose 
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that  out  of  the  tenderable  grades  the  seller  shall  have  the  option  of 
selecting  one-half  of  the  quantity  of  the  contract  in  any  two  grades, 
but  he  must  divide  it  equally  between  two  grades.  And  also  to  let 
the  purchaser  have  the  option  of  demanding  that  one-half  of  the 
amount  deliverable  under  the  contract  shall  be  delivered  in  equal 
quantity  in  two  grades,  to  be  specified  by  him. 

1  propose  that  the  purchaser  shall  have  the  right  to  demand  that 
one-halt  of  the  cjuantity  shall  be  delivered  as  specified  by  him, 
provided  he  divides  it  equally  between  two  grades.  Now,  that 
would  answer  the  argument  that  was  made  against  Senator  Comer's 
amendment  that  all  of  the  half  would  be  selected  in  the  finest  grade, 
and  that  therefore  you  would  comer  the  n>arket.  Of  course,  it  is  not 
right  to  corner  tie  market,  and  my  anjendment  would  provide 
against  that. 

Let  us  take  an  example:  Assume  that  you  are  running  a  mill 
out  beyond  the  Potomac  T^iver  here,  away  from  where  the  cotton  is. 
And  assume  that  that  mill  has  an  ofl'er  of  a  supply  of  cotton  for  12 
months,  and  the  president  should  say  to  the  superintendent:  *'I 
have  made  a  contract  for  a  thousand  bales  of  cotton  per  month 
for  12  months,  to  run  our  mill.  Now,  I  have  made  an  arrangement 
with  the  bank  for  the  money.  All  vou  have  to  do  is  to  call  lor  the 
delivery  of  the  cotton  and  the  bank  will  pay  for  it,  and  we  will  run 
along  smoothly  through  this  year." 

The  Chairman.  You  are  now  referring  to  a  future  transaction? 

Senator  Dial.  Yes,  I  am  trying  to  hedge.  Now,  he  has  bought  a 
thousand  bales  of  cotton  per  month  for  the  entire  year.  But  the 
superintendent  would  say  to  him,  assuming  the  superintendent 
knew  more  than  the  president  did  about  it,  ^'Mr.  President,  we  are 
spinning  number  9  grade.  We  are  spinning  next  to  the  highest 
grade.  Our  mill  is  rigged  up  to  make  a  certain  kind  of  cloth,  arid 
we  have  to  use  that  kind  of  cotton  to  make  that  cloth.  That  is  the 
kind  of  goods  we  are  selling.  Now,  the  seller  of  this  cotton  may 
tender  us  a  number  l/'.the  coarsest  grade  of  cotton  that  is  grown, 
*'and  we  can  not  manufacture  that."  And  the  president  might  say, 
*' Haven't  we  some  rights  in  the  m.atter?  Can  we  not  demand  tfie 
same  grade  of  cotton  as  wo  are  using?*'  And  the  superintendent 
would  say,  *'No,  we  can  not."  "  WelL  can't  we  demand  half  of  it  V 
And  the  superintendent  would  say,  ''No,  we  can  not  demand  a  thing. 
We  have  got  to  take  whatever  the  seller  tenders  us,  and  if  he  tendered 
us  a  grade  of  cotton  that  was  not  the  grade  we  use  in  our  mill,  we 
could  not  use  it.  Oiu*  mill  is  constructed  to  use  a  certain  grade  of 
cotton  and  we  can  not  use  any  other.  We  are  making  fine  goods, 
and  if  the  seller  should  tender  us  a  number  1  cotton  we  could 
not  use  it  at  all." 

Now,  under  those,  circmnstances,  gentlemen,  if  cotton  other  than 
the  one  grade  that  the  mill  was  using  was  delivered,  it  could  not  be 
used  b^^  that  mill.  And  the  mill  could  not  demand  a  delivery  of 
that  particular  cotton.  So  it  would  have  to  sell  its  contract  and  go 
down  South  to  buy  cotton. 

Now,  I  want  the  contract  to  represent  spot  cotton,  or  as  near 
spot  cotton  a^  possible. 

The  Chairman.  At  a  certain  contract  rate  ? 

Senator  Dial.  Yes,  Now,  there  is  a  graduated  schedule  of  dif- 
ferentials, and  properly  so,  between  the  grades.    But  the  mill  does  not 
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want  to  §ell  out  its  contract  and  go  out  on  the  market  to  buy  other 
cotton,  so  the  reason  it  hedged  was  because  it  might  desire  delivery 
of  the  cotton,  as  it  might  be  able  to  use  it.  Now,  if  the  p'lrchaser 
could  get  half  of  what  he  needed  he  could  take  the  other  naif  tbftt 
he  coiild  not  use  and  tender  that  on  some  other  contract.  Or  two 
mills  could  get  together,  one  using  a  fine  grade  and  the  other  using 
a  coarse  grade  cotton,  and  in  that  way  they  could  accept  delivery 
of  it.  But  as  it  is,  knowing  that  you  can  m»t  get  what  you  want, 
or  any  part  of  what  you  want,  you  sell  oiit  alfthe  time,  and  you 
are  on  the  run,  and  the  price  goes  down  all  the  time. 

Now,  a  man  buys  a  contract.  Why  ?  He  can  not  use  it  in  his  miU, 
but  he  buys  it  because  he  thinks  it  is  cheap.  There  is  no  diflFerence 
between  tnat  and  a  man  buying  a  secondhand  automobile  which  he 
does  not  want  and  can  not  use,  but  which  he  thinks  he  can  dispose  of 
to  somebody  else  at  a  profit. 

Now,  gentlemen,  I  am  not  an  extremist,  but  I  don't  want  to  see  a 
large  proportion  of  the  value  of  our  crop  taken  from  the  producer.  I 
think  he  is  deprived  of  a  large  proportion  of  it  every  year.  Now,  we 
southern  people  know  that  tne  spot  market  is  governed  by  the 
futures  market.  It  is  claimed  by  some  that  it  is  not,  but  of  course 
we  know  that  it  is.  The  buyer  won't  bid  imtil  the  New  York  Ex- 
change opens  and  the  reports  come  in. 

The  Chairman.  You  speak  of  the  reports.  Do  you  have  reference 
to  the  reports  as  to  the  cash  market  or  the  futures  market? 

Senator  Dial.  The  futures  market. 

The  Chairman,  Does  the  cash  govern  ? 

Senator  Dial.  No,  sir. 

The  Chairman.  If  cotton  is  worth  in  New  York  to-day  11  cents 
cash,  it  may  be  onlv  7  cents  for  the  futures  ?  If  the  cash  market 
goes  up  1  cent,  is  that  what  the  dealer  is  waiting  for,  to  know  what 
it  will  sell  at  for  cash  ? 

Senator  Dial.  No;  but  you  can  not  get  the  cotton  that  way;  it  will 
take  from  30  to  60  days  to  get  it. 

The  Chairman.  Do  you  speculate  on  that  as  much  as  you  would 
the  futures  market  ? 

Senator  Dial.  No;  by  no  means.  Now,  if  you  will  excuse  me  I 
will  make  a  personal  reference. 

The  Chairman.  I  am  intensely  interested  in  your  argument. 

Senator  Dial.  I  am  painfully  practical  in  my  life,  and  am  always 
trying  to  be.    And  I  am  not  an  expert  cotton  man  at  all. 

The  Chairman.  You  have  had  experience  in  dealing  with  cotton? 

Senator  Dial.  Yes,  sir;  I  have  handled  cotton,  and  I  have  been 
president  of  the  warehouse  company  for  20  years,  and  president  of 
the  bank  in  my  town. 

Now,  Mr.  Chairman,  I  was  at  home  at  election  time,  and  a  farmer 
came  into  the  bank  of  which  I  am  president,  and  he  came  into  my 
office.  I  told  him  to  sit  down,  and  asked  him  what  he  wanted.  Efe 
said,  '*I  have  got  some  money  nere,  and  I  want  you  to  count  it  out  for 
me."  He  said,  ''I  have  just  sold  my  cotton  up  at  the  mill,  and  I 
have  the  money  for  it,  and  I  want  you  to  coimt  it  for  me."  So  I 
counted  it  for  him.  And  I  said,  ''What  did  you  ^et  for  your  cotton  t" 
He  said,  ''I  got  20^  cents,  but  the  man  who  sold  just  beiore  me  got  21 
cents.  But,''  he  said,  '^ after  I  had  sold  my  cotton  I  w^it  out  to 
feed  my  mules,  and  the  next  fellow  that  came  in  and  sold  his  cotton 
only  got  20  cents  for  it." 
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Well,  now,  Mr.  Chainnan,  why  did  that  cotton  fluctuate  $5  a  bale 
in  less  than  one  hour  ?  Any  man  that  knows  anything  about  cotton 
will  know  that  the  intrinsic  value  of  an  article  of  that  character  would 
not  have  fluctuated  $5  in  on^^hour  or  less  than  an  hour  or  that  the 
value  of  it  would  have  fluctuated  anything  like  that.  Why,  that 
would  be  $60,000,000  on  the  crop  of  cotton  that  is  raised  in  the  South, 
and  that  fluctuation  occurred  in  less  than  one  hour.  Now,  I  am  not 
saying  a  word  against  the  mill  that  bought  that  cotton.  I  am  not 
blaming  the  mill.  But  I  do  say  that  the  price  of  that  cotton  followed 
the  future  market  tendency. 

The  Chairman.  It  followed  the  futures,  and  not  the  cash. 

Senator  Dial.  It  followed  the  futures  and  not  the  cash;  yes,  sir. 

Now,  Mr.  Chairman,  in  last  July  I  went  over  to  the  Agricultural 
Department  three  or  four  times  a  day  and  had  a  great  many  confer- 
ences over  there,  and  a  great  many  of  the  experts  were  brought  in 
and  this  matter  was  talked  over.  I  said  at  that  time,  ^'I  am  not  self- 
opinionated  about  this  matter;  I  am  not  hard-boiled  or  anything  of 
that  sort,  but  I  want  an  honest  law,  a  law  that  will  give  a  50-50  deal 
between  man  and  man.  I  do  not  ask  any  favors  for  the  farmers.  I 
want  a  law  that  is  fair.  I  am  not  fighting  the  exchange.  I  am  not 
fighting  the  mills.  I  am  not  fighting  for  any  particular  interest.  But 
I  do  want  a  law  that  is  fair  between  man  and  man  and  a  law  that  will 
function  practically.  *' 

And  I  presented  mv  proposal.  **  Well,''  they  said,  *'you  will  close 
the  exchange."  ^^Well,"  I  said,  '*I  am  not  going  to  close  the 
exchange,  and  so  far  as  I  am  concerned  I  don't  care  much  whether 
the  excnange  is  open  or  closed.  If  you  have  to  pass  a  law  to  keep 
the  exchange  open,  then  the  exchange  had  better  close;  that  is  the 
way  I  feel  about  it."  And  I  said  to  those  men  in  the  Agricultural 
Department:  '*I  have  never  played  a  game  of  cards  in  my  life,  but  I 
do  know  enough  about  it  to  mow  that  1  would  not  want  to  play  with 
marked  cards.  I  would  not  want  to  play  with  a  fellow  who  had  his 
cards  marked  and  who  had  his  game  won  before  we  started  to  play. 
And  if  that  is  the  situation,  gentlemen,  why,  we  had  better  stop  that. 
I  know  it  is  not  fair;  I  know  that  it  is  not  honest." 

Now,  I  have  seen  cotton  fluctuate  as  much  as  possibly  $50  a  bale  a 
month,  or  one-quarter  of  the  value  of  the  cotton. 

Now,  they  have  got  a  grade  differential  between  the  different  grades 
of  cotton  wnich  is  absolutely  unjust  and  which  is  robbery.  I  wrote  a 
letter  to  the  President  last  summer  in  reference  to  the  War  Finance 
Corporation  and  drew  that  to  his  attention.  Ordinarily  there  is  only 
about  a  10  per  cent  difference.  This  last  year  there  was  a  difference 
of  $50  a  bale  in  it.  Take  middling,  that'  is  the  standard.  The  next 
grade  under  that  ought  to  be  a  10  per  cent  difference.  But  it  was 
as  much  as  $50  a  bale.  And  yet  you  could  not  tell  the  difference 
between  the  cloth  that  is  manufactured  from  those  two  grades  to 
save  your  life.  You  could  not  tell  which  was  made  from  the  one  or 
which  was  made  from  the  other. 

The  Chairman.  Now,  if  delivery  was  limited  to  the  contract  grade 
it  would  fimction  as  a  hedge,  would  it  not  ? 

Senator  Dial.  Yes,  if  you  knew  that  it  was  contract  grade.  Now 
let  me  tell  you  what  the  law  is  on  that. 

The  Chairman*  Yes,  Senator,  I  understand  what  the  law  is. 

Senator  Dial.  But  the  New  York  Cotton  Exchange  does  not 
function  that  way.    It  is  silent  on  that. 
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The  Chairman.  Just  as  you  stated,  10  grades  may  be  delivered. 

Senator  Dial.  Yes. 

The  Chairman.  Now  you  had  the  .fixed  differences  before  they 
passed  the  law,  but  in  your  case  you  deal  with  the  commercial  differ- 
ences, instead  of  fixed  differences. 

Senator  Dial.  Yes. 

The  Chairman..  So  if  a  certain  grade  is  delivered  below  the  con- 
tract you  get  your  discount  on  the  actual  commercial  difference? 

Senator  Dial.  Yes. 

The  Chairman.  You  can  sell  that  grade  and  buy  the  grade  which 
you  need,  and  you  can  unload  it  at  the  price  paid,  whereas  if  you 
received  it  under  a  fixed  grade  you  would  have  to  take  it  at  what- 
ever price  it  was  tendered,  and  have  to  pay  the  difference,  and  as 
was  stated  yesterday  in  reference  to  wheat,  that  might  be  5  cents  a 
bushel. 

Senator  Dial.  Now  I  want  a  contract  that  is  such  that  a  man  can 
demand  delivery  of  what  he  bought. 

The  Chairman.  You  are  for  hmiting  the  grades  under  the  con- 
tract ? 

Senator  Dial.  No,  let  your  grades  stay,  your  10  grades. 

The  Chairman.  Do  you  want  to  limit  your  grades  deliverable 
under  the  contract  to  something  near  what  is  required  in  some  par- 
ticular  mill  ? 

Senator  Dial.  I  want  the  contract  to  be  such  so  that  the  man 
selling  the  cotton  does  not  have  the  option  of  tendering  the  pur- 
chaser all  "dog-tail.^' 

The  Chairman.  If  the  purchaser  buys  middling  cotton  you  want 
it  limited  to  middling,  or  one  grade  below  or  above,  whichever  it 
may  be  ? 

Senator  Dial.  I  want  him  to  have  the  option  of  delivering  one- 
half  of  the  quantity  under  the  contract  in  2  grades,  to  be  specified 
by  him^  out  of  the  10  grades.  And  I  want  the  other  man  to  have 
the  option  of  selecting  one-half  of  the  quantity  in  2  grades  out  of 
the  10  grades.  But  he  must  select  it  in  2  grades,  because  if  you 
let  him  select  it  in  1  grade  he  would  corner  tne  market. 

The  Chairman.  Do  you  not  think  that  it  would  be  fair  to  all  con- 
cerned, if  the  contract  was  limited  to  the  grade  that  the  spinner 
desires  ? 
Senator  Dial.  That  is  the  law  now. 

The  Chairman.  No,  it  is  not  the  law  now.  He  has  got  to  take 
1  of  the  10. 

Senator  Dial.  That  is  the  law,  but  the  New  York  Cotton  Exchange 
does  not  operate  that  way.    It  does  not  operate. 

Mr,  Young.  Can  they  not  be  forced  to  operate  that  way  1 
vSenator  Dial,  Well,  I  don't  know  why  they  do  not.     They  use 
that  as  a  gambUng  proposition.    Now,  vou  might  just  as  weH  go  out 
and  gamble  on  peanuts,  or  gamble  on  what  the  weather  is  going  to  be 
next  March  as  to  hedge. 

The  Chairman.  As  it  stands  now,  the  buyer  must  take  any  of  the 
10  grades  that  are  tendered  ? 
Senator  Dial.  Yes,  sir. 
The  Chairman.  It  is  optional  with  the  seller. 
Senator  Dial.  The  seller  can  spread  it  all  out. 
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The  Chairman.  It  is  optional  with  him  to  deliver  whatever  he 
^ants  to  deliver? 
Senator  Dial.  Yes. 

The  Chairman.  And  what  you  want,  if  you  are  a  spinner,  would  be 
ailling  cotton*    You  would  prefer  the  deUvery  of  milling  cotton, 
because  that  is  the  grade  that  you  use  f 
Senator  Dial.  Yes;  I  prefer  milling  cotton. 

The  Chairman.  But  on  the  cotton  exchange  you  have  to  take  any* 
hing  that  is  tendered  of  the  10  grades  t 
Senator  Dial.  Yes, 

The  Chairman.  Before  the  passage  of  the  bill  there  was  no  limit; 
}he  sky  was  the  limit. 
Senator  Dial.  No;  I  don't  know  about  that. 
The  Chairman.  By  manipulations.     I  am  giving  you  statements 
bhat  were  made  here.    But  we  did  in  that  act  limit  it  to  the  10  grades. 
Senator  Dial.  Yes. 

The  Chairman.  Which  was  an  improvement  over  the  other. 
Senator  Dial.  I  Bgree  with  you. 

The  Chairman.  Now,  then,  in  the  ^ain  exchanges  we  have  no 
limit.  In  Chicago  we  have  23  grades;  m  Minneapohs  we  have  9;  in 
Kansas  City  we  have  9;  in  St.  Louis  we  have  12.  Of  course,  where  9 
^ades  are  deliverable,  or  one  class  of  ffrain  is  deUverable  on  a  contract 
it  is  much  superior  to  the  one  where  tney  have  23  grades,  or  including 
all  the  classes. 
Senator  Dial.  I  should  say  it  is  much  fairer. 
The  Chairman.  Yes. 

Senator  Dial.  Well,  I  am  coming  on  to  that  point  in  a  minute. 
The  Chairman.  You  are,   then,  in  favor  of  Umiting  the  grades 
deUverable  on  the  contract  ? 
Senator  Dial.  Yes. 

The  Chairman.  That  the  buyer  may  have  something  that  he  really 
needs  and  intends  to  use  in  his  business  t 
Senator  Dial.  Well,  the  10  grades  are  all  right  to  me. 
The  Chairman.  I  think  you  are  unreasonable  about  that  as  a  buyer. 
I  don't  think  that  is  fair  to  the  seller. 
Senator  Dial.  I  can  not  see  that. 

The  Chairman.  Well^  you  might  select  something  that  might  not 
be  available. 

Senator  Dial.  Then  why  let  him  deal  in  all  the  10  grades  1  Let 
us  make  less  grades. 

The  Chairman.  I  would  suggest  that  he  might  deal  in  the  10 
grades,  but  limit  the  number  deUverable  on  contract,  so  that  he 
might  contract,  for  instance,  if  ne  needs  7,  for  No.  7,  and  if  he  needs 
No.  2,  let  him  contract  for  No.  2.  But  the  contract  grade  should  be 
something  that  would  be  somewhere  near  the  particular  grade. 

Senator  Dial.  The  seller  doesn't  do  that,    in  New  York  they  do 
not  do  that. 
The  Chairman.  You  can  compel  them. 

Senator  Dial.  I  am  here  asking  you  gentlemen  for  help  on  that. 
The  Chairman.  They  said  they  would  not  do  business  imder  the 
new  arrangement  limiting  it  to  10  grades,  but  they  are  operating 
as  extensively  as  they  ever  did.  And  if  you  change  that  law  ana 
xnake  only  5  of  those  grades  deUverable  tmder  contract,  they  will 
operate  exactly  as  they  are  now.    But  if  you  leave  it  to  them  to 

S4574— 21— 47 


738  FUTURE  TRADING. 

deliver  anything,  of  course  they  prefer  to  do  that,  that  is  natural,  but 
the  contract  has  no  value  as  to  the  buyer. 

Senator  Dial.  All  I  want  is  a  fair  contract,  and  I  want  it  to  be 
equally  divided  between  the  buyer  and  the  seller.  It  is  not  right 
for  one  man  to  have  10  options  and  for  the  other  to  have  none. 
Now,  I  don't  care  about  the  10  grades.  Let  them  remain  there. 
But  let  the  buyer  have  the  option  of  selecting  one-half  of  the  quantity 
but  he  must  divide  it  between  two  grades.  And  let  the  seller  select 
one-half  of  the  quantity,  but  he  also  must  divide  it  between  two 
grades. 

My  good  friend,  Senator  Comer,  sent  a  letter  to  the  Secretary  of 
Agriculture,  and  that  letter  was  sent  around  to  all  of  you.  In  his 
letter  he  makes  his  position  on  this  subject  very  clear. 

The  Chairman,  i  suggest  that  it  be  incorporated  in  the  record. 

Senator  Dial.  I  should  like  to  leave  this  letter  with  the  committee. 

The  Chairman.  It  may  be  filed  in  the  record. 

(The  letter  addressed  to  Hon.  E.  T.  Meredith,  Secretary  of  Agri- 
culture, dated  November  1,  1920,  is  herewith  printed  in  full,  as 
follows:) 

BiRHiNOHAM,  Ala.,  November  i,  19t0, 
Hon.  E.  T.  Meredith, 

Secretary  of  Agriculture^  Washington,  D.  C. 

My  Dear  Mr.  Meredith:  Yours  of  September  30,  discussing  at  length  the  cotton- 
exchange  bill  and  some  proposed  amendments  to  same,  has  been  unanswered  as  I 
have  been  very  busy  with  other  matters. 

Accepting  your  statement  that  the  design  of  the  cotton  futures  act  and  of  the  Ian? 
directing  the  control  of  same  is  to  accomplish  that  the  exchange  quotations  shall  be 
a  true  index  of  cotton  prices  and  the  true  servitor  of  business. 

Also,  accepting  your  statement  that  the  exchanges  have  not  so  operated,  that  they 
have  not  been  the  true  index  of  value  and  hence  not  the  true  insurance  of  busineas, 
and  that  the  law  has  fsdled.  I  also  note  that  you  are  stud>dne  a  series  of  amoidmenta 
to  the  Smith-Lever  bill,  which  from  the  experience  of  your  aepartment  will  improve 
the  accomplishments  of  said  bill.  Please  allow  me  to  suggest  that  you  read  my  pub^ 
lished  statements  and  also  mv  speeches  in  4he  Senate,  (33lin^  att^tion  to  the  great 
losses  to  cotton  producers  ana  cotton  dealers  by  the  nonfunctioning  of  the  exchuiges 
in  their  failure  to  be  a  true  index  of  cotton  prices,  thereby  failing  to  accomplish  a 
vertible  insurance  on  business.    These  statements  are  absolutely  true. 

Further,  my  criticism  of  the  Amcultural  Department,  Bureau  of  ^farkets,  that 
their  administration  of  the  originski  Smith-Lever  bill  and  of  the  amendment  to  the 
Smith-Lever  bill,  both  bill  and  amendment  intended  to  accomplish  the  proper  func- 
tioning of  the  exchanges,  has  been  an  absolute  failure.  This  ^dluie  your  letter  of 
September  30  recognizes. 

This  conclusion,  Mr.  Meredith,  was  reached  after  careful  study  of  the  methods  of 
the  Bureau  of  Markets  and  years  of  experience  with  the  results.  A  true  price  from 
10  spot  markets  on  10  different  grades  and  making  a  composite  price  from  same, 
which  composite  price  would  represent  the  true  differences  in  the  market  on  tender- 
able  grades  is  impossible  and  any  proposition  on  the  part  of  the  Bureau  of  Markets 
that  through  these  methods  a  trustworthy  exchange  value  or  trustworthy  de^ngs 
on  the  exchanges  can  be  accomplished  is  a  vagary. 

The  fact  that  the  exchanges  carry  10  different  grades  of  cotton,  by  law  tenderable  o& 
a  contract,  the  differential  prices  of  the  10  grades  to  be  secured  by  the  Bureau  of 
Markets  from  direct  quotations  on  the  different  grades  from  10  spot  markets  and  from 
actual  sales,  gives  to  the  exchanges  the  power  to  manipulate  value,  which  make? 
trustworthy  business,  or  insured  business,  impossible  and  aves  the  deal^s  on  the 
exchanges  at  all  times  the  power  to  manipulate,  gamble,  and  swindle  the  market. 

My  pr(^x>sed  amendment  that  one-half  of  a  contract  sale  would  be  middling  and 
above>  the  other  half  at  the  seller's  option,  and  that  not  less  than  25  bales  be  in  eacn 
tenderable  grade  would  help  the  ventj  of  the  business  and  abate  the  gambling  e^iK 
but  it  will  not  accomplish  what  the  lav  mtends  and  what  btudness  and  the  trade  demands 
and  what  the  producer  should  have,  and  all  of  this  is  the  contract  price  bacda  middhi^ 
should  function  on  the  actual  pnc^  of  middling  cotton. 
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The  law,  Mr.  Meredith,  should  be  amended  limiting  the  contract  to  one  grade, 
middling,  and  all  unspecified  business  should  comprehend  only  that  grade,  but  let  the 
law  provide  that  any  grade  can  be  sold  through  the  exchanges  for  any  month's  delivery 
but  the  grade  must  be  indi\idualized  in  the  sale  and  restricted  to  one  type  for  each 
sale.  A  nd  provide  further  that  in  the  event  of  a  corner  or  squeeze  on  contract  middling 
that  settlement  can  be  made  on  the  cost  of  middling  in  the  spot  market  plus  the  cost 
of  delivery  at  point  of  sale,  New  York  or  New  Orleans,  plus  a  penalty  of  25  points,  and 
this,  though  not  necessary,  could  be  done  with  the  other  grades. 

The  legalizing  of  the  sale  of  any  grade  through  the  exchanges  will  meet  the  demands 
for  the  representation  of  off-grade  cotton  and  will  give  producer,  dealer,  consumer 
greater  opportunity  to  get  acquainted  with  the  location  and  selling  price  of  these 
grades  without  giving  the  opportunity  as  at  present  of  using  these  grades  as  a  means 
to  gamble  and  destroy  the  entire  cotton  market. 

flaking  middling  the  standard  grade  of  commerce  is  just  exactly  like  making  No.  2 
corn  and  No.  2  wheat  the  standara  grades  and  also  making  gold  the  standard  money 
of  commerce.  In  these  great  commodities  it  is  recognized  that  you  can  not  standardize 
value  with  a  multiple  of  commodities.  As  it  is  in  wheat,  corn,  and  money,  so  it  is 
in  cotton. 

This  amendment  to  the  law  would  not  increase  the  demand  for  middling  or  the 
spinning  value  of  middling  a  penny.  It  would  not  decrease  the  value  of  any  other 
grade  a  penny  and  it  would  certainly  standajrdize  the  exchange  price  on  cotton  and 
make  it  function  with  the  true  market  price. 

Repeating  again  that  the  exchanges  are  not  a  clearing  house  or  point  of  delivery 
for  cotton,  and  that  the  trading  on  the  exchanges  never  intends  the  aelivery  of  actual 
cotton,  the  purpose  is  only  to  truly  index  the  price  and  to  truly  insure  business  trans- 
actions on  tne  exchanges,  no  matter  who  the  party  nor  what  the  value. 

So  important  is  this  question  not  only  to  that  great  section  which  raises  the  cotton 
and  which  depends  so  largely  as  to  welfare  on  the  price  of  cotton  but  also  to  the  entire 
citizenship  of  America  and  to  every  interest  everywhere  that  manufactures  or  deals 
in  cotton,  and  consequently  whose  interest  is  largely  based  on  a  stabilized  price  for 
cotton,  that  I  am  sending  copies  of  this  letter  to  all  the  national  legislators  and  to  as 
much  of  the  fanning  interest  as  I  can,  and  trust  that  the  next  Ongress  will  pass  a  bill 
which  will  erfectually  destroy  every  advantage  which  the  law  now  gives  to  gamblers 
in  marketing  the  sreatest  oi  national  products. 

With  kina  regards  and  best  wishes. 
Yours,  very  truly, 

B.  B.  Comer. 

Senator  Dial.  And  I  also  have  a  letter  which  he  wrote  me. 

The  Chairman.  I  suggest  that  all  this  be  incorporated  in  the 
record. 

(The  letter  addressed  to  Hon.  N.  B.  Dial,  January  8,  1921,  is  here- 
with printed  in  full,  as  follows:) 

Birmingham,  Ala.,  January  8, 1921, 
Hon.  N.  B.  Dial, 

United  States  Senate,  Washington,  D.  C. 

My  Dear  Senator:  In  the  event  you  wish  me  to  come  before  the  Agricultural 
Committee,  please  have  the  Agricultural  Department  to  furnish  full  list  of  type 
samples;  I  mean  the  10  grades,  and  I  will  take  them  ofi  yoiur  hands,  paying  for  tne 
same.  I  want  to  use  them  in  explanation  of  the  present  method  of  multiplying  com- 
binations to  make  a  tender  costly  to  receive. 

Don't  fail  to  read  that  part  of  my  letter  to  Mr.  Meredith  suggesting  the  best  method 
of  amending  the  law  so  as  to  get  the  best  results.  Senator,  you  can  no  more  maintain 
a  parity  between  the  values  of  the  different  grades  of  cotton  by  trying  to  secure  com- 
fK)eite  prices  on  the  present  method  than  you  can  maintain  an  exact  parity  between 
aUver  and  ^Id.  You  have  got  to  have  a  single  standard  in  a  matter  so  important  as 
cotton  pricing,  letting  every  other  value  swing  around  that  in  supply  ana  demand 
price. 

With  kind  regards  and  best  wiahee, 
Youn,  very  truly, 

B.  B.   COHBB. 

Senator  Dial.  His  idea  is  tihat  there  ought  to  be  but  one  grade; 
that  is,  middling. 

Mr.  Young,  fie  has  changed  his  position  on  that.  But  now  he 
wants  it  middling  ? 
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Senator  Dial.  Yes,  he  wants  but  one.  He  said  it  is  impossible  to 
standardize  10  grades.  He  made  a  long  argument  on  tne  subject 
when  this  matter  was  up  for  hearing,  and  I  would  suggest  that  this 
committee  read  carefully  what  he  said  on  this  subject.  He  is  a  man 
of  ^eat  experience,  having  dealt  in  cotton  for  15  years. 

Now,  here  is  a  statement  or  analysis  of  the^  cotton  situation  by 
D.  R.  Coker,  of  Hartsville,  S.  C,  director  of  the  Federal  reserve  bank 
in  Richmond  and  one  of  the  biggest  farmers  in  the  South,  and  I  would 
like  to  have  your  committee  read  Mr.  Coker's  statement  of  the  cotton 
situation. 

The  Chairman.  Without  objection,  it  may  be  admitted. 

(The  statement  presented  by  Senator  Dial,  appearing  in  The  State. 
Columbia,  Monday  morning,  January  10,  1921,  is  herewith  printed 
in  full,  as  follows: 

NO  FUTURE  AHEAD  FOR  KING  COTTON — COKER  CO.  DISCUSSES  SITUATION  FRANKLY— 
OET  LITTLE  RBTXTRN — ^FARMER  MfiRELT  EKING  OUT  EXISTENCE  UNDER  PRESEKT 
FRIGES — TENANTS  HIT  HARD. 

The  following  analysiB  of  the  cottoa  situation  has  been  received  by  The  State  froio 
the  Coker  Cotton  Co.,  of  Hartsville: 

"As  the  staple  situation  hajs  shown  very  little  change  since  our  letter  of  December  1. 
we  thought  that  our  customers  might  like  to  have  us  discuss  tJie  cost  of  the  production 
of  cotton  and  its  relation  to  the  present  and  future  situation.  We  believe  that  few 
outside  of  the  South,  and  by  no  means  all  in  the  South,  realize  the  distressing  features 
of  the  present  situation  or  are  able  to  diagnose  their  effect  upon  the  civilization  of  the 
South  and  the  future  of  the  cotton  industry.  A  brief  consideration  of  facts,  however, 
will  promptly  convince  everyone  interested  in  the  industry,  whether  in  the  North 
or  the  South,  that  there  is  no  future  for  it  at  present  prices,  and  that  a  continuation 
of  present  conditions  would  threaten  the  civilization  of  the  South. 

'' Government  statistics  show  that  the  average  production  of  lint  cotton  in  tht 
South  is  between  one-third  and  four-tenths  bales  per  acre,  but  in  order  to  show  ho« 
impossible  the  present  situation  is  we  are  going  to  first  discuss  production  figures  undei 
the  ideal  conditions  of  a  bale  per  acre  producing  at  15  cents — a  price  above  the  i»«eent 
market. 

"The  bulk  of  the  crop  of  the  South  is  produced  on  a  share  crop  system,  the  most 
popular  share  contract  in  this  section  being  one  under  which  the  landowner  furnished 
the  land,  buUdingB,  planting,  and  fertilizer  and  the  tenant  furnishes  the  live  stock, 
tools,  and  labor.  Ginning  and  baling  expenses  are  divided.  Landlord  and  tenant 
divide  the  cotton  eoually,  but  the  landlord  receives  all  ol  the  seed.  Under  this  plan 
let  ua  see  what  wouid  be  the  returns  to  landlord  and  tenant  on  a  20-acre  crop  of  cotton 
producing  one  bale  per  acre. 

"as  to  one-horse  varh, 

^'The  farm  will  contain  about  30  acres,  including  a  little  woodland  and  a  few  acres 
of  com  and  other  minor  crops.  If  the  land  is  good  enough  to  produce  a  bale  per  acre, 
a  fair  valuation  for  the  farm,  including  buildings,  will  be  between  |6,000  and  $10,000. 
A  minimum  charge  for  rent  on  the  cotton  land,  therefore,  to  cover  interest,  repairs, 
and  taxes  would  he  not  less  than  $25  per  acre.  The  landlord  expecting  a  bale  of  cot> 
ton  x>er  acre  would  buy  not  less  than  ^0  worth  of  fertilizer  per  acre  for  the  cotton,  and 
as  he  must  exercise  supervision  over  his  croppers,  a  chatge  of  $5  per  acre  for  auperviaon 
should  be  made. 

"The  total  of  these  expenses  is  $50  per  acre.  His  returns  will  be  one-half  bale  ol 
cotton,  at  15  cents,  137.50;  seed,  $10;  total,  $47.50;  less  one-half  ginning,  $3;  net 
income,  $44.50.  These  fi^rures  show  a  net  loss  to  the  landowner  of  $5.50  per  acre. 
Some  may  object  to  tiie  charging  of  rent  and  supervision  to  crop  expenses.  To  thii 
we  answer  that  these  are  necessary  preliminary  expenses  for  crop  production  without 
which  capital  can  not  be  secured. 

"To  make  this  crop  the  tenant  furnished  a  mule  and  feed  costing  per  year,  $12^ 
depreciation  on  implements,  taxes,  etc.,  $25;  hire  for  picking  10  bales  of  cotton,  |l.x>. 
one-half  ginning,  $60;  total  $300,  besides  the  labor  of  himself,  wife,  and  three  children. 
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*'  Receipts  from  10  bales  of  cotton,  at  15  cents  per  pound |750 

"  Expenses  besides  labor  of  family 360 

"Balance 390 

'*  Divide  this  amount  by  365  and  you  get  the  magnificent  sum  of  $1.07  per  day  with 
which  the  tenant  must  purchase  clothing,  shoes,  and  household  equipment  and  must 
supply  a  larige  part  of  the  food  for  the  family  and  besides  must  pay  the  doctor  and  the 
preacner  if  they  are  paid.  It  is  true  that  the  tenant  raises  some  corn,  a  few  vegetables, 
and  sometimes  has  a  pig  or  a  few  chickens.  The  pitiful  poverty  under  which  most  of 
them  live,  however,  keeps  them  moving  from  place  to  place,  the  average  term  of 
farm  tenancy  being  about  two  yean,  and  it  is  the  exception  rather  than  the  rule  for 
the  tenant  to  have  any  live  stock  besides  his  mule,  or  any  poultry. 

"has  poor  chance. 

"Please  note  that  with  cotton  at  15  cents  per  pound  $1.07  is  the  maximum  amount 
that  a  tenant  can  receive  for  the  labor  of  himself,  his  wife,  and  three  children  in 
producing  the  ideal  yield  of  1  bale  of  cotton  per  acre  on  20  acres,  and  this  is  a  larcer 
acreage  than  the  average  one-horse  crop  in  this  section  and  must  be  further  curtajied 
this  year.  The  item  for  picldnfif  10  bales  is  absolutely  necessary  for  the  tenant  and 
his  family  can  not  gather  more  than  half  the  crop  in  time  to  prevent  serious  deteriora- 
tion of  tlie  grade. 

"Please  remember  that  the  average  production  in  the  South  is  less  than  four- tenth 
bales  per  acre.  The  production  in  this  State,  however,  for  the  past  yesx  has  slightly 
exceeded  one-half  bale  per  acre.  Based  on  one-half  bale  production,  the  tenant 
farmer's  expenses  would  oe  reduced  by  the  item  of  picking — $150,  and  half  the  gin- 
ning— $30,  making  his  expenses  $180  instead  of  $360.  He  would  receive  for  his  half 
share  of  10  bales,  $375,  lea^dng  $185,  or  51  cents  per  day,  for  the  sustenance  of  his 
family.  But  at  least  half  the  tenant  farmers  make  less  than  one-half  bale  per  acre  in 
South  Carolina  or  less  than  one-third  per  bale  in  the  rest  of  the  cotton  belt  except  in 
North  Carolina.  How  can  these  people  keep  body  and  soul  together,  much  less  main- 
tain a  decent  standard  of  citizenship  if  cotton  does  not  advance  materially? 

"During  the  years  1917,  1918,  and  1919  we  had  a  period  of  comparative  prosperity 
in  the  South,  during  which  both  the  landowner  and  tenant  classes  made  more  money 
than  they  ever  dreamed  of.  Many,  however,  never  having  seen  a  $100  bill  before, 
had  no  training  in  thrift  and  spent  tneir  money  without  thought  of  the  morrow.  Many 
are  poorer  citizens  to-dav  than  they  would  have  been  if  we  had  not  had  this  period  of 
prosperity,  for,  having  nad  a  glimpse  of  financial  heaven  and  being  afi;ain  plunged 
mto  the  nell  of  abject  poverty,  they  are  naturally  bitter  and  discouraged. 

"acrbaob  reduction. 

"The  only  remed>  for  the  present  situation  upon  which  all  seem  to  be  agreed  is 
acreage  reduction.  Most  cotton  sections  know  do  money  croD  except  cotton.  How 
can  the  hwdowrer  or  tenant  figure  to  keep  body  and  soul  together  on  a  greatly  reduced 
acreage  of  cotton,  even  if  the  present  price  is  doubled?  Yet  they  must'spmehow 
do  this  if  better  prices  are  to  be  hoped  for. 

"What  the  South  needs  is  a  steaay  price  for  cotton  which  will  allow  a  fair  return 
to  the  landowner  and  decent  wages  to  the  tenant.  At  the  present  costs  of  the  com- 
modities they  must  buy  for  crop-maldng  purposes,  30  cents  is,  we  believe,  the  lowest 
price  which  the  industry  should  consider.  Thirty  cents  will  not  pav  the  land-owner 
or  tenant  on  the  very  restricted  acreage  that  must  be  planted  this  ^ear.  It  will  give 
the  tenant  farmer  producmg  a  bale  to  the  acre  in  10  acres  only  a  little  over  $1.50  per 
day  for  the  support  of  his  family,  or  about  half  of  this  if  he  loakes  a  normal  yiela  of 
one-half  bale  per  acre. 

"A  few  weeks  ago  the  writer  was  talKmg  with  a  banker  from  West  Virginia  who 
told  him  that  he  had  just  O.  K'd  a  pay  roll  for  a  small  coal  mine  and  that  the  average 
daily  pav  of  the  laborers  was  over  $17.40  per  day,  remarking  that  these  laborprs  were 
workmg  six  hours  per  day,  but  thpt  they  were  only  employed  60  per  cent  of  their 
time  on  account  of  car  shortage.  I  have  other  evidence  to  show  that  the  coal  miners 
are  receiving  at  least  ten  times  as  much  as  the  cotton  laborers,  who  are  also  paid  far 
Ie68  than  the  laborers  in  the  western  wheat  farms  or  in  the  mills  of  any  section  of  the 
coimtry. 

''unfairness  to  farmeb. 

"Every  interest  in  the  cotton  trade  should  reco^ize  the  terrible  imfaimess  of  this 
situation  and  should  refuse  to  consent  to  its  continuance.  Kvery  southern  interest 
is  bending  its  energies  to  restore  and  maintain  a  price  basis  for  our  money  crop  which 
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'will  allow  something  besides  a  drear  and  miserable  existence— that  will  allow  us  to 
build  and  maintain  schools,  churches,  roads,  and  other  facilities  necessary  to  the 
I  maintenance  of  a  decent  ci\^lization.    Bankers,  merchants,  and  professional  men  a'v 

;  cooperating  heartily  with  the  farmers  to  protect  the  basic  industry  of  the  South.    Thw 

'  ifl  not  enough,  however.    The  whole  country  is  affected  by  the  condition  of  every 

.section.  If  the  South  is  stricken  with  poverty  its  laborers  will  flock  to  the  cities  d 
the  North  and  West  and  intensify  their  race  and  labor  problems.  If  the  Southern 
farm  can  not  meet  expenses  for  a  long  period  the  resulting  financial  chaoa  will  affect 
all  the  money  and  trace  centers  of  the  country.  If  we  do  not  receive  sufficient  money 
returns  to  support  a  decent  civilization,  the  civilization  of  all  sections  will  be  affected. 
''Large  classes  in  the  South  have,  except  for  brief  periods,  struggled  along  ever 
since  the  Confederate  War  in  poverty  so  abject  that  decent  food  and  clothes  could  mn 
be  optained.  During  the  periods  when  cotton  sold  for  4 J  cents  to  8  cents  many  fam- 
ilies had  to  live  on  25  cents  pei*  day  or  less,  and  right  now  the  prospect  for  man^"  is  nc* 
better  than  then. 

"The  understanding  sympathy  of  the  nation  can  not  prevent  terrific  losses  to  the 
South  nor  remove  the  necessity  for  acreage  reduction  and  other  measures  necesearr 
to  equalize  the  supply  of  the  staple  with  the  demand.  A  nation-wide  and  understand- 
ing sympathy^  however,  can  ana  will  make  it  easier  for  us  to  get  the  financial  suppK>r: 
necessary  to  tide  over  the  present  emergency  and  will  protect  us  from  the  reerectiji 
of  barriers  to  foreign  trade  without  which  the  cotton  farm  can  never  thrive." 

Mr.  Young.  We  all  recognize  the  use  of  these  cotton  exchange?. 
In  my  country  there  is  a  strong  sentiment  against  thorn;  there  are 
some  big  men  down  there  who  want  them  abolished.  I  myself  at 
one  time  had  that  idea,  but  my  ideas  have  changed.  Have  vou 
thought,  Senator,  of  what  would  happen  should  they  be  abolislied 
in  this  country?  Wouldn^t  the  cotton  industry  of  this  country  l>e 
left  in  a  deplorable  shape  by  virtue  of  the  fact  that  they  have  such 
exchanges  in  England,  the  consuming  section  of  the  world?  That 
is,  wouldn't  they  nave  a  power  which  they  could  use  adversely  to  the 
interests  of  the  people  of  this  country  ? 

Senator  Dial.  Yes,  if  they  used  it.  I  used  to  think  that  they 
should  be  abolished,  and  sometimes  when  I  see  their  manipulations 
I  am  disposed  to  think  so  yet.  But  I  have  no  grudge.  What  I 
want  is  a  fair  law,  and  I  have  conJBdence  in  Congress,  and  I  believe 
we  will  get  a  fair  law. 

Mr.  HuLiNGS.  Well,  I  don't  quite  understand  you,  Senator. 
You  buy  cotton.  I  come  to  you  to  deliver  the  cotton.  It  was  to 
be  of  a  certain  grade. 

Senator  Dial.  No,  it  was  not  to  be  of  a  certain  grade.  It  is  to 
be  within  10  grades. 

Mr.  HuLiNGS.  No,  but  you  bought  it,  and  you  wanted  a  certain 
grade,  and  I  a^ee  in  the  contract  to  deliver  that  grade,  but  with 
the  right  to  dehver  something  else  through  10  grades. 

Senator  Dial.  Yes. 

Ml-.  HuLiNQS.  Now,  then,  I  deliver  that  to  you.  Under  the 
contract  and  under  the  rules  you  can  pay  me  less  than  the  contract 
price  for  the  differential  that  is  between  grades. 

Senator  Dial.  Yes. 

Mr.  Hui^iNGS.  But  you  have  to  take  the  same  cotton,  do  yon 
not?  You  can  not  compel  me  to  go  out  some  place  and  buy  tho 
kind  of  cotton  that  you  want;  that  is,  to  buy  half  of  it  of  a  certain 
grade  and  the  other  half  I  can  select  as  to  what  grade  it  should  b»* 

Senator  Dial.  No;  I  have  to  take  what  you  tender  me, 

Mr.  HuLiNGS.  Well,  then,  how  does  that  help  you,  so  far  a^  your 
mill  is  concerned  ? 

Senator  Dial.  Well,  here  is  my  mill;  I  have  got  something  on 
hand  that  I  do  not  want;  I  have  got  to  pay  storage  on  it,  I  hare  got 
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to  pay  brokerage  on  it.  I  have  got  to  get  rid  of  it.  Now,  what  I 
am  complaining  about  is  not  only  that,  out  by  that  operation  you 
depress  the  price  of  the  whole  crop  downward.  You  hurt  the  grower, 
you  understand.  By  reason  of  tne  fact  that  I  know  that  I  can  not 
get  what  I  want,  I  go  and  sell  the  contract.  Therefore  you  have 
got  more  sellers-  than  you  have  buyers,  and  you  depress  the  whole 
industry  downward. 

Mr.  HuLiNGS.  It  forces  you  on  the  market  as  a  seller. 

Senator  Dial.  It  forces  me  on  the  market  as  a  seller,  because  I 
know  you  are  gomff  to  give  me  something  I  can  not  use  in  my  mill. 
I  didn't  know  the  law  was  so  unjust,  I  (udn't  know  the  law  was  so 
unsound,  and  I  don't  see  how  it  ever  remained  that  way  so  long. 
I  don't  claim  to  be  an  expert — ^I  am  a  lawyer — but  I  have  studi^ 
the  thing  since  I  have  come  up  here,  and  I  believe  that  any  con- 
tract that  would  allow  one  man  10  options  and  another  man  none 
would  not  be  fair.  Suppose,  for  example,  I  should  sell  you  auto- 
mobiles, and  there  was  a  differential  between  them,  and  I  had  an 
option  of  tendering  you  10  different  kinds  of  automobiles.  Or, 
take  any  other  business  where  one  man  could  dump  onto  another 
man  that  which  he  did  not  want.  Why,  you  would  have  to  sell 
and  pocket  a  loss. 

Mr.  HuLiNGS.  Well,  the  evil  of  that  is  that  you  made  that  kind 
of  a  contract. 

Senator  Dial.  Well,  it  is  true,  but  imfortunately  the  fact  would 
be  that  the  man,  for  example,  who  bought  a  secondhand  automobile 
that  he  did  not  need,  would  think  that  he  could  sell  it  to  somebody 
else  at  a  profit,  and  so  he  would  make  that  kind  of  a  deal. 

Now,  gentlemen,  it  is  our  duty  to  make  a  just  and  a  fair  and 
an  honest  law.  I  was  in  New  York  on  the  fiftieth  anniversary 
of  the  New  York  Cotton  Exchange.  I  didn't  know  it  at  the  time 
.1  came  there,  but  a  friend  of  mine  took  me  to  a  luncheon,  and  dur- 
ing the  luncheon  a  man  made  a  speech  in  which  he  said  that  some 
southern  Congressmen  or  Senators  have  been  criticizing  the  futures 
contract,  but,  he  said,  they  need  not  shake  their  finger  at  them,  for 
it  was  a  law  that  was  made  by  Congress,  that  Congress  had  made 
that  law,  and  that  they  had  not  made  it.  Well,  I  say  it  is  our  duty, 
gentlemen,  to  make  a  fair,  a  just,  and  an  honest  law. 

Do  you  gentlemen  have  any  questions? 

Mr.  Wilson.  I  gather  from  your  remarks  that  you  think  that  one 
of  the  greatest  mistakes  is  in  having  so  many  different  grades. 

Senator  Dial.  No;  not  in  having  so  many  grades,  but  allowing 
one  man  to  select  all  of  those  grades,  ana  compelling  the  other 
fellow  to  stand  aside.  In  other  words,  allowing  tne  seller  to  select 
all  he  wants  of  the  10  grades.  The  farmers  have  complained  and 
said  that  we  ought  to  have,  maybe,  12  grades;  that  there  is  no 
market  for  their  cotton  under  the  10  erades. 

Mr.  Wilson.  What  is  the  use  of  liaving  so  many  grades  if  all 
grades  of  cotton,  you  might  say,  will  produce  about  the  same  article  i 

Senator  Dial.  No  ;  they  say  it  does  not  produce  the  same  article. 

Mr.  Wilson.  But  you  say  it  does  ? 

Senator  Dial.  No;  I  sa^r  there  is  not  as  great  a  difference  as  the 
present  price  indicates.  Some  trades  will  bteach  better  than  others, 
you  imaerstand,  and  there  wm  be  different  compositions.    There 
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will  be  some  foreign  matter  in  the  lower  grades.  The  coarser  the 
cotton,  the  more  waste  there  is  in  it,  and  the  operators  don't  like 
to  handle  it  when  there  is  so  much  waste,  you  see,  for  it  will,  natur- 
ally, cut  down  their  pay.  So  the  tendency  is  to  spin  the  hi^er 
grade  cotton.  There  is  some  difference,  but  it  is  nothing  like  the 
difference  which  at  present  obtains  in  the  price,  to  my  mind. 

Now  here  is  a  beautiful  illustration  of  this.  Congress  appropri- 
ated $50,000,  and  cloth  was  made  out  of  these  different  grades  of 
cotton,  under  the  inspection  of  the  Department  of  Commerce,  and 
there  are  samples  of  this  cloth  which  you  can  now  see  and  ins}>ect. 
You  can  see  it  unbleached  and  you  can  see  it  bleached,  and  a  man 
who  is  not  an  expert  can  hardly  tell  the  difference  between  the  vari- 
ous grades.  That  is,  take  one  grade  of  cotton;  a  piece  of  cloth  was 
made  from  that  grade,  and  then  a  piece  of  cloth  was  made  from  the 
next  grade  to  it,  and  the  man  who  is  not  an  expert  could  not  tell  the 
difference  between  the  two  grades.  Of  course,  when  you  take  two 
pieces  of  cloth  that  are  made  out  of  widely  separated  grades  you  will 
see  some  difference;  that  is,  you  will  see  in  the  lower  grades  more 
kinks  or  lumps. 

Now  I  don  t  object  to  the  10  grades.  You  see,  it  depends  upon  the 
season  as  to  what  kind  of  cotton  the  grower  would  want  to  grow. 
Possibly  to  cover  the  whole  crop,  or  as  nearly  the  whole  crop  as  you 
can,  there  are  10  grades,  and  I  have  no  kick  against  that.  But  I 
don't  want  one  man,  neither  the  buyer  nor  the  seller,  to  have  all  the 
option,  don't  you  see.  I  want  the  other  man  to  have  a  fair  chance 
at  it.  I  want  the  thing  to  be  half  and  half,  that  is  the  way'  I  look 
at  it.  There  is  no  mystery  about  this  proposition  at  all.  It  is  just 
like  the  illustration  I  gave  you,  of  one  man  having  the  option  of  sell- 
ing any  one  or  all  of  10  things  to  another,  and  the  other  man  having 
no  option  but  to  accept  what  was  tendered  to  him. 

The  Chairman.  Senator,  if  it  were  made  optional  with  the  buyer 
to  select  all  the  grades,  that  would  give  him  tiie  same  advantage 
which  the  seller  now  has  over  the  buyer,  wouldn't  it ) 

Senator  Dial.  No;  let  him  select  half. 

The  Chairman.  Take  this  situation,  for  instance:  There  might 
be  a  limit  of  production  in  certain  grades,  and  all  the  buyers  would 
combine  in  demanding  that  particmar  grade. 

Senator  Dial.  Well,  woula  anybody  sell  ?  He  would  be  afraid  to 
make  the  contract. 

The  Chairman.  It  would  operate  against  the  exchanges  and 
close  them,  would  it  not? 

Senator  Dial.  I  don't  see  that  it  is  necessary  to  give  one  man  the 
option  of  selecting  the  grades. 

The  Chairi£an.  Womd  it  not  be  fair  that  the  contract  specify 
the  grade  to  be  delivered  on  the  contract  ? 

Senator  Dial.  I  think  you  ought  to  do  that.  But  they  won't 
do  that.  Now  we  ought  to  make  them  do  that.  Congress  ought 
to  make  them  do  it. 

The  Chairman.  Would  you  be  satisfied  with  that  ? 

Senator  Dial.  Yes,  I  would  be  satisfied  with  that. 

The  Chairman.  If  you  limit  it  to  that  one  grade  it  might  be  difii- 
cult  for  any  one  to  adiver  under  that  contract.  Would  it  be  fair 
to  say  that  he  could,  under  the  contract,  deliver  either  one  grade 
below,  or  on    grade  above  ? 
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Senator  Dial.  I  have  no  objection  to  that,  if  you  let  the  pur- 
chaser take  one-half  above  and  the  seller  take  one-ialf  below.  Let 
them  divide.     I  have  no  objection  in  the  world  to  that. 

The  Chairman.  Then  we  are  practically  agreed  that  there  should 
be  a  limitation  on  the  number  of  grades  deliverable  under  a  con- 
tract. But  let  them  buy  or  sell  any  of  the  grades,  but  specify  the 
grade  deliverable  under  the  contract,  and  then  give  them  the  option 
of  one  grade  above  or  one  grade  below.  . 

Senator  Dial.  Very  well.  But  I  don't  want  the  seller  to  have 
the  option  of  tendering  me  all  the  grade  below. 

The  Chairman.  You  want  the  buyer  to  have  something  to  say 
about  that.     You  want  him  to  have  an  option  also  ? 

Senator  Dial.  Yes. 

The  Chairman.  As  it  is  now  the  buyer  has  nothing  to  say. 

Senator  Dial.  Yes,  and  I  don't  think  that  is  fair. 

The  Chairman.  We  are  very  grateful  to  you,  Senator. 

Mr.  Scott  of  Grand  Forks,  K^.  Dak 

STATEMEITT  OF  MB.  J.  W.  SCOTT,  OF  OEAND  FORKS,  V.  DAK 

Mr.  Scott.  Now,  gentlemen,  I  have  heard  so  much,  and  you  have 
heard  so  much,  on  this  question  that  anything  I  can  say  would  have 
very  little  effect,  and  I  would  not  impose  upon  you  by  taking  up  any 
of  your  time  at  all  if  it  were  not  for  the  fact  that  I  have  come  a  long 
ways,  having  come  clear  from  North  Dakota,  asking  to  be  heard  by 
this  committee.  And  I  would  not  insist  upon  being  heard  now,  in 
fact  I  would  go  right  back  home  if  it  were  not  for  the  fact  that  in 
the  three  days  that  I  have  been  here  there  has  not  been  a  farmer 
who  has  appeared  before  this  committee.  I  believe  you  will  all 
bear  me  out  with  the  statement  that  I  am  the  only  farmer  that  has 
appeared  here. 

Mr.  McLaughlin  of  Michigan.  Well,  the  committee  is  pleased  to 
have  you  here,  and  will  listen  to  anything  you  have  to  say,  Mr. 
Scott. 

Mr.  Scott.  Now,  I  have  got  but  little  to  say,  but  I  will  be  pleased 
to  answer  any  questions  that  any  of  vou  gentlemen  may  put  to  me. 
But  I  want  to  say  right  at  the  start  that  as  a  farmer,  as  a  grower  of 
wheat,  I  believe  that  this  futures  trading  is  to  the  advantage  and 
benefit  of  the  farmer  and  the  grower.  I  also  have  grown  a  lot  of 
wool  in  North  Dakota.  We  have  no  futures  market  in  wool.  When 
I  have  a  crop  of  wool  I  don't  know  what  it  is  worth.  And  I  have 
got  to  find  a  buyer.  I  have  got  to  go  out  and  seek  a  buver.  While, 
B  there  was  a  market,  such  as  there  is  for  wheat,  I  would  know  just 
exactly  what  my  wool  is  worth. 

At  the  present  time — and  I  guess  you  all  know  this — ^wool  is  not 
worth  anything.  Fortunately  1  sold  out  my  sheep  last  year  and 
haven't  got  any  wool  this  year.  But  the  growers  of  wool  in  North 
Dakota  can  not  sell  it,  and  it  will  be  only  a  question  of  time,  under 
the  present  laws  and  circumstances,  when  their  wool  will  be  entirely 
eaten  up  by  expense  of  storage  and  insurance  and  other  charges 
that  are  against  it. 

Now,  in  our  country  there  is  a  great  fault  found  by  a  great  many 
fanners  because  of  this  great  decline  in  wheat.  It  is  all  laid,  gentle- 
men, to  the  chamber  of  commerce. 
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Now,  in  our  country  we  do  our  business  with  the  chamber  of 
commerce  in  Minneapolis,  and  the  farmers  have  been  led  to  beliere 
that  these  gamblers  and  these  robbers  in  the  chamber  of  commerce 
are  responsible  for  this  great  depreciation  in  price.  As  one  farmer 
I  will  say  that  I  don't  think  so.  And  to  bear  out  this  opinion  that 
I  have  got  that  they  are  not  responsible  for  this  great  decline  in 
wheat  and  other  commodities  in  which  they  deal  in  futures,  I  will 
call  vour  attention  to  the  situation  with  regard  to  other  commodities 
in  wluch  they  do  not  deal.  You  all  know,  if  you  are  familiar  with 
country  prices,  that  other  products  of  the  farm  that  they  do  not 
trade  in,  such  as  hogs,  cattle,  horses,  sheep,  potatoes — ^well,  innu- 
merable things  that  I  could  mention — ^have  gone  down  much  more  than 
wheat.  Take  sheep,  for  instance.  On  my  way  down  here  I  stopped 
off  at  St.  Paul  and  went  down  to  the  yards.  A  commission  man 
there  told  me  that  he  had  two  carloads  of  sheep  in  the  yard  which 
he  doubted  very  much  if  he  could  sell  for  enough  to  pay  expenses. 
Now,  they  don't  deal  in  hogs  or  sheep,  nor  do  they  deal  in  wool. 
They  don't  deal  in  hides,  and  hides  have  gone  down  twice  as  much 
as  wheat  has. 

Now,  you  have  listened  to  this  talk  so  long,  and  I  have  too,  that  I 
am  sure  I  am  not  doing  any  particular  good  in  addressing  you 
gentlemen,  but  I  have  come  a  long  ways,  as  I  said,  and  I  would 
uke  to  just  express  my  own  individual  opinions,  as  a  farmer,  and  I 
would  be  pleased  to  answer  any  questions  that  this  committee,  or 
any  member  of  the  committee,  womd  want  to  ask  me. 

Mr.  McLaughlin  of  Michigan.  In  what  place  do  you  live,  Mr. 
Scott  ? 

Mr.  Scott.  I  live  on  a  farm  in  Grand  Forks  County,  N.  Dak  A 
little  village  is  on  my  farm  called  Gilby. 

Mr.  McLaughlin  of  Michigan.     How  long  have  you  lived  there  * 

Mr.  Scott.  Forty  years  and  over. 
.  Mr  McLaugW  ^of  Michigan.    Have  you  been  fanning  aU  that 
time? 

Mr.  Scott.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.    How  large  a  place  have  you  ? 

Mr.  Scott.  At  the  present  time  I  have  a  little  over  a  thousand 
acres.  . 

Mr.  McLaughlin  of  Michigan.  And  what  crops  do  you  raise  on 
your  farm,  Mr.  Scott? 

Mr.  ScoTT.  Well,  our  crops  are  all  the  grain  crops  that  are  grown 
in  the  North,  and  for  a  gooa  many  years  i  have  been  raising  wool. 

Now,  when  I  was  coming  away  1  put  in  my  grip  a  copy  of  a  farm 
paper  published  in  St.  Paid,  Minn.,  and  if  you  gentlemen  wish  to  pass 
this  paper  around  you  will  see  the  pictures  of  some  scenes  on  my  farm 
whicli  were  taken  for  the  pxirpose  of  illustrating  an  article  that  was 
written  in  that  paper.  There  you  will  see  my  residence,  and  mv 
bams — ^not  all  of  my  bams,  but  my  sheep  bams — and  there  you  will 
find  a  write  up  on  * 'Forty  years  oi  fanning  in  North  Dakota."  And 
I  might  further  say,  gentlemen,  that  I  have  raised  50  crops  of  wheat. 
You  will  see  by  the  color  of  my  hair  and  the  thinness  of  it  that  I  hare 
been  on  earth  quite  a  little  while. 

Mr.  RiDDiCK.  Are  you  connected  in  any  way  with  any  elevator 
coinpany  ? 

Mr.  Scott.  No,  sir;  absolutely  none.  I  am  a  farmer  and  am  not 
connected  with  any  elevator  company. 
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Mr.  McLaughxjk  of  Michigan.  This  is  an  article  appearing  in  a 
paper  called  The  Journal  of  Agriculture,  published  in  St.  raul, 
Minn.  The  article  is  entitled:  'TPorty  years  of  farming,  involving 
tlie  old  story  of  a  maji  who  raised  wheat  for  20  years,  and  a 
newer  story  of  the  same  man  who  changed  to  a  progressive  and  suc- 
oessful  system  of  diversified  f aiming." 

Mr.  Scott.  Now,  if  you  will  Kindly  pass  that  around  to  the  commit- 
tee it  will  give  them  a  little  idea  of  wnat  I  have  been  doing. 

I  might  say  further,  gentlemen,  that  when  I  went  to  North  Dakota 
I  went  50  miles  from  a  railroad  to  locate  on  a  homestead,  and  I  live  on 
the  same  homestead  now.  There  was  not  a  tree  within  10  miles  of 
that  house  when  I  located  there,  but  I'  planted  the  trees  that  you 
see  in  that  picture,  and  they  have  all  grown  up  since  the  time  I  came 
to  that  place. 

The  C^AraMAN.  In  which  direction  are  you  from  Grand  Forks,  Mr, 
Scott  ? 

Mr.  Scott.  Northwest  of  Grand  Forks,  on  the  Northern  Pacific 
Railway. 

The  Chaibman.  Near  Grafton? 

Mr.  Scott.  Between  Grafton  and  Grand  Forks,  a  little  town  called 
Gilby.    That  little  village  is  on  my  farm. 

Mr.  McLaughlin,  of  Michigan.  Mr.  Scott,  you  have  mentioned 
-certain  farm  products,  including  live  stock,  the  prices  of  which  have 
fluctuated  and  have  been  more  greatly  reduced  than  has  been  the 
case  with  wheat.  And  you  have  called  attention  to  the  fact  that 
the  fluctuation  and  reduction  of  prices  of  those  things  have  occurred 
notwithstanding  the  fact  that  they  are  not  dealt  in  on  boards  of  trade. 
Sut  we  are  told  here  that  the  price  of  one  product  is  influenced,  and 
to  some  extent  determined,  by  the  price  of  another  farm  product. 
Do  you  think  that  the  price  of  wool  or  the  price  of  live  stock  is  deter* 
mined  or  largely  influenced  by  the  price  of  wheat  ? 

Mr.  Scott.  No;  I  don't  thmk  so.  I  don't  think  the  price  of  those 
things  is  determined  by  the  price  of  wheat. 

Mr.  McLaughlin,  of  Michigan.  In  your  opinion,  then,  the  fact  that 
^wheat  is  dealt  in,  bought  and  sold  on  the  exchange,  speculated  in  and 
manipulated,  has  not  influenced  the  price  of  these  farm  products  that 
have  not  been  dealt  in  at  all  ? 

Mr.  Scott.  Possibly,  to  some  extent,  but  I  don't  think  to  any  great 
extent.  In  our  coimtry,  in  the  Red  River  Valley,  we  raise  immense 
quantities  of  potatoes.  Now,  they  have  gone  down  much  more  than 
^wheat  has,  and  the  market  is  a  good  deal  more  unstable.  It  varies 
more  from  place  to  place,  accormng  to  the  buyer's  or  seller's  buying 
or  selling  capacity,  much  more  than  wheat  has  varied. 

Flax  is  another  commodity  which  we  raise  a  great  deal  of  in  North 
Dakota.  North  Dakota  is  the  lai^est  flax-producing  State  in  the 
Union.     Now,  flax  has  gone  down  twice  as  much  as  ^eat  has. 

Mr.  McLaughlin,  of  Michigan.  Are  you  familiar  with  the  methods 
of  business  of  the  exchanges  at  Minneapolis  and  Duluth  9 

Mr.  Scott.  Yes,  sir;  1  am  very  familiar  with  their  methods  of 
business. 

Mr.  McLaughlin,  of  Michigan.  WeU,  you  have  heard  as  you  have 
sat  in  this  room  here  listening  to  the  testimony,  as  the  committee  has, 
statements  to  the  effect  that  there  are  abuses,  evil  practices,  if  we 
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might  so  call  them,  that  are  indulged  in.  Has  that  been  your  observa- 
tion? 

Mr.  Scott.  Not  in  recent  years;  no.  I  think  that  the  exchanges 
have  tried  to  eliminate  all  the  abuses,  and  that  they  have  succeeded. 

Now,  as  I  say,  concerning  the  Minneapolis  Exchange — Chamber  of 
Commerce,  as  it  is  called — m  my  judgment  there  is  no  fairer  way,  as 
far  as  the  farmer  is  concerned,  of  deaBng  with  his  grain.  There  is  no 
place  where  the  farmer  can  get  the  justice  and  where  he  can  get 
whatever  his  grain  is  worth  so  well  as  he  can  in  the  exchange,  or  the 
chamber  of  commerce,  because  of  the  fact  that  they  trade  there  in 
actual  wheat  by  sample.  Now,  in  Duluth  the  only  trade  is  in  grade 
wheat ;  it  is  sold  entirely  by  grade.  Now,  I  have  had  no-grade  wheat 
sold  for  within  1  cent  of  No.  1  Northern  wheat  on  the  floor  of  the 
chamber  of  commerce. 

Mr.  McLauohlin,  of  Michigan.  Have  you  any  suggestion  to  make 
to  this  committee  in  regard  to  legislation  ?  Do  you  think  there  is 
any  legislation  relating  to  this  matter  that  we  might  properly  take 
up  and  put  into  law  ? 

Mr.  Scott.  Well,  now,  as  an  individual  I  haven't  got  anything  to 
suggest,  but  I  do  believe  that  these  bills  before  Congress,  such  as  I 
have  read  here  and  heard  discussed,  will  be  very  detrimental  to  the 
farmers  of  North  Dakota,  to  the  wheat  growers,  or  the  flax  growers, 
and  those  are  our  two  principal  cash  crops. 

Mr.  McLaughlin,  oi  Michigan.  What  do  the  others  in  your  part 
of  the  country  say  about  it  ? 

Mr.  Scott.  We  are  greatly  divided.  I  presume  the  gentlemen 
present  all  know  something  about  the  political  conditions  in  North 
Dakota.  We  have  there  wnat  is  known  as  and  called  a  Nonpartisan 
League.  This  Nonpartisan  League  has  a  widely  circulating  press,  in 
fact,  every  man  who  joins  the  Nonpartisan  League  gets  about  three 
papers;  two  weeklies  and  one  daily.  Those  papers  have  educated, 
m  the  last  month  particularly,  the  farmers  up  there,  or  some  of  them, 
to  the  belief  that  these  gamblers — they  don't  call  them  anything 
else  but  gamblers — are  responsible  for  this  great  depression  in  die 
price  of  farm  products.  But  as  I  say,  we  are  divided  to  some  extent 
along  those  lines;  that  is,  the  farmers  of  North  Dakota. 

Mr.  McLaughlin,  of  Michigan.  You  find  that  a  portion  of  your 
farmers  believe  those  papers,  and  a  portion  of  them  do  not  ? 

Mr.  Scott.  Yes.  I  might  say  that  a  great  majority  of  the  farmers 
that  have  joined  this  league,  reading  nothing  else  out  these  state- 
ments maae  by  this  Nonpartisan  press,  believe  thoroughly  and 
honestly  that  these  gamblers  are  responsible  for  the  present  situation. 

Mr.  McLaughlin,  of  Michigan.  Some  one  has  said  here  that  he 
has  never  seen  a  well  informed  man  who  objected  seriously  to  the 
boards  of  trade.  What  has  been  your  experience  ?  Is  there  objec- 
tion to  or  approval  of  the  boards  of  trade  oy  men  who  are  informed 
of  actual  conditions? 

Mr.  Scott.  My  judgment  is  that  they  do  not  object  to  them.  My 
experience  with  uie  larger  farmers  who  grow  large  quantities  of 
grain,  who  have  had  large  experience  as  farmers,  who  have  ahippetd 
their  own  grain,  who  have,  to  some  extent,  speculated  or  sold  or 
bought  for  future  delivery,  is  that  those  men  do  not  condemn  the 
present  system.    Is  that  a  satisfactory  answer  f 
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Mr.  McLaughlin,  of  Michigan.  Yes.  Well,  there  are  organiza- 
tions  in  your  part  of  the  country — cooperative  and  otherwise — that 
liave  elevators^and  deal  in  gram 

Mr.  Scott.  Yes,  sir;  there  are  many  of  them  in  our  part  of  the 
country. 

Mr.  McLaughlin,  of  Michigan.  Do  you  know  that  some  of  them 
bave  dealings  on  the  board  of  trade  and  some  do  not  t 

Mr.  Scott.  Yes,  sir. 

Mr.  McLaughlin,  of  Michigan.  What  is  your  information  as  to 
the  measmre  of  success  reached  by  these  different  organizations? 
Are  those  that  deal  on  the  exchanges  more  successful  than  the  others, 
or  are  those  who  do  not  deal  on  the  exchanges  more  successful  than 
those  who  do  ? 

Mr.  Scott.  Well,  sir,  I  will  tell  you  this,  that  they  have  all  been  very 
successful  in  recent  years,  and  as  you  Imow,  there  has  been  an  up- 
Tvard  market.  A  man  buying  the  actual  wheat  could  hardly  lose  all 
because  the  market  has  advanced.  And  while  I  don't  know,  I  antic- 
ipate that  there  are  going  to  be  a  lot  of  those  cooperative  institu- 
tions that  are  going  to  lose  a  lot  of  money  on  this  crop  if  conditions 
do  not  change  and  if  the  price  of  wheat  does  not  advance.  They  have 
bought  wheat  at  the  high  price  and  have  carried  it  down  without 
hedging — that  is,  those  who  do  not  believe  in  it. 

NovTj  I  know  of  elevators  in  our  county  that  are  pretty  nearly 
full  of  wheat,  that  are  in  that  condition,  and  I  know  that  they  are 
going  to  lose  a  lot  of  money  unless  the  market  goes  up  to  somewhere 
near  what  it  was  last  fall. 

I  might  say  right  here— not  in  answer  to  any  question,  but  because 
it  has  Just  come  to  my  mind — ^that  while  we  were  thrashing  our  wheat 
the  pnces  were  very  high,  as  I  saw  it;  that  is,  so  high  that  I  sold  my 
wheat  daily  from  the  tmrashing  machine,  because  I  expected  the  price 
to  drop.  And  until  all  the  thrashing  was  done  and  every  machine  in 
my  section  of  the  State  was  laid  up,  wheat  was  over  {2.50  a  bushel. 
But  this  propaganda  of  S3  wheat  had  been  widely  advertised,  and 
particiilarly  through  this  Nonpartisan  League  press,  and  it  induced 
many  farmers  to  hold  their  wheat  for  hieher  prices,  and  in  the  last 
statement  that  I  saw  from  our  agricultural  department  in  our  State — 
and  that  is  six  weeks  aso,  possibly — ^it  was  estmiated  that  80  per  cent 
of  the  wheat  in  North  Dakota  was  in  the  farmers'  hands. 

In  my  own  vicinity  I  think  that  75  per  cent  of  the  wheat  was  sold. 
In  my  particular  locality,  at  least,  it  was  sold,  because  I  was  selling, 
and  1  advised  my  neighbors,  and  urged  them,  to  sell,  showing  them 
this  fact,  that  Deceniber  wheat  was  30  to  36  cents  less  than  cash 
wheat.  If  they  were  going  to  carry  the  wheat,  the  thing  to  do,  if 
they  were  going  to  speculate,  was  to  sell  their  cash  wheat  and  buy 
the  December  futures.  But,  as  I  say,  conditions  appeared  to  me  to 
be  such  that  the  prices  would  not  stay  up.  I  did  not  expect,  and 
never  have  expected,  that  we  could  continue  to  have  war  prices  for 
many  years  alter  the  war  was  over.  I  was  not  too  young  at  the 
close  of  the  Civil  War,  and  I  am  not  too  old  to-day,  to  remember 
what  happened  after  that  war,  and  many  of  the  old  men  w^  remember 
those  things.  Mr.  Chairman,  your  grav  hairs  would  indicate  that 
you,  perhaps,  remember  some  of  those  tnings. 
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The  CHAraMAN.  I  don^t  remember  very  much  about  the  Civil  War. 

Mr.  Scott.  Well,  but  you  do  remember  the  conditions  after  the  war. 

The  Chairman.  Yes,  indeed. 

Mr.  Scott.  Now,  after  the  Civil  War  prices  went  down.  I  lived 
over  in  Wisconsin  at  that  time,  and  I  remember  how  wheat  came 
down.  I  guess  they  paid  as  high  as  S2.40  or  $2.50,  and  it  went  down 
to  70  cents  in  a  shorter  time  than  this  present  price  decUne. 

The  CHAmMAN.  I  remember  that  our  neighbor  sold  his  wheat  for 
$2.50  at  that  time. 

Mr.  McLaughlin  of  Michigan.  But  you  say  these  men  in  your  part 
of  the  coimtry,  as  a  general  thing,  have  been  getting  along  just  as 
well  whether  they  had  dealings  with  the  boards  of  trade  or  not  ? 

Mr.  Scott.  Of  recent  years  they  have,  I  say. 

Mr.  McLaughlin  of  Michigan.  In  recent  years  ? 

Mr.  Scott.  Yes.  Well,  don't  you  know  that  they  couldn't  deal 
in  futures  on  wheat  in  recent  years  ? 

Mr.  McIjAUGhlin  of  Michigan.  That  is  during  the  war.  That  was 
prohibited  during  the  war. 

Mr.  Scott.  During  the  war,  yes,  they  couldn't  deal  in  futures. 
And  in  my  judgment  the  stoppage  of  the  dealing  in  futures  in  wheat 
was  detrimental  to  the  farmers  during  the  war.  I  think  our  wheat 
would  have  gone  to  possibly  $5  a  bushel  had  there  been  dealings  in 
futures,  had  the  market  not  been  restricted.  I  also  think  that  mv 
wool,  and  every  other  fanner's  wool,  would  have  sone  to  $1  a  pound. 
It  did  during  the  Civil  War,  and  I  thinlc  it  woiud  have  done  so  at 
this  time  also. 

Mr.  McLaughlin  of  Michigan.  Well,  this  conmiittee  had  some- 
thing to  do  with  the  food  control  act.  And  it  approved  the  idea  of 
the  guaranteed  minimum  price  of  wheat.  The  Grovemment  was 
urging  lai^e  production.  No  one  knew  what  the  prices  would  be. 
No  one  knew  how  long  the  war  would  last.  And  as  a  measure  of 
safety  to  the  farmers  it  was  suggested  that  the  Government  should 
make  a  guarantee  that  the  price  of  wheat  should  not  go  below  S2  a 
bushel,  and  that  the  price  should  be  what  the  President  might  deter- 
mine it  should  be,  but  not  less  than  $2  a  bushel.  That  was  int^ided 
as  a  guarantee  of  the  minimum  price  of  wheat.  When  the  Grain 
Corporation  took  hold,  it  immediately  made  the  price  that  the 
President  fixed  under  that  law  the  maximum  price,  a  tning  that  never 
was  contemplated  by  those  who  su^ested  or  those  who  were  respon- 
sible for  writing  or  putting  through  the  law. 

Mr.  Scott.  Now  my  memory  would  not  bear  out  that  statement 
that  that  was  the  maximum  price,  or  that  there  was  a  maximum 
price. 

Mr.  McLaughlin  of  Michigan.  The  law  was  passed  to  the  effect 
that  the  Government  would  guarantee  that  it  would  not  go  below  $2. 

Mr.  Scott.  Sure,  $2.20. 

Mr.  McLaughlin  of  Michigan.  No,  I  beg  your  pardon,  $2.  And 
authorizing  the  President  to  determine  wlmt  price  it  should  be  It 
authorized  the  President  to  determine  what  the  price  of  wheat  should 
be,  but  that  he  could  not  put  it  less  than  $2.  He  assembled  tlie 
board,  and  they  advised  him  that  $2.20  was  the  ririit  price,  and  he 
fixed  it  at  $2.20,  and  that  $2.20  was  practically  made  tne  maximum 
as  well  as  the  minimum  price. 
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Mr.  Scott.  Well,  I  think  it  was,  but  I  never  sold  any  wheat  as 
lo^w  as  the  fixed  price  during  the  war,  and  I  sold  every  year  right 
from  the  thrashing  machine. 

Mr.  McLaughlin  of  Michigan.  If  you  sold  it  to  a  miller  and  he 
paid  more  than  $2.20,  having  regard  to  the  freight,  etc.,  that  miller 
was  penalized  by  the  Grain  Corporation. 

Mr.  Scott.  Well,  I  sold  it  to  elevators  in  the  usual  method  that 
we  had  pursued  in  the  past.  I  sold  it  at  $2.20,  Mr.  Congressman. 
That  was  the  price  fixed  at  Minneapolis.  That  would  make  otu*  price 
around  $2  a  bushel.  I  never  sold  any. wheat  as  low  as  $2  a  bushel 
during  the  war. 

The  Chairman.  It  would  not  cost  20  cents  to  ship  it,  would  it  ? 

Mr.  Scott.  Yes,  it  costs  us  that  much  to  ship  it  now. 

The  Chairman.  From  Grand  Forks  to  Minneapolis? 

Mr.  Scott.  Yes,  that  is  what  it  costs.  Now  1  think  the  elevators 
liave  a  spread  of  about  30  cents. 

The  Chairman.  The  freight  rates  were  about  11  cents,  were  they 
not,  before  the  war  ? 

Mr,  Scott.  Well,  before  the  war  they  were  only  12  cents  a  himdred. 

The  Chairman.  During  the  war  it  would  be  less  than  11  cents  a 
bushel,  would  it  not  ? 

Mr.  Scott.  Yes,  but  this  fall  I  shipped  a  couple  of  cars  of  wheat, 
and  the  cost  was  20  cents. 

The  Chairman.  A  himdred? 

Mr.  Scott.  No,  a  bushel.  The  freight  rate,  I  think,  is  20 J  cents  a 
hundred  from  our  station. 

The  Chairman.  What  were  the  freight  rates  before  the  war? 

Mr.  Scott.  Twelve  and  a  half  cents  a  hundred. 

The  Chairman.  And  they  were  increased  to  20^  cents? 

Mr.  Scott.  Yes.  Now  that  is  my  recollection.  I  am  very  certain 
of  that,  also. 

The  Chairman.  My  understanding  was  that  they  deducted  11  cents 
below  the  Minneapolis  market  before  the  war,  11  cents  covering  the 
freight  charges. 

]V&.  Scott.  I  was  in  the  habit  of  selling  mv  wheat  every  year  at 
the  elevator,  before  the  war,  at  10  cents  less  than  the  Minneapolis  or 
Duluth  market,  whichever  one  was  the  highest.  I  had  my  option 
where  to  sell,  and  I  patronized  our  local  elevators.  This  year  they 
wanted  to  buy  on  such  a  spread  and  at  such  a  price  that  I  would  not 
sell  to  them;  and  I  shipped  my  wheat.  I  loaded  one  car  of  wheat, 
got  the  wheat  out  in  the  car,  and  then  I  sold  it  to  the  elevator  agent 
at  my  price — not  at  his  price,  $2.40  a  bushel — and  he  had  made  as 
his  first  offer  to  me  a  price  of  $2.25..  But  when  I  loaded  it  on  the 
car  to  ship  out,  he  bought  it  at  my  price. 

The  Chairman.  According  to  that,  with  the  $2.20  price  fixed  at 
Minneapolis,  you  would  be  selling  your  wheat  at  $2.10.  Did  you 
receive  $2.10  for  your  wheat? 

Mr.  Scott.  Yes;  I  never  sold  any  as  low  as  that. 

The  Chairman.  What  were  you  receiving? 

^-fr.  Scott.  I  remember  distmctly  selling  almost  my  entire  crop  to 
the  elevator  for  $2.25  that  very  year  that  the  price  was  fixed. 

Mr.  VoiGT.  What  time  in  the  year  ? 
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Mr.  Scott.  Right  at  the  thrashing  time.  I  sell  every  year,  and 
have  done  so  for  fifty  years,  whenever  I  could  sell,  right  from  ihe 
thrashing  machine. 

The  Chairman.  Would  you  say  that  if  they  had  been  permitted 
to  operate  in  futures  the  price  might  have  gone  to  $5  ? 

Mr.  Scott.  Yes|  I  think  so.  &it  of  course  that  is  only  a  guess. 
But  that  is  my  opmion. 

The  Chairman.  That  can  not  be  credited  up  to  the  futures? 

Mr.  Scott.  No;  I  don't  think  so. 

The  Chairman.  What  kept  your  price  down  was  the  taking  over 
of  control  of  fixing  the  price  by  the  purchasing  agency  ? 

Mr.  Scott.  Yes.  And  I  want  to  say  right  here  that  I  was  in 
sympathy  with  that  fixed  price,  and  that  I  was  very,  very  well  satis- 
fied, and  that  I  said  many  times  that  it  looked  good  to  me,  and  I 
would  like  to  continue  to  raise  wheat  aimyhere  around  that  price. 

The  Chairman.  Are  you  satisfied  in  nxing  the  price  of  an  article 
at  $2.25  when  it  is  worth  $5?  Do  you  thii^  that  is  a  fair  proposi- 
tion? Now  that  is  exactly  what  was  done.  As  stated  by  Mr. 
McLaughlin,  the  minimum  price  was  made  the  maximum.  In  your 
instance  it  exceeded  that  by  about  15  cents. 

Mr  Scott.  Well,  I  will  tell  you,  as  far  as  my  memory  goes,  we 
never  had  a  maximum,  but  we  did  have  the  minimum. 

Mr.  McLaughlin  of  Michigan.  Yes;  they  made  it  a  maximum,  Mr. 
Scott. 

The  Chairman.  Now,  when  wheat  was  worth  $5,  do  you  think  it 
was  fair  to  make  the  price  $2.20 1 

Mr.  Scott.  It  was  not  fair  to  the  woolgrower,  and  it  was  not  fair 
to  the  wheat  grower,  to  fix  the  price  of  his  commodity  and  let  other 
commodities  soar  with  the  sky  as  the  limit. 

The  Chairman.  About  the  time  that  Mr.  Hoover  made  the  state- 
ment that  he  beheved  it  would  go  to  $7  a  bushel,  the  price  then  was 
$3.45. 

Mr.  Scott.  Yes,  sir. 

The  Chairman.  The  minimum  price  was  fixed  at  $2.20.  And  the 
bill  also  provided  for  a  commission,  and  the  commission  reported 
the  price  at  $2.20,  as  I  recall  it. 

Mr.  Scott.  Yes. 

The  Chairman.  In  other  words,  fixing  the  minimum  price  less 
than  the  estimated  price  suggested  by  Mr.  Hoover  and  the  rest  of 
them.  And  then  do  you  thmk  it  was  fair  to  rasike  that  minimum 
price  the  maximum  1 

Mr.  Scott.  No,  sir;  I  do  not,  and  I  never  did  think  so. 

Mr.  McLaughlin  of  Michigan.  The  fact  is  that  lUst  about  the 
very  day  that  the  $2.20  was  fixed  as  the  price,  wheat  sold  on  exchange 
in  Chicago  at  $3.45. 

Mr.  Scott.  Yes,  sir;  it  did;  that  is  right. 

The  Chairman.  Let  me  correct  my  statement.  Congress  fixed  it 
at  $2,  and  provided  for  a  commission  and  the  Commission  reported 
for  $2.20. 

Mr.  McLaughlin  of  Michigan.  My  recollection  is  that  they 
reported  $2.20  the  first  year  and  $2.26  the  next  year. 

The  Chairman.  That  was  owing  to  the  increase  m  rate.  There  was 
an  increase  in  freight  of  6  cents. 

Mr.  RiDDicK.  North  Dakota,  as  I  understand  it,  is  largely  a  one- 
crop  State — that  is,  it  is  largely  a  wheat  State  ? 


FX7TUBB  TRADING.  758 

Mr.  Scott.  Yes,  sir. 

Mr.  RiDDicK.  I  am  told  that  when  Mr,  Townley  began  the  organ- 
ization of  the  Nonpartisan  League  in  that  State  he  found  a  fertile 
field  because  of  the  dissatisfaction  of  the  North  Dakota  farmers 
over  the  treatment  they  were  receiving  from  the  grain  buyers,  par- 
ticularly at  Minneapohs.    Is  that  true  ? 

Mr.  Scott.  Yes,  to  some  extent  I  think  that  is  true. 

Mr.  RiDDicK.  Now,  what  are  the  complaints  that  the  North 
Dakota  farmers  have  to  register  against  the  Minneapolis  grain 
dealers?    What  are  the  evils  they  objected  to? 

Mr.  Scott.  As  I  saw  it,  the  farmers  did  not  have  so  great  a  com- 
plaint, but  this  little  complaint  that  some  farmers  had  was  greatly 
magnified  by  these  men  who  came  into  the  State  with  their  propa- 
ganda and  their  speeches  and  their  press.  By  their  propaganda 
they  naade  the  farmers  think  that  they  nad  a  great  complaint  against 
the  Minneapohs  people.  Now,  those  of  you  who  are  famiUar  with 
this  situation  have  probably  read  what  Mr.  Townley  is  doing  in 
Kansas;  he  is  trying  to  do  the  same  thing  in  Kansas  that  he  did 
up  there.     He  is  engaged  in  that  work  there  to-day. 

Mr.  RiDDiCK.  Just  what  are  the  complaints  that  are  being  made  ? 
What  are  the  evils  that  are  pointed  out  ? 

Mr.  Scott.  Well,  there  was  some  complaint  as  to  grades  and 
dockage,  and  our  Nonpartisan  representatives  have  made  grades  and 
regulated  dockage.  That  is,  they  have  said  to  the  elevators,  "You 
must  pay  for  tms  dockage.''  But  as  an  individual  farmer  I  have 
never  raised  any  wheat  fliat  had  sufficient  dockage  in  it  to  get  any 
pay  for  the  dockage.  It  takes  3  per  cent,  I  think,  in  order  to  get 
pav  for  it. 

Mr.  RiDDicK.  Does  the  Nonpartisan  League  want  the  futures 
trading  done  away  with? 

Mr.  ocoTT.  I  thmk  so.    Their  press  would  indicate  it;  yes. 

Mr.  RiDDiCK.  Does  it  offer  any  other  plan  ? 

Mr.  Scott.  No,  sir;  nothing. 

Mr.  RiDDicK.  Why  does  the  Nonpartisan  League  want  the  futures 
trading  done  away  with? 

Mr.  Scott.  Well,  you  would  have  to  get  som^  of  Townley's  organ- 
izers to  tell  you  that.     I  couldn't  tell  you. 

Mr.  RroDiOK.  You  have  beard  no  legitimate  reasons  offered  for 
that  in  North  Dakota  ? 

Mr.  Scott.  No,  sir;  I  have  not.  They  have  made  grades  up  there 
and  have  got  a  State  grade  inspector  and  deputy  State  grade  inspector, 
and  in  my  judgment  they  are  just  a  useless  bunch  of  men  to  be  paid 
by  the  farmer,  by  the  taxation  of  the  farmers  of  North  Dakota. 
Tney  are  of  absolutely  no  benefit  to  the  farcoBr,  because  he  has  got 
to  take  the  grade  and  the  price  that  is  established  at  Duluth  or  Mm- 
neapolis.  Those  are  our  two  terminals  where  we  sell  our  grain.  And 
they  can  make  any  old  grade  they  are  minded  to  in  North  Dakota. 
They  won't  affect  tne  prices.  The  elevator  may  pay  the  North  Dakota 
grade,  but  they  have  got  to  sell  it  on  this  other  grade  and  they  are 
not  going  to  buy  wheat  at  a  higher  price  than  tney  can  seU  it  for. 
Well,  they  might  at  a  higher  pnce,  but  they  are  going  to  make  the 
grade  and  the  price  correspond.  They  can  not  do  busmess  at  a  loss. 
So  in  my  judgment  it  has  all  been  detrimental  to  the  farmer. 
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Mr.  RiDDiCK.  Is  it  true  that  the  Nonpartisan  League  papers  recom- 
mend to  its  membership  to  hold  its  wheat  ? 

Mr.  Scott.  Yes;  absolutely.  I  have  got  a  paper  in  my  grip  over 
at  my  hotel  that  I  can  show  you,  where  it  shows  that  the  farmer  mem- 
bers of  the  league  did  hold  tteir  wheat,  which  they  otherwise  probablr 
would  have  sold.  Yes,  sir;  they  held  five  bushels  of  wheat,  in  my 
judgment,  where  the  anti-Townley  people  held  one. 

Mr.  RiDDiCK.  Then,  as  a  matter  of  fact,  their  advice  caused  their 
members  to  lose  an  immense  amount  of  money  ? 

Mr.  Scott.  Yes;  their  advice  caused  their  members  to  lose  many, 
many  dollars  in  North  Dakota. 

The  Chairman.  If  they  were  to  cash  their  wheat  to-day  what  would 
be  the  loss  ? 

Mr.  Scott.  About  a  dollar  a  bushel. 

The  Chairman.  By  reason  of  holding  it  ? 

Mr.  Scott.  By  reason  of  holding  it. 

The  Chairman.  Their  loss  would  be  a  dollar  a  bushel  by  reason  of 
holding  it  at  the  suggestion  or  recommendation  of  the  Nonpartisan 
League? 

mr.  Scott.  Yes.  The  deputy  inspector  also  advised  the  farmers 
by  letter  to  hold  that  wheat. 

Mr.  McLaughlin  of  Michigan.  The  deputy  inspector  ? 

Mr.  Scott.  Yes. 

Mr.  McLaughlin  of  Michig^i.  By  whom  was  this  deputy  inspector 
employed  ? 

Mr.  Scott.  By  the  State  inspector,  Dr.  Ladd,  whom  you  will  get 
acquainted  with  here  in  the  next  six  years. 

Mr.  McLaughlin  of  Michigan.  He  is  the  newly  elected  Senator  from 
North  Dakota  who  is  to  take  Senator  Gronna's  place  i 

Mr.  Scott.  Yes. 

Mr.  McLaughlin  of  Michigan.  Well,  we  all  know  Senator  Gronna 
very  well  indeed.  I  don't  know  Dr.  Ladd.  But  he  will  have  to  be 
a  very  good  man  if  he  comes  up  to  Senator  Gronna's  standard,  in  my 
estimation. 

Mr.  Scott.  Well,  I  don't  believe  he  will.     But  he  has  got  some  verv 

Eronounced  views.  He  thinks  that  the  price  of  wheat  can  be  fixe3 
y  the  farmers  at  the  cost  of  production  plus  a  profit.  Now,  that  has 
been  propaganda  in  their  papers.  If  you  will  excuse  me,  gentiemen. 
for  asking  you  a  question,  1  would  like  to  ask  if  you  have  read  Senator 
Ladd's  platform  that  was  published  in  the  press  ? 

Mr.  McLaughlin  of  Michigan.  I  think  I  did,  and  I  read  a  portion 
of  a  speech  that  he  delivered  at  some  agricultural  association 
meeting  since  his  election. 

Mr.  Scott.  Well  then,  if  you  have,  you  have  got  a  pretty  good  idea 
of  some  of  the  things  that  he  thinks  can  be  accomplished  by  legisla- 
tion. 

Mr.  McLaughlin  of  Michigan.  That  cost  of  production,  which 
should  be  the  basic  price^  is  to  be  determined  by  tne  Grovemmenu 

Mr.  Scott.  Well,  sir;  1  don't  know  how  he  is  going  to  do  that.  I 
can't  tell  about  that. 

Mr.  McLaughlin  of  Michigan.  Well,  that  is  their  idea. 

Mr.  Scott.  That  is  their  idea,  yes,  sir;  or  by  the  farm  bureaus^  by 
some  organization. 


FUTX;BB  TRADIH0.  755 

-Mr.  McLaughlin  of  Michigan.  And  there  should  be  some  kind  of 
guarantee  that  the  raiser  of  wheat  should  be  able  to  receive  at  least 
bliat  basic  price. 

Mr.  Scott.  Yes,  sir;  that  is  it,  as  I  undertsand  it. 

Mr.  McLaughlin  of  Michigan.  There  are  bills  before  this  com- 
mittee advocating  in  effect  that  the  Government  shall  fix  a  guaranteed 
3rice  on  all  farm  products,  and  that  at  a  given  time  in  the  year  all  that 
tiave  not  passed  mto  the  hands  of  the  consumers  shall  be  taken  over 
[yy  the  Government  at  that  price. 
"  Mr.  Scott.  Yes;  I  understand  so. 

Mr.  McLaughlin  of  Michigan.  Would  you  advise  the  committee  to 
make  a  favorable  report  on  such  a  bill  as  that? 

Mr.  Scott.  Well,  it  would  not  conform  with  my  judgment  at  all, 
nr. 

The  Chairman.  Mr.  Carlson  of  Ambrose,  North  Dakota  stated 
\resterday  that  under  that  plan,  in  case  of  a  dispute  the  farmer  would 
be  compelled  to  accept  the  findings  of  the  Fargo  board,  whatever 
they  may  be.  And  that  the  shipper  accepts  of  the  findings  of  the 
Minneapolis  board.    Do  you  approve  of  that  plan  ? 

Mr.  Scott.  Well,  now,  I  don't  know  enough  about  it,  sir;  to  say  as 
to  that. 

The  Chairman.  That  is,  that  the  Fargo  Board  fixes  the  grade,  and 
of  course,  the  grade  fixes  the  price,  and  the  shipper,  of  course,  has  to 
accept  the  finmngs  at  Minneapolis.  In  your  opmion  does  that  work 
out   satisfactorily? 

Mr.  Scott.  We  have  to  accept  of  the  national  grade  at  Minneapolis. 

The  Chaibman.  Yes;  and  in  North  Dakota  you  have  to  accept  of 
the  Fai^o  grade  in  case  of  dispute  ? 

Mr.  ^OTT.  Well,  in  my  judmient  and  from  my  observation  they 
pay  but  little  attention  to  the  North  Dakota  grade. 

'The  CHAIRMAN.  Do  you  state  positively  that  the  Nonpartisan 
League  is  opposed  to  futures  trading  ? 

Mr.  Scott.  Why  I  think  so. 

The  Chairman.  This  Committee  is  not  so  fortimate  as  to  have 
heard  any  su^estion  from  the  Nonpartisan  League  in  regard  to  this 
legislation  or  any  other  legislation. 

NLt.  Scott.  Well,  apparently  they  have  not  made  any  suggestions. 
I  don't  know  that  they  have,  and  tney  are  not  here  now.  They  have 
got  no  representative  that  I  have  heard  or  seen  here. 

The  Chaibman.  It  would  seem  that  if  the  Nonpartisan  League  is 
vitally  interested  in  the  welfare  of  the  farmers,  or  particularly  in  this 
legislation,  it  would  be  on  hand  and  give  the  committee  that  deals  with 
these  matters  the  benefit  of  its  views. 

Mr.  Scott.  Shall  I  answer  your  question  just  according  to  my  own 
opinion  ? 

The  Chairman.  I  would  be  very  glad  to  have  you  give  your  views 
in  the  matter,  Mr.  Scott. 

Mr.  Scott.  I  don't  believe  the  Nonpartisan  League  wants  any 
legislation.  What  the  Nonpartisan  League  wants  is  an  issue  to  hold 
up  before  the  farmer  all  the  time  to  keep  him  so  he  will  stick.  You 
know  they  have  a  slogan,  '*We  will  stick,"  and  the  members  of  the 
lea^rue  wore  a  button,  most  all  of  them  did,  with  those  words  on  it, 
**  We  will  stick  and  we  will  win."  Now,  that  is  what  the  leaders  of  the 
Nonpartisan  League  want,  in  my  judgment. 
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Mr.  MoLaughlin  of  Michigan.  I  remember  a  number  of  years  apo 
when  they  were  framing  a  tariff  bill  here  there  was  some  gentleman  who 
was  very  active  and  having  a  great  deal  to  say,  and  one  Member  of 
the  House  said,  '*  Just  what  is  it  that  you  gentlemen  want  ?  What  are 
you  trying  to  ao  ? "  One  of  them  said,  '^  Why,  I  don't  know  an^^hing 
about  the  tariff.  We  are  just  trying  to  raise  hell.'*  That  is  not  simply 
a  story,  but  that  is  what  actually  occiured. 

Mr.  Scott.  Mr.  Townley  and  his  bimch  are  after  the  farmers' 
money,  and  they  want  to  keep  an  issue  before  them  just  as  long  as  they 
can  get  their  monej.  They  never  got  any  of  mine,  and  I  am  very 
pleased  to  say  that  in  the  township  in  which  I  live,  which  is  one  of  the 
oestin  North  Dakota,  three-fourtns  of  the  farmers  are  opposed  to  this 
league.     Well,  I  should  not  say  three-fourths,  perhaps. 

As  a  matter  of  fact,  we  beat  them  about  three  to  one  in  the  election. 
But  I  should  say  about  four-fifths  of  the  tax-paying  ability  in  the 
county  is  against  this  farmers'  program.  We  call  it  '^Townley's 
program."  1  am  drifting  quite  a  long  ways  from  what  I  came  here  to 
say,  but  you  gentlemen  have  brou^t  it  out.  I  don't  talk  North 
Dakota  politics  at  aU. 

The  Chairman.  I  didn't  raise  the  question  for  that  purpose. 

Mr.  Scott.  No. 

The  Chairman.  I  have  no  expression  to  give  as  to  the  merits  or 
demerits  of  any  political  organization,  but  it  does  occur  to  me  that  if 
these  people  represent  the  farmers,  as  they  claim  to  do,  that  they 
shoula  take  enough  interest  in  it,  if  they  are  going  to  be  of  service  to 
the  farmers,  so  as  to  make  their  views  and  their  issues  known  before 
the  legislative  body. 

Mr.  Scott.  When  the  Price  Fixing  Commission  was  in  session,  there 
were  none  of  the  league  farmers  or  representatives  here  to  come  before 
that  committee  or  try  ^o  get  as  good  a  price  for  the  farmers  of  North 
Dakota  as  they  could.  'Hiey  didn't  appear  here  at  all.  But  a  com- 
mittee that  did  not  represent  anybody,  that  paid  their  own  fares  and 
expenses  down  here,  a  committee  of  leading  farmers  of  the  State,  of 
the  largest  farmers  we  have  got  in  North  Dakota,  were  here  to  try 
to  influence  that  committee  to  give  us  a  price  of  at  least  cost  of  pro- 
duction. And  they  succeeded  in  raising  that  price.  I  think  the 
Congressman  knows  something  about  that,  and  so  do  you,  Mr.  Chair- 
man. 

The  Chairman.  It  seems  to  me  that  those  who  accept  of  the  tax. 
or  whatever  you  might  call  it — membership  fee — ancl  represent  to 
the  farmers  that  they  are  really  working  for  their  interest,  should  ai 
least  present  their  views  to  legislative  bodies,  so  that  those  wh<» 
legislate  might  have  the  benefit  of  their  views  and  findings. 

Mr.  Scott.  Well,  I  guess  they  are  not  doing  it.  I  haven't  seen 
any  of  them  here. 

The  Chairman.  And  unfortunately,  so  far  I  do  not  know,  directly 
or  indirectly,  of  any  organization  that  has  come  before  this  commit- 
tee with  any  definite  proposition,  and  it  seems  to  me  that  they  migLi 
pay  more  attention  to  it,  and  it  would  prove  beneficial  to  all  con- 
cerned. 

We  thank  you  very  much,  Mr.  Scott,  for  what  you  have  had  to  say. 

We  will  next  hear  from  Mr.  Ameson. 
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STATEMENT  OF  HB.  SEVEB  ABVESOK,  VEW  EFFIVOTOV, 

S.  DAK. 

Mr.  Abneson.  Well,  Mr.  Chairman,  there  has  been  so  much  said, 
and  I  have  heard  so  much  while  I  have  been  here,  that  I  am  sure  I 
could  not  state  what  I  would  have  to  say  in  any  better  way  than  has 
already  been  said.  But  I  will  make  a  few  remarks  as  to  tne  reasons 
formy  coming  here. 

I  got  a  letter  about  two  weeks  ago  from  our  conmiission  firm  out- 
lining this  meeting  here.  I  was  very  careful  in  arranging  to  come 
here.  I  called  the  directors  of  the  Farmers'  Elevator  of  New  Effing- 
ton  together,  and  showed  them  the  letter,  and  explained  to  them 
about  ttie  hed^g  part  of  the  business.  And  we  haxl  them  all  there 
together  and  discussed  this  matter.  I  told  them  of  the  way  that  I 
-w^as  doing  business ;  that  when  I  bought,  that  I  sold,  and  1  figured 
that  I  never  speculated.  I  have  been  a  small  buyer,  but  I  have  been 
a  successful  buyer;  as  long  as  I  have  been  in  the  business  I  have  made 
good,  as  far  as  running  the  business  is  concerned. 

Now,  I  work  in  this  way.  Whenever  I  buy  a  thousand  I  sell  it. 
No-w,  I  have  shipped  out  a  lot  of  stored  wheat  this  year.  I  have 
carried  it  in  the  elevator  at  an  average  of  10,000  bushels  for  over 
a  year,  and  I  have  had  to  ship  out  a  lot  of  stored  wheat  this 
year.  That  was  stored  in  the  elevator  during  the  war  prices  a 
year  ago.  In  order  to  make  room  this  fall,  when  the  movement 
started,  I  had  to  get  out  the  stored  wheat.  Well,  of  course,  when  I 
shippea  that  out  I  bought  against  it,  but  if  I  had  speculated  I  would 
have  made  money  by  letting  it  go.  JBut  I  buy  the  same  way  as  I  sell. 
Now,  I  talked  this  matter  over  with  the  directors  of  the  Farmers' 
Elevator,  and  they  all  seemed  to  agree  with  me  that  it  would  possibly 
be  a  good  idea  for  me  to  come  down  here.  The  commission  people 
that  wrote  us  the  letter  are  financing  our  business.  In  fact,  there 
are  two  firms  that  we  deal  with.  Now,  the  directors  finally  decided, 
after  I  had  explained  everything  about  the  letter,  had  explainea 
everything  about  this  whole  matter,  that  I  ought  to  be  sent  as  a  repre- 
sentative down  here  to  Washington,  because  they  favored  the  hedg- 
ing part  of  the  business. 

Now,  that  is  what  I  wanted  to  say,  gentlemen,  and  that  is  about  as 
clear  a  statement  as  I  can  make  to  you  on  this  matter. 

The  CHAmMAX.  These  commission  men  finance  you,  and  you  are 
therefore  interested  in  their  business.  Your  success  is  dependent 
upon  them? 

Mr.  Arneson.  Yes,  but  to  safeguard  myself,  I  did  not  come  here 
without  calling  together  the  board  and  outlining  to  them  the  proposi- 
tion.    I  did  this  so  I  might  know  what  their  sentiments  were. 

The  Chairman.  And  taking  it  up  with  the  directors  of  your  elevar 
tor,  it  was  decided  by  them  that  you  had  better  come  down  here  ? 

Mr.  Arneson.  Yes,  sir. 

The  Chairman,  And  you  are  here  to  tell  us  about  your  transac- 
tions, and  you  consider  it  to  your  advantage  to  hedge? 

Mr.  Arneson.  Yes,  I  always  did.  I  have  been  in  the  business  for 
22  years,  and  I  don't  think  I  have  carried  over  a  thousand  bushels, 
either  long  or  short,  in  twent;^  years;  I  am  just  that  close  a  hedger.  I 
never  was  nervous  in  the  grain  business  excepting  last  year,  i  verv 
nearly  broke  down,  because  I  sat  with  the  elevator  full  to  the  roof| 
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and  our  situation  in  our  country  last  ^ear  was  not  so  that  we  could 
sell  it  to  arrive,  which  you  could  during  the  war,  you  know,  if  you 
had  a  certain  grain.  But  our  grain  was  poor,  shrunken,  graded  three 
and  four,  and  to  sell  three  ana  four  wheat  to  arrive,  you  would  have 
to  have  a  sample  exactly  to  represent.    So  we  could  not  do  that. 

During  the  time  preceding  the  slump  we  had  made  big  money,  but 
during  the  big  slump  which  came  a  year  ago  we  lost  about  $4,000 
because  we  had  no  way  of  hedmng  ourselves,  and  couldn't  get  any  cars 
to  load  out  our  grain.  And  K)r  that  reason  I  am  of  the  opinion  that 
hedging  is  the^eatest  insurance  for  any  elevator  man,  in  existence. 

i&.  Scott,  dj  permission  of  the  chairman,  I  want  to  ask  a  ques- 
tion. This  ten  thousand  bushels  of  stored  wheat  that  you  earned 
over  could  have  been  sold  for  how  much  a  bushel  ? 

Mr.  Arneson.  For  $3,10. 

Mr.  Scott.  And  those  farmers  have  got  it  yet,  haven't  they  ? 

Mr.  Arneson.  Yes.  I  have  got  two  farmers  who  live  right  across 
the  border  in  North  Dakota,  who  each  have  got  a  thousand  bushels 
in  there,  and  they  have  had  that  wheat  in  my  elevator  for  a  year,  and 
the  day  that  they  got  through  hauling  I  offered  them  $3.10  for  it,  but 
they  wanted  more,  and  I  couldn't  take  it.  I  still  have  got  that 
wheat,  and  they  tell  me  now  that  they  will  sell  when  I  come  up  to  $3. 

The  speaker  who  preceded  me  was  talking  something  about  the 
Nonpartisan  League,  and  I  can  not  help  but  agree  with  him  in  a  goo<i 
many  things,  because  I  have  got  one  Nonpartisan  man  on  the  board 
of  directors  with  me,  and  he  is  the  only  one  that  we  have  fights  with. 

Mr.  McLaughlin  of  Michigan.  What  is  it  you  say  in  regard  to  this 
Nonpartisan  League  man  ? 

Mr.  Arn'eson  I  say  that  he  is  the  only  one  that  has  ^ot  a  kick 
coming  for  everything.  He  kicks  on  everything.  There  is  nothing 
right  lor  him.     ''The  gamblers  get  it  all,"  that  is  what  he  says. 

Mr.  McLaughlin  of  Michigan.  Does  he  approve  your  course  in 
hedging  ? 

Im*.  Arneson.  Yes,  sir,  he  does  approve  that.  They  have  been 
very  lenient  with  me;  they  have  left  everything  to  me. 

Mr.  McLaughlin  of  Michigan.  Well,  does  this  particular  man  agree 
with  you,  and  in  the  past  has  he  agreed  with  your  views,  with  your 
course  of  action  ? 

Mr.  Arneson.  Yes,  he  has,  in  my  end  of  the  business.  But  he  is 
a  hard  man  to  deal  with  when  he  has  got  something  to  sell.  But  in 
the  business  of  the  elevator  we  have  gotten  along  very  well. 

Mr.  McLaughlin  of  Michigan.  Did  he  approve  of  your  coming  here  ^ 

Mr.  Arneson.  Yes,  sir;  he  did. 

Mr.  McI-aughlin  of  Michigan.  You  spoke  of  tbis  companj-  that 
financed  your  elevator,  that  is  furnishing  money  for  you  to  carry  on 
your  business  operations.  You  don't  mean  that  they  financed*  tM> 
trip,  that  they  paid  your  expenses  in  coming  down  here? 

Mr.  Arneson.  Oh,  no.  It  was  just  because  I  didn't  want  anythini; 
like  that  to  be  done  that  I  called  the  board  together.  No;  th'^y 
didn't  pay  my  expenses. 

1  he  Chairman.  Is  there  any  further  statement  that  you  care  to 
raake^ 

Mr.  Arneson.  No,  sir;  that  is  about  aU  I  have  to  aay.  Thl* 
subject  has  been  pretty  well  gone  over  by  those  who  have  spokeu 
before  me. 
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The  Chairman.  Yoxi  believe  it  is  to  great  advantage  then,  to  have 
"the  privilege  of  hedging  ? 

IMr.  Arneson.  Yes,  sir. 

The  Chairman.  Do  j-ou  care  to  express  any  opinion  as  to  specula- 
tr.ion  or  gambling — the  questions  that  have  teen  brought  up  nere  ? 

Mr.  ASneson.  No,  sir;  I  do  not;  because  I  never  gamble  mysdtf, 
t>hat  is  ^hat  they  call  gambling.  I  never  sold  short  or  long.  I 
always  keep  pretty  close. 

The  Chairman.  It  seems  to  be  quite  generallv  agreed  that  specida« 
tion  and  hedging  go  hand  in  hand. 

Mr.  Arneson.  Well,  it  might. 

The  CHAIRMAN.  Unless  you  find  a  speculator  you  can  not  dispose 
of  your  hedge. 

Mr.  Arneson.  Well,  that  seems  to  be  very  true. 

The  Chairman.  That  seems  to  be  the  general  opinion.  Ai-e  there 
SLTiy  further  questions  to  be  asked  of  Mr.  Arneson  ?  If  not,  that  is 
all-     We  thank  you  very  much. 

Mr.  Wollin,  of  Marshall,  Minn. 

STATEMEKT    OF    MB.    H.    B.    WOLLIIT,    BEPBESENTIVO    THE 
FABMEBS'  EIEVATOB  &  HILUHG  CO.,  MABSHALL,  VIJSV. 

Mr.  WoLLiN.  Mr.  Chairman,  and  gentlemen  of  the  committee,  it 
certainly  has  been  a  great  pleasure  lor  me  to  be  able  to  be  here  for 
t\^'o  days  listening  to  men  representing  the  grain  exchanges,  brokers 
and  bankers  and  other  handlers  of  ^rain.  Now,  so  many  people 
have  been  here  speaking  on  the  subject  before  you,  that  I  would 
only  have  to  repeat  what  has  already  been  said,  and  I  feel-  that  I 
can  give  you  nothing  now  except  that  I  want  to  substantiate  one 
fact,  which  is  that  under  the  present  system  of  marketing  futures, 
trading  is  tlie  main  protection  that  I  have  in  the  operating  business 
that  I  do. 

Now,  I  am  representing  The  Farmers'  Elevator  &  Milling  Co.,  of 
Mai-shall,  Minn.,  operating  several  elevators  in  Minnesota,  and  in 
making  my  daily^  purchases  I  can  either  sell  directly  to  the  con- 
sumers or  millers,  such  products  as  we  handle,  or  T  can  go  into  the 
terminal  market  and  protect  these  purchases  by  hedges  or  future 
sales. 

For  instance,  if  I  purchase  a  car  of  oats  to-^daj  I  could  sell  a  future 

'ainst  that,  and  in  a  week's  time  I  would  ship  that  car  of  oats  to 
the  market,  taking  the  cash  price  for  those  oats  and  buying  in  the 
future  that  I  had  sold  at  the  time  that  I  made  the  purchase,  closing, 
up  the  entire  transaction,  or  buying  my  cash  from  the  farmer  ana 
selling  the  future,  later  selling  my  cash  on  the  market  and  buying 
in  my  future. 

Tms  bein^  the  main  issue  that  is  confronting  this  committee,  the 
futures  tradmg  and  protection,  I  have  only  this  to  ask,  as  the  manager 
of  the  Farmers  Elevator,  on  behalf  of  the  people  interested  directly 
with  me,  that  if  there  are  any  changes  to  be  made  in  the  way  of 
handling  this  business  that  this  committee  should  endeavor  to  give 
us  something  as  good  or  better  than  what  we  have  got,  because  we 
feel  that  we  nave  got  as  good  a  system  now  as  could  be  had.  We  feel 
that  this  committee  should  be  able  to  give  us  something  as  good  or 
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better  than  we  have,  if  there  are  any  changes  to  be  made.  And  as 
treasurer  of  the  Tri-otate  Shippers  Association,  of  which  there  are 
between  three  hundred  and  four  hundred  members,  composed  of 
independent  cooperative  and  farmers'  elevators,  I  take  it  on  mysc^ 
to  make  the  statement  that  that  would  be  the  statement  of  most  of 
the  members  of  this  organization,  that  this  question  of  futures  trad- 
ing should  be  thoroughly  gone  into  before  breaking  this  machinety 
under  which  we  are  gettmg  the  best  protection  that  could  be  had,  as 
far  as  we  all  know. 

Now,  if  there  are  any  questions  to  be  asked  I  would  be  very  glad 
to  answer  them,  sir. 

The  Chaibkan.  Are  ydu  engaged  in  the  milling  business  now? 

Mr.  WoLLiN.  Not  at  the  present  time,  except  feed  milling,  but  I 
was  engaged  with  a  milling  company  for  nearly  four  years. 

TheC^LiBMAN.  You  are  now  engaged  in  tne  elevator  and  grain 
business  ?    You  buy  and  sell  ? 

Mr.  WoLLiN.-  I  am  the  manager  of  two  elevators,  sir. 

The  Chairman.  You  consider  it  of  some  value  to  the  nullers,  as 
well  as  the  shippers,  to  have  this  privilege  of  hedging? 

Mr.  WoLLiN.  To  the  millers,  yes,  sir;  or  to  any  handlers  of  grain. 

The  Chaibbaan.  In  general,  do  tney  avail  themselves  of  the  nedg- 
ng  privileges? 

Mr.  WoLLiN.  They  do  where  they  are  successful. 

The  Chaibman.  Do  you  consider  a  hedge  an  absolute  insurance  at 
all  times  ? 

Mr.  WoLLiN.  Not  an  absolute  insurance  throughout  the  entire  year 
when  cash  grain  can  work  on  a  premium. 

The  Chaibman.  The  premiums  interfere,  do  they  not  ? 

Mr.  WoLLiN.  The  premiums  interfere,  unless  you  are  in  a  position 
to  hold  this  cash  grain  and  benefit  by  the  rise  in  market  to  get  the 
benefit  of  it;  otherwise  it  is  not  a  safe  insurance. 

The  Chaibman.  Does  the  premium  interfere  frequently  ? 

Mr.  WoLLiN.  I  didn't  quite  catch  your  point. 

The  Chairman.  Does  the  cash  wheat  generally  go  to  a  premium! 

Mr.  WoLLiN.  Why,  at  some  times  tm*oughout  the  year  it  does 
work  to  some  premium. 

The  Chairman.  That  operates  against  the  hedging? 

Mr.  WoLLiN.  Which  would  operate  against  the  country  operator 
that  was  shipping  his  stored  grain  and  selling,  and  buying  futures 
against  it,  so  that  the  futures  market  would  not  work  out  in  accord* 
ance  with  the  cash,  which  would  be  explained  in  this  way,  that  in 
the  fall  of  the  year  when  the  heavy  movement  is  on  a  oountry 
operator  would  be  shipping  out  stored  grain  which  was  being  pur- 
chased on  the  basis  under  the  future  market.  Later  on  the  cash 
may  work  up  to  the  futures  basis  and  above  the  futures  market; 
thereby  he  would  not  be  in  a  position  to  realize  the  advance  of  his 
cash,  but  he  would  have  to  pay  the  advance  on  the  cash  grain  that 
he  had  shipped.  He  woula  not  have  the  same  come-back  on  his 
futiures  as  he  would  if  he  had  not  shipped  that  cash  grain.  Thereby 
he  would  be  put  to  a  loss. 

The  Chairman.  Do  you  store  grain  ? 

Mr.  WoLUN.  We  do  to  a  certain  extent.  We  store  a  certain 
amount  of  it. 
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The  CHAHUiAN.  Suppose  to-day  wheat  was  worth  $2  a  bushel,  and 
suppose  you  should  hea^e  on  May  delivery  at  $2,  and  you  agreed  to 
pay  the  farmer  a  certam  price  below  the  primary  market,  say  10 
cents.  You  pay  him  10  cents  off.  In  the  meantime  cask  wheat 
goes  npto  $2.20.    How  would  you  come  out  on  that  transaction  ? 

Mr.  WOLLiN.  And  the  futures  market  remaining  the  same  ? 

The  Chaibman.  Yes. 

Mr.  WoLLiN.  I  would  be  out  a  loss  of  20  cents  a  bushel. 

The  Chairman.  So  it  is  not  an  absolute  security  or  an  absolute 
insurance  in  that  case  ? 

Mr.  WoLiiN.  No,  sir*  it  is  not. 

Mr.  McLaughlin  of  Michigan.  There  are  a  number  of  companies 
that  do  business  the  same  as  you  do  and  some  that  do  not  hedge. 
Which  get  along  the  best  i 

Mr.  WoLUN.  The  ones  that  hedge.  I  can  give  you  an  illustration 
of  that,  sir.  There  are  two  towns  right  near  me,  in  one  of  them  they 
do  not  do  much  hedging  and  in  the  other  one  they  did  too  much. 

Mr.  McLaughlin  of  Michigan.  One  did  too  much  hedging,  you  say  ? 

Mr.  WoLUN.  Yes.  Now,  some  managers  do  too  mucn  hedging. 
And  it  seems  to  me  that  that  is  one  of  the  reasons  for  the  agitation 
throughout  the  country  that  speculation  should  be  limited.  Some 
of  these  managers  do  too  much  hedging,  which  is  not  in  accordance 
with  the  ideas  of  their  organizations  or  institutions.  But  they  buy 
too  much,  and  they  do  not  understand  hedging,  and  sometimes  they 
overhedge. 

Mr.  McLaughlin  of  Michigan.  If  it  is  going  to  be  permitted  at  all, 
how  is  it  going  to  be  regulated?  How  are  you  going  to  prohibit 
them  from  hedging  too  much  ? 

Mr.  WoLLiN.  I  don't  know. 

Mr.  McLaughlin  of  Michigan.  When  you  start  out  to  hedge  by 
buying  1,000  bushels,  you  could  just  as  well  buy  2,000  or  10,000 
bushels,  couldn't  you? 

Mr.  WoLLiN.  I  could  just  as  well,  yes,  if  I  take  the  chances  on 
the  market. 

Mr.  McLaughlin  of  Michigan.  Do  vou  think  that  there  could  be 
a  law  that  would  forbid  you  to  hedge  for  10,000  bushels  instead 
of  1,000  bushels? 

Mt.  WoLLiN.  I  think  there  could  be  State  laws  enacted  that 
would  take  care  of  those  evils  throughout  the  State. 

Mr.  McLaughlin  of  Michigan.  Permit  you  to  hedge  only  for  the 
amoimt  of  the  transaction  that  you  had  back  of  it;  is  that  the  idea? 

Mr.  WoLLiN.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Do  you  think  that  would  be  a 
proper  law?    Do  you  think  it  would  work  well? 

Mr.  WoLLiN.  A  law  prohibiting  small  corporations  or  small 
institutions  buying  or  selling  commodities  for  other  people,  that 
they  do  not  actuafly  handle,  1  think  would  be  a  ffood  law,  because 
they  are  representing  the  people  and  handUng  mose  commodities 
for  their  people  in  their  territory.  I  think  that  there  should  be  a 
law  enacted  or  some  way  found  to  prevent  these  people  from  oyer- 
buyiQg  and  selling,  and  only  buying  or  selling  sucn  commodities 
as  they  have  a  right  to  sell  and  buy. 

Mr.  McLaughlin  of  Michigan.  I  presume  a  law  might  be  passed 
to  that  effect,  or  at  least  a  legislative  body  would  have  a  right  to 
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Eass  a  law  to  that  effect  by  way  of  regulation  of  a  corporation  created 
y  the  legislative  body,  but  do  you  think  a  law  could  properly  be 
passed  that  would  limit  the  transactions  of  an  individual  ? 

Mr.  WoLLiN.  I  can  not  answer  that. 

Mr.  McLaughlin  of  Michigan.  And  you  spoke  of  it  bein^  a 
State  law.  A  State  law,  I  presume,  would  regulate  transactions 
within  the  State,  or  relating  to  what  is  called  intrastate  commerre, 
and  the  Congress  of  the  United  States  might  perhaps  have  the 
authority  to  pass  a  similar  law  as  to  interstate  conmierce.  But 
that  law  would  limit  the  operations  of  the  corporation,  but  perhaps 
might  not  reach  the  individuals  who  were  not  the  creatures  of  the 
law,  and  wouldn't  it  be  embarrassing,  and  also  wouldn't  it  lead  to 
confusion,  if  there  was  a  law  for  a  corporation  and  not  a  law  for  an 
individuals' 

Mr.  WoLLiN.  Maybe  I  don't  understand  your  question.  I  think 
there  should  be  a  law  prohibiting  an  individual  working  for  a  cor- 
poration to  take  the  liberty  of  doing  something  that  he  should  not 
do. 

Mr.  McLaughlin^  of  Michigan.  Well,  if  an  individual  acts  for  a 
corporation  it  is  the  act  of  the  corporation,  isn't  it?  What  he  does 
is  done  by  the  corporation. 

Well,  perhaps  we  are  pnly  speculating  now,  but  Mr.  Tincher  has 
introduced  a  bill  which  would  limit  the  amount  of  futures  trading 
to  three  times  the  amount  of  the  trading  in  the  actual  commoditv. 
Do  vou  think  that  would  be  a  good  law  ? 

Mr.  WoLLiN.  From  my  point  of  view,  and  as  far  as  my  business 
is  concerned,  all  I  want  is  to  trade  in  the  actual  amount  tnat  I  buy. 
to  protect  that  amount,  and,  speaking  from  the  standpoint  of  all 
farmers'  elevators,  the  protection  they  want  is  the  protection  for  the 
actual  amount  of  what  thev  buy  in  cash. 

Mr.  McLaughlin  of  Micnigan.  When  you  go  out  and  buy  a  thou- 
sand bushels,  do  you  hedge  for  a  thousand  bushels  ?  Some  of  these 
f:entlemen  say  that  when  they  buy  a  thousand  bushels  they  hedge 
or  two  or  three  thousand  bushels — one  gentleman  said  six  thousand, 
I  think.    What  is  your  practice  ? 

Mr.  WoLLiN.  My  practice  is  that  when  I  buy  a  thousand  bushels 
of  grain  I  sell  a  thousand,  either  as  a  hedge,  or  sell  the  actual  com- 
modity, in  which  case  I  do  not  have  to  hedge.  And  if  I  buy  a  car 
of  wheat  from  a  farmer,  and  a  mill  within  mv  immediate  territory 
needs  a  car  of  wheat,  I  sell  it  to  them. 

Mr.  McLaughlin  of  Michigan.  But  if  you  can  not  find  an  inrnie- 
diate  buyer  for  the  wheat  that  you  have  bought,  then  you  do  hedge  f 

Mr.  Wollin.  Then  I  do  hedge;  yes,  sir. 

Mr.  McKvuGHLiN  of  Michigan.  For  the  same  amoimt  that  you 
have  bought  ? 

Mr.  WoLLiN.  For  the  same  amount  that  I  have  bought. 

Hie  Chairman.  Is  that  all,  Mr.  McLaughlin  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

The  Chaibman.  We  are  very  grateful  to  you,  Mr.  Wollin. 

Without  objection,  the  committee  will  take  a  recess  until  2  o'clock. 

(Thereupon,  at  1.30  o'clock  p.  m.,  a  recess  was  taken  until  2  o*clock 
p   m.  of  tne  same  day,  January  15,  1921.) 
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CoMMrPTEE   ON   AGRICULTURE, 

House  of  Representatives, 

Saturday,  January  IB,  1921 , 

AFTER   RECESS. 

The  committee  resumed  at  2  o'clock  pursuant  to  the  taking  of 
recess.    Hon.  Gilbert  N.  Hansen  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  The  commit- 
tee will  be  glad  to  hear  Mr.  Young. 

STATEMENT  OF  HOIST.  OEOEGE  H.  TOUlf 0,  A^BEPEESEHTATIVE 
IN  COEGEESS,  FBOM  THE  STATE  OF  NOETH  DAKOTA. 

Mr.  Young.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
wish  to  thank  you  for  your  courtesy  in  arranging  a  time  when  I 
could  appear  that  would  not  interfere  too  much  with  the  hearings  we 
are  also  naving  over  in  the  Committee  on  Ways  and  Means.  1  also 
wish  to  thank  you  for  your  courtesy  some  two  weeks  ago  in  consent- 
ing to  hear  Mr.  John  M.  Anderson,  president  of  the  Equity  Coopera- 
tive Exchange,  who  at  that  time  was  anxious  to  appear  before  your 
committee.  However,  this  happens  to  be  the  period  when  the 
exchange  is  having  its  annual  meeting  and  he  found  it  impossible  to 
get  here  on  that  accoxmt.  He  requested  me  to  come  before  your 
committee  and  reflect  the  views  of  the  Equity  Cooperative  Exchange 
by  presenting  a  brief  which  has  been  prepared  under  his  direction, 
showing  in  detail  his  views  on  the  proposition  of  future  trading. 

I  want  to  say  that  the  Equity  Cooperative  Exchange  was  organ- 
ized something  like  15  years  ago  and  has  been  doing  business  right 
along  ever  since,  and  has  enjoyed  a  steady  growth.  It  now  has 
21,000  stockholders,  practically  all  of  them  men  who  actually  live  on 
farms.  It  has  over  400,000  patrons,  men  with  whom  it  does  busi- 
ness. They  have  a  modem  terminal  elevator  at  St.  Paul.  The  or- 
ganization began,  first,  along  the  line  of  organizing  local  farmers'  ele- 
vators, and  later  they  built  a  terminal  elevator  at  St.  Paul.  This 
was  done  through  the  sale  of  stock.  It  is  a  corporation  organized 
under  the  laws  of  Minnesota,  and  the  money  raised  for  its  different 
purposes  is  secured  by  the  sale  of  stock,  and  the  sales  of  stock  up  to 
this  time  have  been  almost  entirely  to  actual  farmers. 

The  volume  of  busmess  they  did  for  1920  was  over  $35,000,000. 
That  record  of  business  done  has  been  made  against  very  active 
opposition  and  competition.  In  fact  to  the  minds  of  some  oi  us  who 
live  out  in  the  Northwest,  one  of  the  best  things  that  can  be  said  of 
the  Equity  Cooperative  Exchange  is  that  it  has  been  harassed  and 
fought  to  a  standstill  by  the  Chamber  of  Commerce  in  Minneapolis. 
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That  organization  proceeded,  not  only  through  the  ordinary  com- 
mercial methods,  to  fight  this  farmers'  organization,  but  it  also 
instituted  an  action  in  the  courts  in  North  Dakota  to  have  its  charter 
canceled,  and  subjected  the  farmers  to  much  advertising  of  a  false 
and  defamatory  character  and  greatly  to  their  disadvantage,  it  being 
claimed  that  the  capital  stock  of  their  exchange  had  been  impaired, 
and  also  bringing  upon  them  the  expense  of  defending  a  series  of 
other  lawsuits. 

Mr.  McLaughlin  of  Michigan.  Mr.  Youne,  I  notice  that  you  used 
the  words  ''to  a  standstill''  a  while  ago.  My  understanding  of  those 
words  is  that  they  mean  that  they  conducted  a  successful  ^ht.  Do 
you  mean  to  say  that  that  was  fought  to  a  standstill  in  fact  ? 

Mr.  Young.  I  mean  to  say  that  every  possible  weapon  was  used  to 
destroy  this  farmers'  organization;  and  that  not  only  were  the  usual 
commercial  methods  used  to  drive  them  out  of  business,  but  an  effort 
was  made  to  take  away  their  charter — ^which,  as  it  looks  to  me,  was 
striking  below  the  belt.  The  only  claim  that  I  know  of  that  was 
made  m  the  coiu'ts  at  that  time  was  that  the  capital  of  the 
Equity  Cooperative  Exchange  had  been  impaired.  It  is  well  known 
that  new  organizations  frequently  have  to  use  some  of  their  capital 
stock  while  getting  imder  way.  It  is  known  to  the  members  of  this 
conunittee,  mat,  for  instance,  the  most  of  the  banks  that  are  organ- 
ized, for  one  or  two  or  three  years  at  the  very  beginning  of  meir 
career,  have  to  use  some  of  their  capital  to  establish  their  business 
and  in  that  way  it  might  be  said  that  their  capital  is  impaired.  Their 
published  statements  show  they  are  in  the  red.  But  this  is  getting 
off  the  subject,  in  a  way.  I  simply  mentioned  the  fact  that  that 
attempt  was  made  to  take  away  the  charter  of  the  exchange  by  way 
of  evidence  of  the  determined  and  unfair  fight  they  made  to  drive 
the  exchange  out  of  business.  The  Equity  Cooperative  Ebcchan^, 
during  its  entire  history,  has  stood  against  future  trading  as  earned 
on  in  the  great  exchanges  of  the  country  at  this  time. 

I  want  to  say,  too,  mat  our  opinions  on  future  trading  are  apt  to 
be  based  on  what  we  learn  from  the  great  exchange  that  happens  to 
be  nearest  to  us.  I  appreciate  the  fact  that  it  is  necessary  to  have  a 
^eat  market.  It  is  necessary  to  have  a  ntarket  somewhere.  It  might 
]ust  as  well  be  at  Minneapolis  as  anywhere  else,  but  we  in  the  North- 
west know  that  the  market  in  Mmneapolis  is  not  a  free  market. 
We  know  that  the  market  there  is  under  the  control  of  the  chamber 
of  commerce,  and  that  it  amounts  to  a  monopoly.  They  are  not 
satisfied  to  do  the  business  that  comes  freely  to  them.  It  is  not  an 
open  market.  If  Mr.  Haugen  were  to  drive  up  to  Minneapolis,  where 
they  have  more  flour  mills  than  anywhere  else  in  the  United  States 
or  m  the  world,  you  would  think  he  could  sell  a  load  of  wheat  there. 
He  could  not  do  it.  That  is  to  say,  he  could  not  sell  it  to  any  flour 
mill.  There  is  no  flour  mill  in  Minneapolis  that  would  buy  that  load 
of  wheat.  If  you  say  that  that  is  too  small  a  quantity,  then  I  will 
say  if  you  went  there  with  a  carload  of  wheat  you  could  not  sell 
that  carload  of  wheat  to  any  mill  in  Minneapolis.  It  is  absolutelj 
impossible.  You  have  sot  to  go  aroimd  and  pay  your  tribute  to  the 
chamber  of  commerce  oefore  you  can  sell  a  bushel  of  wheat  in 
Minneapolis. 
Mr.  McLaughlin  of  Michigan.  Why ) 
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Mr.  Young.  Because  they  have  an  ironclad  monopoly  of  that 
<iistrict. 

Mr.  MoLaughx-in  of  Michigan.  It  is  because  they  believe  the  cham- 
ber of  commerce  is  necessary  and  that  they  must  maintain  it,  or  trade 
with  it,  and  that  if  they  permit  the  kind  of  trading  you  speak  of  it 
ivould  have  a  tendency  to  break  it  down  and  that  it  would  be  ulti- 
mately broken  down  ? 

Mr.  Young.  Well,  my  own  opinion,  Mr.  McLaughlin,  is  that  a 
diflFerent  policy  there  would  never  destroy  their  market.  It  is  the 
natural  place  for  a  market;  and  I  do  believe  it  is  necessary  to  go  to  the 
extent  of  being  monopolistic  in  order  for  it  to  be  a  success.  There  is 
every  natural  reason  why  they  should  have  a  big  and  successful 
market  in  Minneapolis.  I  think  if  they  would  take  a  big,  broad  view 
of  the  situation,  tney  would  reform  the  .chamber  of  commerce  them- 
selves without  their  being  compelled  by  the  Congress  or  the  legisla- 
ture of  Minnesota  to  correct  present  evils.  The  Minneapolis  busmess 
men  are,  to  my  mind,  very  shortsighted.  It  seems  to  me  they  should 
join  with  the  farmers  in  demandmg  the  reformation  of  the  chamber 
of  commerce. 

Mr.  McLaughlin  of  Michigan.  According  to  the  statement  there 
are  a  very  lai^e  number  of  traders  on  the  Chamber  of  Commerce  of 
Minneapolis ;  uiat  they  buy  in  small  and  large  quantities,  abrogating 
«,n  immense  volume,  and  for  every  purpose  conceivable  mr  which 
grain  is  bought  or  sold  and  used.  With  that  breadth  of  oi^anization 
and  operation,  do  you  still  call  it  a  monopoly  ? 

Mr.  Young.  Yes,  I  do,  and  for  this  reason,  and  I  will  give  you  a 
concrete  illustration:  You  want  to  know  whv  Minneapolis  flour  mills 
will  not  buy  directly  from  a  farmer  if  he  should  take  his  wheat  to 
Minneapolis.  I  do  not  undertake  to  say  why  they  do  not  do  it,  but 
I  can  tell  you  what  one  of  the  flour  millers  said  was  the  reason  to  a 
neighbor  of  mine  who  went  down  and  attempted  to  make  a  sale. 

This  neighbor  of  mine  went  to  Minneapolis  to  sell  wheat  in  the 
same  kind  of  package  that  anybody  else  attempts  to  sell  wheat  in, 
that  is,  in  a  carload  lot.  He  offered  three  cars  of  wheat.  He  went 
to  one  flour  mill  and  they  told  him,  no,  we  do  not  care  to  buy.  He 
went  to  another  flour  mul  and  they  told  him,  no,  we  do  not  care  to 
buy.  He  went  to  a  third  flour  mill  and  they  told  him,  no,  we  do 
not  care  to  buy.  The  first  three  mills  did  not  tell  him  why,  although 
he  asked  the  reason.  The  fourth  man  my  friend  interrogated  said,  m 
effect:  Well,  we  have  to  have  a  lot  of  wheat  in  order  to  keep  our  mill 
running.  If  we  buy  this  wheat  from  you,  perhaps  next  summer, 
when  we  need  wheat  pretty  badly,  we  can  not  get  it  from  the  members 
of  the  chamber  of  commerce,  and  the  only  safe  thing  for  us  to  do 
is  to  buy  all  our  wheat  from  them,  otherwise  they  might  shut  our 
miU  up. 

Mr.  McLaughlin  of  Michigan.  Why  might  he  not  be  able  to  get 
wheat  next  year  from  the  exchange  ? 

Mr.  Young.  Well,  of  course,  that  is  because  the  wheat  movement 
is  apt  to  be  off  the  farms  in  the  fall  and  early  winter,  and  there  is  a 
large  amount  of  storage  in  Minneapolis ;  wheat  is  found  stored  there 
in  the  summer,  and  the  safest  place  for  a  miller  to  get  his  wheat  is 
from  that  storage  in  the  elevators  and  not  off  the  farms  directly. 
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Mr  McLaughlin,  of  Michigan.  I  am  not  speaking  in  behalf  of  the 
chamber  at  all  when  I  ask  these  questions,  but  here  is  a  miller  who 
needs  a  large  amount  of  wheat,  and  he  needs  a  constant  supply,  and 
he  "wants  to  know  always  that  he  will  be  able  to  get  his  supply. 
Naturally  the  safest  and  surest  and  steadiest  source  of  supply  for 
him  would  be  the  chamber,  but  if  he  were  to  permit  one  after  another 
of  the  individual  farmers  to  come  to  his  mill  and  offer  wheat,  and  he 
can  buy  it,  and  if  the  other  millers  should  do  the  same  thing,  it  might 
have  an  influence  on  the  chamber  of  commerce;  it  might  embarrass 
them  in  their  business  and  ultimately  might  make  them  close  their 
doors.  Then  this  miller  would  think  that  this  supply  from  the  indi- 
viduals who  might  come  around  would  possibly  be  uncertcun  and  it 
would  not  be  safe  for  him  to  try  to  carry  on  his  business  in  that  way. 
Have  I  expressed  myself  clearly  ? 

Mr.  Young.  Yes;  you  have  made  your  position  very  clear. 

Mr.  McLaughlin,  of  Michigan.  Well,  what  I  want  to  know,  i< 
there  anything  in  that  arffument  ? 

Mi.  Young.  I  do  not  think  there  is  very  much  in  it,  and  for  this 
reason:  That  Minneapolis'  is  not  an  artincial  center  where  wheat 
comes.  It  is  a  natural  place  for  all  the  wheat  of  that  country  to  go. 
practically  all  of  it  goes  there  for  the  flour  mills  or  to  Duluth  to  go  into 
ships  to  go  overseas.  It  is  the  natural  place  for  a  market.  With 
their  great  flour  mills  there  is  every  reason  why  wheat  should  go 
there.  But  our  contention  is  that  it  ought  to  be  a  great  open,  free 
market  free  from  this  ironclad  control  of  the  chamber  of  commerce. 
It  is  against  the  provisions  of  the  Sherman  antitrust  law  to  enter  into 
a  combination  of  that  kind.  For  20  years,  to  my  personal  knowledge, 
Congress  would  not  do  anything  in  the  way  of  providing  legislation, 
and  the  Attorney  Generars  Department  would  not  do  anything  to 
prevent  those  combinations  in  restraint  of  trade  and  to  get  control 
of  the  wheat  supply  of  that  country.  One  Attorney  General  promised 
me  in  writing  to  prosecute  the  chamber  of  commerce,  and  then  after- 
wards pulled  his  nalter. 

We  think  at  least  that  that  market  ought  to  be  made  a  great  free, 
open  market,  in  wjiich  anybody  who  has  any  wheat  to  sell  can  sell 
it  without  being  forced  to  pay  a  commission  to  somebody  who 
happens  to  have  a  membership  on  that  exchange.  I  do  not  doubt 
but  what,  if  you  did  change  the  law,  the  bulk  of  the  wheat  would  go 
down  there  for  sale  by  the  commission  firms.  There  would  still  be 
a  function  and  service  for  them  to  perform ;  there  would  still  be  thin^ 
that  the  commision  firms  could  do  to  help  the  grain  producer  dell  hi^ 
grain^  and  to  sell  it  to  advantage,  particularly  offgrade  wheat. 

It  is  the  custom  of  many  of  tne  people  of  our  country  t>o  consign 
their  wheat  to  commission  firms.  Some  of  them  will  send  it  to  farm 
organizations,  and  some  send  it  to  members  of  the  chamber.  There 
are  still  things  that  the  members  of  the  chamber  could  do,  and  it 
may  be  that  me  bulk  of  the  wheat  business  would  remain  in  tne  same 
channels.  But  it  does  not  seem  to  us  that  the  Congress  ought  to 
permit  at  Minneapolis  and  the  other  great  centers,  great  markets 
to  be  continued  in  such  a  way  that  they  are  not  on  the  sc^uare,  that 
ihey  are  monopolistic,  and  in  defiance  of  the  Sherman  antitrust  law. 

'Now,  coining  to  the  question  of  future  trading:  We  believe  that 
there  is 

Mr.  McLaughlin  of  Michigan  (interposing) .  Permit  me  to  inter- 
rupt you  to  say  that  you  have  used  the  words  ''not  on  the  square," 
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and  that  you  may  be  asked  to  go  back  and  tell  the  particulars  in 
which  they  are  not  on  the  square.    I  merely  say  this  at  this  time 
because  I  do  not  want  to  interrupt  your  argument  but  just  to  have 
it  on  your  mind  so  you  can  return  to  that  point  and  amplify  it. 
Mr.  Young.  Very  well,  and  if  vou  do  I  snail  give  jou  several  other 

articidars  in  which  the  Chamber  of  Commerce   is   monopolistic. 

Tiile  it  has  given  its  ticker  information  service  to  practically  every- 
one, even  to  pool  rooms,  but  has  refused  it  to  the  Equity  Cooperative 
Exchange.  A  number  of  other  illustrations  could  be  given  and  will 
be  if  you  desire  it.     Now,  on  this  question  of  futm-e  trading:  The  * 

Eosition  of  the  Equity  Cooperative  Exchange,  as  will  be  developed 
y  the  brief  which  thev  prepared  and  which  I  have  here,  wUl  show 
tnat  they  have  selectea  as  the  most  desirable  bill  pending  before  this 
committee,  the  one  introduced  by  Mr.  Tincher  oi  Kansas.  What  I 
have  been  saying  up  to  this  time  I  do  not  pretend  to  say  represents 
entirely  the  view  of  the  Equity  Cooperative  Exchange,  although  I 
believe  it  does.     It  at  least  represents  my  own  view. 

I  shall  now  read  the  brief  prepared  dv  the  Equity  Cooperative 
Exchange,  under  the  direction  of  Mr.  John  M.  Anderson,  its  president, 
b^  Benjamin  Drake,  its  attorney,  who  has  been  before  this  com- 
mittee on  former  occasions,  an  able  lawyer  who  has  given  many  vears 
to  study  of  this  subject  and  whom  I  think  the  chairman  of  this 
committee  knows: 

STATEMENT  OF  BENJAMIN  DRAKE,  ATTORNEY  FOR  THE  EQUITY  COOPERATIVE  EZOHANOB 

OF  ST.  PAUL,  MINN. 

To  the  House  Committee  on  Affriculture: 

I  am  instructed  by  the  Equity  Cooperative  Exchange  to  submit  the  lollowing  state- 
ment and  to  request  its  reception  as  a  part  of  the  published  report  of  hearings  before 
vour  committee  upon  future  trading  bills  as  follows,  viz:  H.  R.  1-1657,  introduced  by 
Representative  Tincher  of  Kansas;  H.  R.  14654,  introduced  by  Representative 
Dickinson  of  Iowa;  and  H.  R.  15122,  introduced  by  Representative  Hoch  of  Kansas. 

The  Equity  Cooperative  Exchange  is  a  cooperative  association  incorporated  under 
the  laws  of  North  Dakota,  with  principal  offices  at  St.  Paul,  Minn.  Tne  association 
has  a  paid-up  capital  of  more  than  $1,000,000,  more  than  21,000  stockholders  and  in 
the  neighbornood  of  400,000  active  patrons  and  supporters  throughout  territory  tribu- 
tary to  Minneapolis,  Duluth,  and  Chicago.  The  association  owns  and  operates  a 
terminal  elevator  at  St.  Paul  and  a  line  of  country  elevators  in  Minnesota,  North  and 
South  Dakota,  and  in  addition  handles  grain  and  live  stock  for  members  and  patrons 
upon  a  commission  basis.  It  maintains  offices  at  St.  Paul,  Minn.,  Superior,  Wis.,  and 
Chicago,  111.  Last  year  the  business  turnover  of  the  association  amounted  to  more 
than  $i35,000,000  and  present  prospects  indicate  that  it  will  exceed  160,000,000  during 
the  present  year. 

The  association  is  truly  cooperative,  and  for  this  reason  is  not  a  member  of  any 
of  the  so-called  organized  grain  exchanges.  Its  present  growth  and  stability  has  been 
achieved  in  the  face  of  unparalleled  opposition  on  the  part  of  these  exchanges,  par- 
ticularly the  Minneapolis  Chamber  of  Commerce.  Within  the  past  60  days  the 
Federal  Trade  Commission,  after  full  investigation  has  issued  and  served  a  complaint 
against  the  chamber,  alleging  unfair  commercial  practices  directed  against  the  asso- 
ciation, and  this  complaint  is  set  for  hearing  February  7,  1921. 

The  attitude  of  our  association,  representing  nearly  half  a  million  of  the  actual 
farmers  of  the  Northwest,  may  be  briefly  stated  as  follows: 

1.  The  association  is  uncompromisingly  opposed  to  short  selling  and  every  form  of 
purely  speculative  future  trading. 

2.  The  association  demands  legislation  to  check  short  selling,  speculative  future 
trading,  and  market  manipulation,  and  is  convinced  that  such  legislation  should  be 
enacted  by  the  National  Congress  rather  than  by  the  various  State  legislatures. 

3.  The  association  believes  that  the  practice  of  hedging  is  useful  and  beneficial  in 
the  trade  and  ought  to  be  preserved  if  it  can  be  separated  from  the  riot  of  ffainbling 
transactions,  now  carried  on  in  all  organized  grain  exchanges  under  the  claim  and 
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pretense  that  indiscriminate  and  unrestricted  gambling  is  necessary  in  order  to  afford 
a  hedging  market. 

For  the  purpose  of  more  fully  explaining  its  position  in  this  matter  the  asBOciatioQ 
begs  leave  to  submit  the  following  r^8um6  of  the  subject.  The  statements  following 
are  based  in  part  upon  what  appears  to  be  the  most  authentic  general  infbrmatioD 
available,  and  in  part  upon  actual  experience  of  the  association  in  marketing  and  dis- 
tributing  more  than  80,000,000  bushels  of  grain  diuing  the  past  few  vears. 

For  the  past  20  years  the  attention  of  the  American  puolic  has  been  repeatedly 
called  to  the  evils  of  market  manipulation.  The  New  York  Stock  Exchange  lias  long 
been  an  object  of  attack  and  its  practices  have  been  given  the  widest  publicity.  It 
is  only,  however,  within  the  last  eight  years  that  there  has  been  any  real  public  dis- 
cussion of  short  selling  and  market  manipulation  as  applied  to  grain  and  produce 
exchanges. 

This  last  phase  of  the  question  is  the  most  important,  because  it  affects  the  greatest 
number  of  people  and  because  in  this  case  the  subject  of  price  manipulation  is  in- 
variably a  necessity  of  life.  Price  manipulation  as  applied  to  industrial  and  othE? 
stocks  affects  only  a  few  persons  of  means;  but  manipulation  of  the  prices  received 
for  farm  products  directly  affects  all  growers  and  consumers  of  these  products — in  a 
word,  affects  all  persons.  The  whole  problem  has  assumed  such  proportions  that  iXM 
solution  is  a  public  necessitv.  The  solution  should  come  as  the  result  of  careful 
study.  It  must  be  based  on  utcts,  not  invective  or  hysterical  appeal.  It  muat  come, 
moreover,  from  the  common  people,  the  source  from  which  every  reform  of  merit 
springs.    The  grain  gamblers  tnemselves  will  never  suggest  or  institute  a  real  reform. 

For  many  years  the  public  has  heard  but  one  side  of  this  controversy — the  argnrmoits 
of  the  speculators  themselves  who  wish  to  perpetuate  the  system.  The  organized 
grain  exchanges  of  the  United  States  all  are  private  industries.  They  are  carried  on  for 
the  pecuniary  profit  of  their  members.  Whenever  speculative  features  of  grain 
exchanges  have  been  assailed  the  members  of  these  ^ain  exchanges,  abl>  aided  b>  the 
banks,  newspapers,  servile  politicians,  and  big  business  generally,  has  sprung  to  the 
defense. 

We  are  told  that  future  transactions  as  carried  on  in  grain  exchanges  relieve  the 
producer  of  the  necessity  of  carrying  his  gnin  at  the  risk  of  fluctuation  until  such  time 
as  the  consumer  can  actually  use  it.  We  are  told  much  of  the  practice  of  hedging  a 
purchase  against  a  sale,  and  vice  versa.  It  is  claimed  that  this  practice  amounts  to 
insurance  against  speculation.  We  are  told  that  on  the  whole  unacensed  speculation 
as  carried  on  today  increases  the  price  which  the  producer  would  otherwise  receive  for 
his  grain.  And  we  are  told,  lastly,  that  the  whole  subject  is  too  vast  and  intricate  to  be 
understood  or  even  discussed  intelligently  by  anyone  except  the  few  favored  individu- 
als who  are  actually  engaged  in  the  grain  trade  and  incidentally  profiting  by  the 
system. 

Yet  notwithstanding  this  persistent  and  lon^-continued  effort  to  convince  us  that 
short  selling  in  grain  and  other  farm  products  is  essentially  ri^t  and  proper,  public 
opinion  is  apparently  steadily  setting  against  the  practice.  The  practices  of  the 
New  York  Stock  Excnan^e  have  few  defenders.  A  late  Democratic  platform  declares 
without  qualification  against  gambling  in  food  products.  A  recent  Republican  plat- 
form does  the  same.  • 

A  bill  recently  passed  Congress  directed  against  short  selling  in  cotton  exchanges. 
A  bill  introduced  at  the  1913  session  of  the  Mmnesota  Legislature,  calling  for  the  total 
prohibition  of  future  trading,  failed  to  pass  the  lower  house  by  only  a  single  vote  in 
1914.  The  poweriul  Rules  Committee  of  Congress,  after  a  solid  week  of  hearings,  where 
both  the  pioducer  and  grain  exchanges  were  represented,  has  demanded  a  gencnl 
investigation  of  future  tradii^,  and  hrames  the  following  indictment  against  the 
Chicago  Board  of  Trade,  the  Minneapolis  Chamber  of  Commerce,  and  the  Duluth 
Board  of  Trade: 

'  *' That  it  is  the.oommon  practice  of  these  controlling  members  by  concerted  action  in 
these  three  great  markets,  offering  or  withdrawing  enormous  (jtiantities  of  wheat  of  the 
public  warehouses  and  terminal  elevators  and  by  concerted  bidding  and  betting  in  the 
put  on  futures,  to  depress  or  raise  the  price  of  wheat  to  suit  the  purpose  of  their  gam- 
bling operations;  that  the  prices  are  by  such  combination  and  manipulation  depretaeed 
while  tne  farmers  are  compelled  to  market  the  heavy  portion  of  each  crop,  and  rai-ed 
and  manipulated  so  as  to  tempt  speculative  investors  after  the  bulk  of  each  crop  is  in 
the  control  of  the  combination;  that  for  each  bushel  of  real  wheat  actually  sold  and 
handled  in  each  of  these  terminal  markets  at  least  100  bushels  are  bought  and  sold 
in  so-called  future  trading;  that  the  multiplied  expense  of  all  such  futtire  trading,  a^ 
veil  as  most  of  the  profits  thereof,  must  come  out  of  the  real  wheat  actually  marketed, 
that  the  only  part  of  the  gains  of  gambling  in  wheat  not  borne  by  the  fanner  or  buyer 
of  bread  is  borne  by  men  tempted  to  speculate  in  the  put;  that  the  number  of  em- 
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bezzlements,  bankruptciee,  and  ^rrecks  caueed  by  gambling  in  wbaat  futures  is 
appalling;  that  the  niembers  of  the  Chicago  Boaad  of  Trade,  the  Minneapolis  Chamber 
ni  Commerce,  and  the  Duluth  Board  of  Trude,  through  whom  such  gambling  operations 
are  made,  cover  and  hide  the  record  of  the  losses  sustained  by  speculators  and  refuse  to 
exhibit  their  books  to  the  State  officials  whose  duty  it  is  to  protect  the  public;  that  the 
Chamber  of  Commerce  of  Minneapolis  and  the  Boaxd  of  Trade  of  Chica^,  by  virtue  of 
&  large  membenahip  of  wealthy  men  closely  allied  with  banking  institutions,  trans- 
portation companies,  and  with  certain  daily  newspapers  of  their  communities,  exercise 
^nd  control  an  unwholesome  influence  in  local  government  and  public  opinion/' 

Three  bills  are  now  pending  before  this  conunittee  the  purpose  of  each  of  which 
3  to  curb  gambling  in  gain  and  mroduce  exchanges.  The  national  ''ConLoaittee  of 
17"  now  working  upon  a  comprenenaive  plan  for  national  cooperative  marketing, 
md  representing  the  majority  of  the  organized  ffnbi  producers  of  the  country,  hat 
idopted  a  drastic  resolution  calling  for  the  elinunation  of  all  diort  selling  in  grain. 
Bklitorials  from  a  hundred  influential  farm  papers  and  resolutions  fiom  a  hundred 
arm  oiganizations  might  be  quoted  in  support  of  restrictive  l^pslation,  if  time  and 
(pace  permitted.  Without  attemj;>ting  to  quote  the  whole  inoictment,  enouflh  has 
)eeii  called  to  the  attention  of  this  conunittee  to  show  that  the  American  public  has 
let  itself  seriously  to  the  task  of  either  prohibiting  or  greatly  restricting  short  selling 
n  the  products  of  the  farm. 

The  terms  * 'future  trading"  and  "short  selling"  broadly  speaking,  mean  the  same 
hing.  Each  term  may  in  turn  cover  two  genersd  practices  wnich  should  be  specified 
n  order  to  secure  accuracy  of  thought  and  desi^ination. 

The  so-called  practice  of  hedging  is  one  variety  of  future  trading.  It  is  the  kind 
tf  future  trading  which  is  constantly  haiped  upon  and  unduly  emphasized  by  the 
lefenders  of  short  selling  in  order  to  distract  attentioo  from  the  other  kinds  of  niture 
rading  which  can  not  be  defended  at  all.  Hedging  ia  best  understood  by  the  familiar 
llustration  of  a  man  hedging  a  bet.  Having  a  bet  oa  one  Bade,  he  also  bets  on  the 
thcr  side,  and  thus  guards  himself  against  loss,  whatever  the  result. 

Keeping  in  mind  tne  general  idea  of  hedg^ing  a  bet,  two  illustrations  will  suffice  to 
how  examples  of  a  hedge  as  used  to-day  in  the  grain  exchanges.  A  Minneapolis 
niller  has  an  order  for  10,000  barrels  of  nour  to  be  delivered  next  May  at  a  certain 
^ricc.  That  price  is  based  upon  the  present  price  of  wheat.  The  miller  does  not 
now  what  the  price  will  be  next  May.  He  does  not  wish  to  invest  capital  in  wheat 
ad  store  it  until  May.  Neither  does  he  wish  to  assume  the  risk  of  wneat  going  up 
r  down  between  the  present  time  and  the  date  of  delivery.  If  he  had  many  sucn 
on  tracts,  a  rise  of  25  cents  per  bushel  imgkt  mean  great  loss  or  even  financial  ruin, 
lierefore  at  the  time  of  accepting  the  order  for  10,000  barrels  of  flour  he  goes  into,  the 
larket  and  buys  50,000  busnels  of  wheat  for  delivery  in  May.  In  this  way  he  has 
edged  his  sale  of  flour,  whether  the  market  goes  up  or  down.  The  payment  of  the 
largin  required  protects  him  a^iainst  loss  from  fluctuation  in  price. 

Another  typical  instance  of  hedging  is  the  sale  of  actual  ^adn  for  future  delivery 
y  a  local  country  elevator.  The  elevator  may  be  full  of  grain,  but  owing  to  railroad 
ingestion  or  other  cause,  it  may  be  impossible  to  get  the  grain  to  the  terminal  inside 
f  30  da.x's.  Durinfi"  this  time  wheat  ma.v  fall  20  cents  per  bushel.  The  directors  of 
le  local  elevator  do  not  wish  to  bear  tlus  risk.  They  therefore  direct  their  manager 
}  wire  some  commission  house  at  the  terminal  to  sell  25,000  bushels  of  wheat  for 
tture  delivery.  When  this  is  done,  the  elevator  has  only  to  make  deliva^  within 
le  time  specified  and  it  is  protected  against  loss  from  a  falling  market.  In  other 
ords,  the  elevator  has  hedged  its  own  purchase  of  grain  in  the  same  way  in  which 
le  miller  has  hedged  his  sale  of  flour. 

Some  persons  see  grave  objections  in  the  practice  of  hedging.  It  is  pointed  out 
ith  truth  that  practically  no  other  commodities  except  grain  and  gram  products 
m  be  protected  by  the  hedging  practice.  The  manufacturers  of  all  other  products 
e  obliged  to  bear  the  risk  of  price  fluctuation.    Why,  then,  ^ould  the  handlers 

grain  and  grain  products  enjoy  the  singular  insurance  against  risk  in  market  fluc- 
lation?  The  answer  is  that  m  theory  at  least  it  enables  all  parties  to  do  business 
3on  a  closer  margin.  The  miller,  it  is  claimed,  can  make  a  closer  price  on  his  flour. 
be  local  elevator  can  pay  a  better  price  for  the  grain,  because  the  profit  of  each  can 
>t  be  wiped  out  by  pnce  fluctuation. 
Moreover,  it  is  also  true  that  hedging  differs  from  all  other  forms  of  future  trading 

thJB  respect;  it  is  based  upon  a  commodity  either  actually  in  existence  or  con- 
airted  for  in  a  bona  flde  sense.  In  my  own  opinion,  as  tenninal  marketing  is  now 
•ndiicted,  hedging  is  a  practical  necessity.  It  is  a  necessity,  because  unlicensed 
•eculation  as  now  carriea  on  causes  sharp  and  constant  fluctuation  in  market  price. 
L  other  words,  it  is  short  selling  itself  which  causes  the  market  variations  which 
ake  hedging  a  present  necessity. 

34574—21 iO 
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Senator  Cunumns,  in  his  amiment  on  the  cotton  futures  bill,  quoted  in  the  (.oc 

fresEdonal  Record  for  September  3,  1913,  sums  up  this  argument  admirably  whe& 
esays: 

'*It  is  said — and  this  is  one  of  the  arguments  most  frequently  useji — ^thal  short 
sales  ought  to  be  permitted,  because  they  tend  to  steady  the  market  and  tend  to 
prevent  extreme  mictuations  in  the  price  of  commodities.  I  have  read  a  great  desl 
of  argument  submitted  to  sustain  this  contention.  I  can  not  at  this  time  enter  upoii 
an  analysiB  of  the  subject  as  I  would  like  to  do.  I  can  only  record  my  own  opinion 
that  instead  of  steadying  the  market  short  sales  disturb  the  market.     Instead  of 

Preventing  extreme  fluctuations  they  excite  extreme  fluctuations.  Those  who 
efend  the  practice  always  foi^t  that  when  short  sales  are  used  to  steady  prices— 
and  I  admit  there  are  times  when  they  are  so  employed — ^they  are  employ ea  to  st^y 
prices  which  the  practice  itself  has  disturbed." 

But  whatever  may  be  the  merits  or  demerits  of  hedging,  as  used  under  the  presrat 
system,  it  is  certain  that  the  practice  can  not  be  preserved  unless  it  can  be  separated 
from  the  other  forms  of  future  trading.  If  it  can  not  be  separated  from  the  other 
vicious  forms  of  future  trading  which  lend  themselves  to  price  manipulation  and 
exploitation  of  the  producer,  uien  hedging  must  inevitably  go.  The  public,  when 
it  learns  facts,  the  stupendous  volume  and  controlling  influence  of  sheer  gambling 
transactions,  will  eradicate  the  whole  system  of  future  trading  imless  hedging  can  be 
separated  from  the  riot  of  gambling  transactions  which  to-day  raises  and  low«ti  the 
price  of  grain  at  will  of  the  gamblers. 

The  volume  of  hedging,  as  compared  with  the  total  volume  of  future  transacticMif 
of  the  grain  exchang;es  of  Chicago  and  Minneapolis,  is  comparatively  inaignificant. 
If  all  the  grain  entermg  the  Minneapolis  terminal  in  an  entire  year  were  hedged  once, 
it  would  amount  to  less  than  300,000,000  bushels.  If  it  were  hedged  three  times, 
it  would  still  amount  to  less  than  a  billion  bushels.  As  a  metter  of  fact  the  evidence 
at  hand  indicates  that  the  total  future  transactions  on  the  floor  of  the  chamber  of 
commerce  aggregate  not  less  than  10,000,000,000  bushels.  The  future  transsctioitf 
which  are  not  the  reeult  of  hedging  ana  which  probably  aggregate  more  than  9,000,000,- 
000  bushels  a  year  in  Minneapolis  alone,  are  purely  speculative  or  gambling  trane- 
actions.  These  are  the  transactions  which  make  possible  price  manipulation,  and 
which  the  public  to^ay  seems  determined  to  wipe  out. 

This  speculative  variety  of  future  trading  is  more  easily  described  than  defined. 
It  differs  from  hedging  because  there  is  no  actual  interest  to  protect  or  hedge.  Ordi- 
narily there  is  neiUier  actual  delivers  of  the  grain  nor  any  intention  to  deliveiy. 
The  speculator  or  gambler  buys  or  sells  erain  for  future  dehveiv  on  the  chance  of  a 
&vorable  change  in  the  market  before  tne  time  specified  for  tne  delivery.  Settle- 
ment of  these  transactions  is  commonly^  almost  invariably,  effected  by  payment  of 
the  difference  in  price,  called  margins,  instead  of  actual  transfer  of  the  grain.  The 
speculator,  tiierefore,  merely  makes  a  bet  on  what  the  future  price  of  grain  is  goin? 
to  be.    He  has  no  actual  interest  to  protect,  unlike  the  man  wno  hedges. 

To  what  extent  is  this  purely  speculative  variety  of  future  trading  carried  00"* 
And  what  is  its  effect,  if  any,  upon  the  price  of  cash  wheat? 

Let  us  answer  these  questions  one  at  a  time.  One  of  the  dramatic  features  of  the 
grain  exchange  hearing  before  the  Rules  Committee  of  Congress  was  the  testimony  of 
Samuel  Hallet  Greeley.  For  28  years  Mr.  Greeley  had  been  a  member  of  the  Chicas^< 
Board  of  Trade.  He  had  sold  his  membership  only  10  days  before  the  hearing  in 
order  to  be  able  to  testify  without  fear  of  punishment.  Mr.  Greeley  said  that  at  th*^ 
lowest  estimate  the  future  trading  transactions  of  the  Chicago  Board  of  Trade  amounted 
to  three  hundred  times  the  entire  volume  of  wheat  handlea  in  a  year.  In  other  wordf. 
for  every  bushel  of  real  wheat  handled  300  bushels  of  phantom  grain  were  bought  and 
sold.  On  a  sine^le  day,  Mr.  Greeley  says,  he  has  seen  25  Chicago  firms  buy  and  s*^!^ 
5,000,000  bushels  of  grain  apiece  for  future  delivery.  He  styled  himself  an  **insigni''- 
cant''  trader,  but  said  that  on  niany  a  day  he  had  bought  or  sold  a  million  bushel^  •  t 
grain  and  thought  nothing  of  it.  When  it  is  remembered  that  recent  average  yearl: 
receipts  of  wheat  at  Chicago  do  not  exceed  50,000,000  bushels  at  the  most,  the  sal»'  • . 
over  17,000,000,000  bushels  for  future  delivery  becomes  simply  appalling. 

Mr.  Greeley  says  that  individual  firms  of  Chicago  lease  private  wires  to  the  Pa«.i:.  ■ 
coast  at  an  annual  rental  of  more  than  $100,000  per  year,  so  stupendous  and  so  pn»:.:- 
able  is  this  system  of  organized  gambling  and  exploitation.    He  tells  us  that  at  tim-  - 
single  firms  of  Chicago  work  as  many  as  20  clerks  and  bookkeepers  night  and  da  > 
simply  to  jot  down  and  enter  in  their  books  of  account  the  enormous  volume  of  xh*.-^ 
future  trades. 

The  only  trouble  with  Mr.  Greeley  appears  to  be  that  he  is  altogether  too  cons^n  a 
tive  in  these  figures  and  statements.  He  has  understated  the  &cts.  WiUet  M.  Ilay«>« 
formerly  Assistant  Secretary  of  Agriculture,  says  that  the  future  trading  of  the  Ohica.- 
Board  of  Trade  amoimta  to  at  least  90.000.000.000  bushels  annually,  which  makes  Mr 
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Greelefy'a  figures  of  seventeen  billions  pale  to  insignificance.  In  Janiuury,  1013,  the 
Assistant  Secretary  of  Agricultniej  published  an  article  in  the  American  Academy  of 
Political  and  Social  Science,  entitled  '^Junctions  and  needs  of  our  great  markets." 
He  says  upon  page  353: 

''There  is  evidence  that  the  really  large  speculative  dealing  is  in  wheat  on  the 
Chica^  market.  Estimates  made  some  years  ago  indicate  that  90,000,000,000  bushels 
of  grain  sales  were  made  annually  in  Chicago.'' 

Again  he  says,  upon  page  250: 

"  It  is  perfectly  clear,  however,  that  in  the  large  the  outside  speculators  and  the 
producers  and  consumers  among  tlxem  lose  money  to  a  class  of  men  who  do  not  reidly 
pretend  either  to  produce,  to  transport,  or  to  manufacture;  and  they  also  pay  thV 
expenses  of  running  an  expensive  speculative  machine. 

"'A  very  rough  estimate  places  the  money  received  from  the  people  by  exchanges 
and  their  bucket  shop  appendages  in  America  alone  at  upward  of  $200,000,000  annu- 
ally. On  the  face  of  it,  this  seems  a  high  price  to  pay  for  fluidity  and  acceleration 
to  the  market  and  for  the  opportunity  of  hedging." 

Mr  Hayes  further  states  in  this  article  that  the  speculative  public  loses  annually  at 
least  $30,000,000  ''through  dealing  with  speculators  with  business  connections  with 
your  (cotton)  exchanges,  at  who  assume  to  have  such  connection."  According  to 
Mr.  Hayes's  estimate,  the  annual  losses  of  the  public  through  the  speculative  features 
of  grain  and  cotton  exchanges  would  build  a  ranama  Canal  every  second  year.  It 
would  build  40,000  miles  of  macadamized  roads  over  gumbo  prairies  every  year. 
And  these  figures  do  not  take  into  consideration  at  all  the  losses  which  producers 
themselves  sustain  through  manipulation  and  depression  of  prices  of  the  commodi- 
ties which  they  grow. 

Nor  is  it  necessary  to  rely  entirely  upon  the  testimony  of  Mr.  Greeley  nor  the  in- 
vestigations of  Mr.  Hayes  in  order  to  determine  the  volume  of  gambling  transactions 
upon  the  Chicago  Board  of  Trade.  Sworn  testimony  and  admissions  of  the  members 
themselves  are  available  to  establish  these  facts.  Some  years  ago  the  Chicago  Board 
of  Trade  prosecuted  Christie  Odell  and  others  as  bucket  shoppers.  The  substance  of 
some  of  tne  testimony  in  those  cades  as  taken  from  the  appeal  record  is  as  follows: 

Charles  A.  Weare,  of  the  Weare  Commission  Co.,  testined  that  his  firm  did  a  busi- 
ness of  600,000  bushels  a  day  and  that  not  more  than  1  per  cent  resulted  in  actual 
deliveries.  C.  D.  French,  broker,  testified  that  he  had  done  a  business  of  100,000,000 
bushels  annually  for  15  years  and  that  only  two  or  three  times  in  all  his  experience 
had  he  had  any  property  delivered  to  him.  He  fixed  the  total  of  the  deliveries  at 
about  200,000  bushels,  or  one  twe-hundredths  of  1  per  cent  of  his  business. 

Kx-Gov.  James  E.  Boyd,  of  Nebraska,  testified  that  he  had  been  a  commission 
merchant  and  dealer  on  the  Chic2^o  Board  of  trade,  and  that  actual  deliveries  were 
not  one-half  of  1  per  cent  of  his  business.  Austin  W.  Wright,  one  of  the  heaviest 
sx>eculators  on  the  floor  of  the  Chicago  Board  of  Trade,  testified  that  he  had  been  a 
speculator  for  over  30  years  and  a  member  of  the  board  of  trade  for  20  years  andthat 
in  all  that  time  he  had  never  but  three  or  four  times  paid  for  any  grain.  Since  1892 
he  was  positive  that  he  had  not  received  or  delivered  any  of  the  actual  commodity. 
The  following  question  and  answer  was  put  to  Mr.  Wright: 

"Q.  What  is  the  difference,  if  there  is  any,  between  speculation  on  the  board  oJ 
trade  and  speculation  off  the  board? — ^A.  There  is  no  dinerence.  LociJity  can  not 
affect  the  character  of  the  transaction. '* 

Walter  Comstock  was  another  interesting  witness  in  the  lawsuit.  He  was  a  member 
of  Schwartz,  Dupee  &  Co.,  the  largest  or  second  largest  speculative  house  in  the 
United  States  at  the  time  when  he  testified  that  ia  the  previous  year  his  firm  had 
dealt  in  from  2,000,000  to  3,000,000  bushels  a  day,  and  that  in  the  previous  December 
there  were  delivered  to  his  firm  only  about  100,000  bushels  of  all  kinds  of  grain.  His 
testimony  showed  that  not  more  than  one-fifth  of  1  per  cent  of  the  enormous  business 
of  his  firm  resulted  in  actual  deliveries.  The  remaining  99|  per  cent  represented 
deals  settled  through  the  clearing  house  of  the  board  of  tiade. 

.Tudge  Thompson  heard  the  O'Dell  case,  and  in  his  decision  declared: 

''The  evidence  convincingly  shows  that  the  larger  part  of  the  transactions  in  grain 
and  other  produce  on  the  complainant's  exchange  are  merely  gambling  transactions 
conducted  by  some  of  its  members  in  violation  of  Qie  law  of  the  State  of  Illinois  against 
bucket  sliops. 

**The  bucket  shops  are  the  offspring  of  the  Chicago  Board  of  Trade  and  kindred 
organizations,  to  which  they  still  look  for  sustenance  and  life,  and  they  can  only  be 
enectually  suppressed  by  striking  at  the  root  of  the  evil.  When  this  species  of 
gambling  on  the  commercial  and  stock  exchanges  of  the  country  ceases  the  bucket 
shops  will  disappear,  and  not  before." 
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It  is  unnecessary  to  comment  upon  this  evidence.  The  promotas  of  the  Lo 
lottery  paid  the  State  of  Louisiana  $40,000  for  tibe  privUege  of  running  a  gHmbliiif 
institution.  The  Chicago  Board  of  Trade  pays  nothing;  but  Uie  profits  of  its  memben 
from  this  source  alone,  computing  them  at  the  regular  rates  establiidied  by  its  own 
rules,  would  be  not  less  than  $75,000,000  per  year. 

At  Minneapolis  the  evidence  is  not  so  clear  as  to  the  actual  volume  of  fatnre  trans- 
actions. It  is  no  doubt  leas  than  that  of  the  Chicago  market.  At  the  gnin  iavertiga- 
tion  of  1913,  conducted  by  the  Minnesota  Legislature,  the  members  of  the  chamber 
of  commerce  refused  to  show  their  books  disdoeing  the  volume  and  details  of  their 
fu  ture  trading.  However,  the  volume  of  l^is  future  trading  appeare  indirectly.  1: 
was  shown  at  this  investijgation  that  within  the  chamber  of  commerce  is  the  oorpon- 
tion  known  as  the  clearing-house  assodation. 

This  assodation  had  only  37  members  out  of  a  total  of  more  than  300.  Ita  sole 
business  was  to  clear  the  future  trades  of  its  own  members.  For  this  service  it  received 
one-half  cent  per  $1,000  of  future  transactions  cleared.  This  was  the  sole  aonroe  of 
revenue.  Out  of  this  revenue  the  association  had  paid  its  yearly  expenses  of  $24,000. 
declared  dividends,  and  accumulated  a  large  surplus.  The  revenue  to  the  clearing- 
house assodation  for  clearing  $1,000,000  in  future  trades  would  be  only  $5.  Computinir 
simply  the  amount  of  future  transactions  necessary  to  maintain  the  yearly  expense? 
of  the  clearing  house  and  ignoring  wholly  the  dividends  paid,  the  surplus  accamulatcd 
and  the  admitted  fact  that  the  clearing  house  acted  for  only  U  part  of  the  entire  mem- 
bership, it  appears  that  the  future  transactions  passing  through  the  dealing  boise 
amount  each  year  to  approximately  $5,000,000,000.  From  all  the  facts  and  evidence 
it  is  quite  clear  that  tne  entire  volume  of  future  transactions  must  eoual  at  leai«t 
10,000,000,000  bushels  per  year.  This  estimate  is  apparently  borne  out  oy  the  testi- 
mony of  F.  G.  Holbrook,  a  Minneapolis  pit  trader.  He  testified  that  on  an  averagf" 
his  future  transactions  amounted  to  67,000  bushels  per  day,  and  that  be  seldom,  if 
ever,  delivered  any  real  wheat  to  a  purchaser.  It  is  evident  that  approximately  90 
per  cent  of  the  commission  revenues  of  the  members  of  the  Chicago  Board  of  Ttiule. 
taken  as  a  whole,  and  three-fourUis  of  the  commission  revenues  of  the  members  of  the 
chamber  of  commerce  are  at  present  derived  from 'future  trading. 

In  the  case  of  Chicago  the  revenues  derived  from  future  trading  must  amount  t> 
approximately  $75,000,000  a  year,  and  in  the  case  of  Minneapolis  between  five  and 
eignt  million  dollars  per  year.  The  revenue  derived  from  handling  consigned  frain, 
figuring  a  single  commission,  has  never  exceeded  $1,000,000  in  Minneapolis,  or 
$2,000,000  at  Chicago,  in  a  single  year.  Gambling,  therefore,  is  not  merely  an  incident 
or  adjunct.    It  is  uie  main  business  of  the  modem  grain  exchange. 

Time  does  not  permit  me  to  give  the  facts  in  detail,  but  the  evidence  taken  at  the 
Minnesota  investigation  shows  conclusively  that  there  never  has  been  a  year  when  the 
revenue  of  the  commission  houses  of  the  Minneapolis  chamber,  taken  as  a  whole  and 
computing  a  single  commission  upon  consigned  grain  entering  the  terminal,  would  be 
more  than  one-half  of  their  admitted  expenses.  The  major  portion  of  these  expenses 
and  practically  all  revenues  must  be  derived  from  future  trading. 

Judging  from  the  facts  obtainable,  the  bulk  of  these  future  transactions  come  fpooa 
men  not  engaged  in  the  grain  business  at  all.  Carefully  contrived  market  news  ii 
ticked  off  the  ticker  every  minute.  Sure  tips  are  freelv  circulated.  The  iniaginatior 
of  the  sucker  is  aroused,  nis  activity  stimulated,  and  he  takes  a  flyer  in  wlMat.  lie 
may  be  a  lawyer,  doctor,  farmer,  a  minister  of  the  gospel — all  are  welcome;  the  money 
of  each  is  accei>ted .  Bankruptcy  and  financial  rum  may  follow,  often  does  follow,  but 
in  any  case,  win  or  lose,  the  Doard  of  trade  member  makes  his  commissiou. 

Some  members  of  the  Minneapolis  chamber  maintain  uptown  offices  for  the  accommo- 
dation of  the  indiscriminate  betting  public.  Some  maintain  private  wires  at  a-s^: 
expense.  It  is  a  i-ast  and  highly  developed  system — a  democratic  system,  whers  th^ 
money  of  the  poor  pensioner  or  defaulting  bank  clerk  is  just  as  welcome  as  that  of  th^ 
millionaire  tiieoretically  fitted  to  bear  the  risk  of  fluctuation. 

What  effect  do  these  stupendous  Rambling  transactions  have  on  the  price  of  cac^ 
wheat?  The  answer  is  that  within  limits  of  many  cents  per  bushel  they  absolute! 
determine  and  fix  the  price  which  the  producer  receives  for  his  grain.  Gambling  i^ax 
not,  of  course,  completely  do  away  with  the  law  of  supply  and  demand.  But  withit 
limits  these  future  deaUngs  give  speculators  in  wheat  pit  the  power  to  raise  or  low^r 
the  price  of  cash  grain  at  will. 

Under  the  present  system  the  price  of  cash  grain  is  determined  by  the  price  of  futurv 
grain .    It  is  oetermined  by  what  is  called  the ' '  dominant "  future,  meamng  the  nearer; 
date  in  the  future  fixed  by  the  speculators  as  the  delivery  date.    These  dates  are  May 
September,  December,  and  July.    Just  now  the  dominant  future  happens  to  be  Mi^ 
and  the  price  of  cash  wheat  is  fixed  by  the  May  future.    Theoretiouly,  the  price  " 
cash  wheat  is  the  price  of  the  dominant  future  less  the  cost  of  storage  of  the  actuid  grait 
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to  the  date  of  auppoeed  delivery.  Sometimes,  under  abnormal  conditions,  the  rule 
does  not  work  out  exactly.  But  for  practical  purposes  the  price  of  cash  wheat  is 
fixed  by  the  price  of  the  dominant  future .  If  the  future  goes  up,  theprice  of  cash  grain 
follows.  If  the  future  goes  down,  so  does  the  price  of  cask  grain .  This  is  admitted  by 
the  members  of  the  grain  exchange  themselves. 

At  the  1914  hearing  before  the  Rules  Committee  at  Washington,  John  Stream,  a 
member  of  the  Chicago  elevator  monopoly,  which  handles  90  per  cent  of  the  actual 
p^rain  entering  the  Cmcago  market,  testifim  as  follows:  *' We  would  take  the  closing 
market  of  the  future  and  calculate  what  was  a  fair  price  for  cash  grain. ' '  At  the  Min- 
nesota investigation,  B.  8.  Ireys,  of  Minneapolis,  pit  trader,  testified:  "The  price  of 
cash  grain  is  made  by  the  price  of  futiure.  If  the  buyers'  orders  were  more  numerous 
and  vigorous  the  price  would  immediately  respond  and  go  up."  The  testimony  of 
W .  A.  Gr^;ory,  E.L.  Welch,  and  P.  A.  Hallet  was  to  the  same  effect.  Welch  admitted 
that  large  dealers  in  the  great  markets,  by  acting  in  concert,  had  the  power  to  tem- 
porarily affect  the  price  ofcash  grain  in  any  direction  which  might  suit  tJieir  purposes. 
He  admitted  further  that  if  the  market  were  affected  for  only  a  few  minutes  trades  of 
stupendous  magnitude  could  be  closed.  -F.  A.  Hallet,  since  president  of  the  Minne- 
apolis chamber,  testified:  ^'At  times  I  have  seen  the  market  advance  half  a  cent  on 
an  order  of  50,000  bushels;  then  I  have  seen  it  depressed  in  the  same  way."  F.  B. 
WeUs,  president  of  the  Minneapolis  chamber  in  1913,  testified  in  substance  that 
speculators  working  coUusively  and  in  secret  could  raise  or  lower  the  price  of  cash 
grain  at  will.  The  only  qualifications  which  he  imposed  upon  this  admission  was  that 
speculators  could  not  hold  the  price  permanently  at  a  given  figure,  although  they 
have  the  power  to  alter  it  at  will. 

JMr.  Young.  Kemember,  gentlemen  of  the  committee,  those  are 
statements  that  have  been  made  by  the  Minneapolis  Chamber  of 
(]3omnierce.  Mr.  McLaughlin  a  few  minutes  ago  wondered  whether 
I  was  not  overstating  something,  or  whether  I  ought  not  to  be  just 
a  little  more  careful  in  the  selection  of  my  words.  Here  are  state- 
nients  made  by  members  of  the  Minneapolis  Chamber  of  Commerce 
themselves. 

Mr.  TiNCHER.  I  think  some  of  the  members  of  the  Minneapolis 
Chamber  of  Commerce  whose  names  are  in  that  paper  are  now  in  the 
room. 

Mr.  Young.  I  do  not  happen  to  have  the  privilege  of  the  personal 
acquaintance  of  these  gentlemen,  and  therefore  I  do  not  know 
whether  they  are  here  or  not.  I  am  only  stating  the  facts,  and  the 
fact  of  their  presence  here  occasions  no  embarrassment  to  me  what- 
soever. The  farmers  of  the  Northwest,  who  put  a  tremendous 
amount  of  hard  work  into  the  production  of  wheat,  and  who  have  the 
greatest  interest  in  the  price  received  from  that  wheat,  are  naturally 
anxious  to  have  a  market  in  Minneapolis  that  is  free  and  open,  free 
from  abuses,  and  we  hope  you  gentlemen  on  this  committee  will 
present  a  bill  to  the  House  that  will  go  as  far  as  possible  toward 
clearing  up  the  abuses  existing  on  that  exchange. 

I  win  now  continue  reading  this  brief: 

The  facts  quoted  above  are  not  surmises.  They  are  the  admissions  of  grain-exchange 
members  themselves.  Under  the  present  system  as  now  carried  on  by  the  privately 
owned  grain  exchanges  the  price  of  farm  products  is  made  the  football  of  speculators. 
The  agency  is  simple  and  effective.  The  price  of  the  future  determines  tne  price  of 
cash  grain.  The  price  of  the  future  in  turn  is  fixed  by  the  relative  strength  of  a  flood 
of  fictitious  sales  and  purchases  thrown  on  the  market  by  speculators  who  know  just 
what  they  want.  If  tne  speculators  for  their  own  purposes  wish  to  lower  the  price  of 
^rain  they  throw  on  the  market  a  flood  of  selling  orderB,  and  the  price  is  beaten  down. 
If  they  wish  to  raise  the  price  they  throw  on  the  market  a  flood  of  buying  orders,  and 
the  price  is  boosted  up.  The  speculators  pull  the  lever,  and  results  follow.  On  a 
sensitive  market  in  the  Minneapolis  ('hamber  of  Commerce  an  offer  of  50,000  bushels 
will  sometimes  depress  the  price  of  cash  grain  half  a  cent  per  bushel.  What  influence, 
then,  does  9,000,000,000  bushels  of  option  trades  and  phantom  grain  at  Minneapolis 
and  90,000,000,000  at  Chicaco  judiciously  dumped  on  the  market  in  the  course  of  a 
year — what  influence  does  tnis  unthinkable  volume  of  future  trading  have  upon  the 
price  of  grain? 
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Before  proceeding  to  the  discussion  of  the  various  bills  before  this  committee  ire 
bee  your  indulgence  to  again  define  the  real  issue  involved  in  the  contiovearBy.  Th« 
real  issue  is  the  restriction  or  prohibition  of  speculative  future  trading.  Undo'  do 
circumstances  can  the  spokesman  for  the  grain  exchanges  be  brought  to  a  discuflaioii 
of  the  real  issue.  He  knows  that  he  is  lost  unless  he  can  cover  up  and  ignore  the  iasue. 
The  apologist  for  the  present  system  completely  ignores  speculative  trading.  If  he  be 
a  member  of  the  Chicago  Board  of  Trade  he  Imows  that  out  of  every  thoufiand  tnns- 
actions  upon  his  exchange  only  approximately  one  is  genuine  and  the  other  999 
are  sheer  gambling  transactions*  He  knows  that  more  tnan  90  per  cent  of  the  total 
commission  revenues  of  his  associates  are  derived  from  oommiBwons  on  gambling 
transactions.  He  knows  that  even  in  the  largest  crop  years  the  actual  commifwione 
received  for  handling  real  grain  would  not  begin  to  equal  the  admitted  expenses  of 
those  members  of  his  oiganization  engaged  in  the  commission  trade.  He  knows,  too. 
that  under  his  system  a  million  bushels  of  speculative  trades  when  conBummated  in 
the  market  have  exactly  the  same  effect  as  the  purchase  or  sale  of  the  aame  amount 
of  real  grain. 

Inst^ul  of  meeting  this  issue  frankly  the  defender  of  future  trading  avaida  it  by 
turning  the  discussion  to  ^'hedging' ' — ^the  one-thousandth  part  of  future  trading  that 
can  logically  be  defended.  He  talks  fluently  of  the  benents  of  ''hedging' '  and  thes 
sets  up  the  humorously  illo^cal  claim  that  it  is  necessary  to  preserve  indiscriminittr 
gambling  in  grain  exchanges  in  order  to  preserve  a ' '  broad  and  elastic  hedging  market  * ' 

Once  again  let  it  be  understood  that  the  producers  who  are  opposing  '^future  trad- 
ing' '  are  not  opposing  ' '  hedging. ' '  For  the  purposes  of  this  hearing  our  aaBociation  will 
concede  '^heoging''  to  be  a  beneficial  practice.  We  concede  it  to  be  an  inauiance 
against  risk  of  loss  by  price  fluctuation.  We  will  concede  that  it  very  pix>bably 
reduces  the  margin  between  the  price  paid  to  the  farmer  in  the  country  and  the  final 
price  received  at  the  terminal.  We  concede  it  to  be  a  facility  to  the  tiade  which 
ought  to  be  retained.  W^e  fully  expect  to  retain  it,  but  we  have  come  to  the  conclu- 
sion that  in  order  to  have  an  euustic  hedging  market,  it  is  not  necessary  to  have  1.000 
bushels  of  speculative  and  manipulative  trades  for  every  bushel  of  real  grain  handled. 
We  have  come  to  the  conclusion  that  whatever  virtue  there  may  be  in  the  practice 
of  ''hedging"  it  neither  merits  nor  necessitates  the  stupendous  speculative  traas- 
actions  which  make  every  organized  grain  exchange  of  this  country  the  biggest  gun- 
blin^  institution  in  the  community  in  which  it  is  situated.  We  oppose  speculative 
trading — ^not  hedging.  We  maintain  that  it  is  not  necessary  in  order  to  afford  a  hedging 
market,  that  gambling  should  be  the  main  business  of  an  organized  grain  exchan^r 
and  Intimate  distribution  a  mere  incident.  We  insist  that  all  hypocritical  decu- 
mation  conseming  '^ hedging"  be  dropped,  and  that  the  defenders  of  the  present 
system  explain,  if  they  can,  why  unlicensed  speculation  in  present  volume  is  either 
neceeeary  or  desirable. 

This  committee  should  also  bear  in  mind  that  camouflage  arguments  in  favor  ci 
* '  hed^ng  "  will  not  be  confined  to  members  of  grain  exchanges.  A  grain  trade  jouniAl 
of  Chicago  announces  that  a  number  of  leading  Ghica^  bankers  have  sent  tlegranu 
protestii^  against  the  legislation  prop9sed  before  this  committee.  This  is  to  b* 
expected.  In  Chicago,  as  in  Minneapolis,  the  leading  banks  are  virtually  control!*^ 
by  the  grain  exchanges.  They  will  send  such  messages  as  the  board  of  trade  or  thf- 
chamber  of  commerce  chooses  to  dictate;  and  other  large  business  interests,  subject 
to  the  same  control,  will  do  the  same.  In  Minneapolis,  merely  as  a  matter  of  inter- 
locking directorates,  it  has  been  shown  that  members  of  the  chamber  of  commerce  and 
their  business  and  professional  associates  practically  control  the  two  largest  bankf  as 
well  as  a  number  of  others.  The  First  and  Security  National  and  the  Northweeten 
National  Bank  of  Minneapolis  may  be  expected  to  protest  loudly  before  yova  com- 
mittee. Such  opposition  must  be  discounted  when  the  source  of  their  control  i« 
remembered.  For  detailed  statement  of  this  control  see  report  on  House  resolutit^r 
424,  Sixty-third  Congress,  second  session. 

Another  circumstance  which,  we  believe,  shoidd  be  kept  constantly  in  mind  i« 
the  fact  that  to  be  completely  effective  legislation  of  the  cnaracter  under  consideTS- 
tion  by  your  committee  should  preferably  be  national  in  character.  During  the  pa*' 
three  sesaions  of  the  Minnesota  I^cgislatiu'c  bills  have  been  introduced  to  restnct  ^ 
abolish  futiu^  tradings.  Such  legislation  is  again  pending  before  the  legislature  no% 
in  session.  Before  such  legislative  hearings ,  J .  J.  McHugh,  the  secretary  of  the  if inii*^ 
apolis  Chamber  of  Commerce,  and  other  defenders  of  indiscriminate  specuUtivc 
trading,  have  always  contended  that  State  legislation  upon  this  subject  is  bound  t- 
be  effectual.  The  present  governor  of  Minnesota  has  taken  the  same  position  in  a 
message  to  the  legislature  delivered  within  the  past  10  days.  The  governor  h^- 
advised  the  legislature  that  the  limitation  of  future  trading  is  not  a  proper  5ubi>>  ■ 
for  State  legislation,  but  should  be  enacted  by  the  National  Congress. 


FUTURE  TBADING.  775 

• 

Tlie  advocates  of  indiscriminate  future  trading  have  frequently  asserted  that  if  the 
practice  is  limited  or  abolished  in  Minnesota,  the  members  of  the  organized  grain 
exchanges  will  either  remove  the  location  of  their  future  trading  operations  across 
tlie  State  line  to  a  selected  point  in  Wisconsin,  or  use  the  Chicago  market  for  such 
purpoee.  Without  conceding  the  inefficiency  of  State  legiislation  on  this  subject,  we 
believe  that  it  is  a  subject  peculiarly  appropriate  for  national  legislation.  National 
legislation  will  bring  about  uniformity  of  rules  and  restriction,  which  is,  of  course, 
extremely  desirable,  and,  in  addition,  the  National  Government  would  appear  to 
hAve  at  hand  better  and  more  adequate  means  of  enforcing  the  law  than  any  of  the 
States. 

A  careful  consideration  of  the  bills  before  this  committee  convinces  us  that  the 
Iramer  of  each  bill  is  moved  by  considerations  which  we  believe  to  be  sound  and  cor- 
rect from  an  economic  and  pohtical  8tandi)oint.  In  aU  the  bills  the  principles  sought 
to  be  enacted  into  legislation  are: 

1 .  To  eliminate  speculative  future  trading  so  &x  as  may  be  done  without  destroying 
a  ^' hedging"  market  of  requisite  volume,  continuity,  and  elasticity. 

2.  To  carefully  preserve  to  the  grain  trade  whatever  of  facility  and  advantage  there 
may  be  in  the  practice  of  ^^ hedging." 

After  a  study  and  analysis  of  the  four  future  trading  bills  now  before  the  committee 
we  are  inclined  to  believe  that  H.  K.  14657,  introduced  by  Representative  Tincher, 
embodies  the  principles  set  forth  above  in  more  workable  form  than  any  of  the  other 
bills.  This  bill  guards  the  integrity  of  the  hedging  market  by  permitting  all  sales 
for  future  delivery  where  the  seller  is  in  actual  possession  of  the  subject  matter  of  the 
sale,  and  further  by  permitting  all  rep:i8tered  dealers  to  freely  sell  or  contract  for  the 
«ale  of  additional  products  amresating  but  not  exceeding  three  times  the  entire 
volume  of  actual  pn>ductB  handlea  during  the  fiscal  year.  Under  this  law,  assuming 
that  10,000,000  bushels  of  actual  grain  is  consigned  to  a  licensed  dealer  during  the 
year,  he  could  sell  for  future  delivery,  free  of  tax:  First,  all  grain  actually  received; 
second,  in  additon,  three  times  the  amount  of  such  grain.  In  other  words,  a  legitimate 
dealer  can  sell  for  future  delivery,  without  tax  or  restriction,  four  times  the  amount 
of  gndn  actually  handled.  This  should  be  sufficient  to  afford  a  broad,  elastic,  and 
continuous  ** hedging"  market. 

The  association  which  I  represent  has  always,  so  far  as  necessary  for  complete  pro- 
tection, covered  all  of  its  entire  receipts  and  purchases  bv  "hedeing"  operations. 
Yet  it  is  a  sicfnificant  fact,  contrasting  strangely  with  the  claims  of  the  advocates  of 
unrestricted  niture  trading,  that  the  volume  of  our  hedges  has  never  equaled  the  vol- 
ume of  our  actual  receipts.  In  practice  much  grain  is  consigned  to  the  terminals 
upon  a  ''to  arrive  "  basis,  and  it  is  not  necessary  to  "hedge  ^*  such  sales  in  the  accepted 
sense. 

J.  M.  Anderson,  president  of  the  Equity  Cooperative  Exchange,  has  publiclv  gone 
on  record  as  favoring  the  entire  abohtion  of  all  short  selling  in  grain.  Based  upon 
years  of  study,  together  with  the  practical  experience  of  our  own  association,  he  is 
convinced  that  actual  sales  of  gram  in  possession  will  afford  a  buying  market  suffi- 
ciently broad  and  elastic  to  meet  the  actual  needs  of  the  grain  trades. 

However,  let  it  be  clearly  understood,  our  association  does  not  desire  to  destroy 
the  "hedging"  market.  We  desire  to  retain  and  preserve  it.  We  do  not  want  to 
take  chances  or  to  throw  the  grain  trade  into  chaos.  If  we  are  to  err  at  all  in  this 
initial  legislation  for  the  control  of  futures  trading,  we  desire  to  err  on  the  side  of  con- 
servatism, not  radicalism.  To  this  end,  in  order  to  assure  the  integrity  of  the  hedging 
market  beyond  any  question,  we  would  be  entirely  willing  to  so  modify  the  provisions 
of  bill  referred  to  a'bove  as  to  permit  the  licensed  dealer  to  sel]  as  much  as  six  times  the 
volume  of  his  actual  receipts. 

We  beg  the  indulg[ence  of  the  committee  while  we  briefly  analyze  the  practical 
workings  of  a  law  wmch  would  permit  a  licensed  dealer  to  sell  for  future  delivery  a 
total  of  six  times  the  grain  actually  received.  Wheat  is  the  grain  most  commonly 
sold  for  future  deliverv.  Other  grains  are  either  not  sold  at  all  or  sold  in  smaller 
volume.  The  entire  wheat  crop  en  this  country  has  rarely,  if  ever,  exceeded  a  billion 
bushels.  If  six  times  the  actual  volume  of  wheat  were  sold,  it  would  probably  not 
exceed  6,000,000,000  bushels.  In  the  past  the  yearly  volume  of  future  trading  in  grain 
exchanges  has  equaled  at  least  150,000,000,000  busnels.  If  we  assiune  that  one-half 
of  all  past  future  trading  operations  have  been  sales,  the  amendment  suggested  above 
would  prolAbly  reduce  the  volume  of  future  trading  sales  from  75,000,000,000  to 
6,000,000,000  bushels.  We  are  confident  that  even  this  limitation  would  qtdte 
effectually  take  the  profits  out  of  grain  gambling,  seriously  impair  the  power  now  pos- 
sessed to  manipulate  prices,  and  generally  restore  normal  conditions  and  influence 
in  the  trade.    £!liminate  the  gambling  profits,  even  to  the  degree  suggested  above. 
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and  the  huge  establishments  and  enonnouB  expenses  of  the  gambling  panaities  of  the 
trade  can  no  longer  be  maintained.  The  gamblers  will  drop  out.  The  l^tim&> 
deiUers  will  remain  and  the  trade  restored  at  least  to  a  semblance  of  normality. 

As  suggested  above,  we  are  satisfied  that  the  present  provisions  of  the  propoood  bil 
will  provide  a  xMroper  hedging  market.  If  there  is  any  question  in  the  ininas  of  voir 
committee,  after  nearing  the  evidence  submitted,  we  would  suggest  it  is  entirei;. 
practical  to  double  the  volume  of  sales  permitted  to  a  licensed  douer  under  this  bil 
and  yet  secure  the  substantial  results  widch  the  legislation  seeks  to  accompliah. 

We  would  suggest,  also,  that  the  utmost  caro  be  exercised  to  so  frame  the  provisioE? 
of  tlus  legislation  that  technicalities  and  red  tape  in  the  matter  of  entering^  into  sal^ 
contracts  and  keeping  the  record  thereof,  be  avoided .  Sale  orders  are  usually  executed 
upon  telegraphic  instructions.  They  must  be  executed  instantly  upon  receipt  to  be 
effective.  The  commission  merchant  at  the  terminal  can  not  know  what  is  in  the 
mind  of  his  principal  in  the  country.  The  principal  may,  in  fact,  be  speculating 
but  the  commission  agent  does  not  know  this  and  has  no  reason  to  suspect  it.  No: 
can  the  commission  agent  wait  to  secure  sworn  affidavits  as  to  ownership  and  poesaaBi'x: 
from  his  principal  in  the  country.  Under  these  circumstances  the  commission  a^rect 
ought  not  to  be  penalized.  We  believe  that  the  l^islation  should  provide  that  any 
sale  order  originating  from  a  dealer  regularly  engaeea  in  the  grain  business,  should  \*t 
presumptively  geniune  and  permissible,  and  smtll  not  result  in  the  imxKxdtion  of  a 
penalty  upoti  any  commission  agent  executing  the  order  in  good  faith  and  without 
notice,  notwithstanding  any  other  provisions  of  the  act. 

We  would  also  call  attention  to  the  fact  that  producers  of  grain  often  desire  to  eeZ 
their  crop  for  fiituro  delivery  beforo  it  is  completely  grown  or  matured.  This  practice 
is  quite  generally  carried  on  by  the  potato  growers  of  Minnesota,  and  presents  some 
advantages.  H.  R.  15122,  introduced  by  Representative  Hoch,  would  preserve  thif 
privilogo  to  the  growers.  We  question  whether  H.  R.  14657  does  preserve  it,  and 
would  suggest  that  this  provision  be  incorporated  in  the  bill  last  referred  to. 

Respectlully  submittea. 

Bekjavin  Drake, 
Attorney  for  Equity  Cooperative  Exchange, 
1106  Lumber  Exchange,  MinneapoUs,  Minn. 

January  11, 1921. 

Mr.  Young  of  North  Dakota.  Mr.  Chairman,  another  brief  is  to 
foUow  this  on  the  Steenerson  bill.  It  had  not  been  received  at  the 
time  I  left  my  office,  but  it  will  probably  be  here  in  the  next  few 
days,  and  I  would  like  to  file  it  and  have  it  printed  in  the  record  tor 
the  information  of  the  members  of  the  committee. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

Mr.  Young  of  North  Dakota.  That  is  the  brief,  gentlemen,  of  the 
equity  cooperative  exchange.  I  realize  that  what  committees  do,  ami 
especially  what  it  is  expected  that  committees  will  do,  is  very,  verv 
often  erroneously  reported.  I  hear  frequently  these  days  predictions: 
as  to  just  what  the  committee  on  the  third  floor,  that  Inappen  t<' 
be  a  member  of  and  to  which  I  was  demoted,  as  Mr.  McLaughlin 
says,  is  going  to  do.  Sometimes  they  are  right  and  sometimes  they 
are  not. 

The  word  has  persistently  gone  out  from  this  committee  room  that 
the  members  of  this  committee  were  disposed  to  go  very  slowly  in 
the  matter  of  restricting  future  trading. 

I  thought  perhaps  it  would  be  proper  for  me,  as  a  former  member 
of  the  Committee  on  Agriculture,  to  suggest  at  least  a  few  things  that 
you  could  embody  in  a  bill  which  would  regulate  the  great  excnanjre^ 
of  the  country,  that  would  be  a  very  great  benefit,  and  over  which 
there  ought  not  to  be,  it  seems  to  me,  serious  objections.  CNF  course. 
I  suppose,  it  is  impossible  to  set  jany  legislation  through  this  com- 
mittee  that  will  not  be  opposed,  but  it  seems  to  me  there  are  a  few 
things  that  we  could  pernaj>s  cdl  agree  upon  pretty  well  as  essential. 
or  as  beneficial,  in  connection  with  any  legislation  on  this  subject. 
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If  you  find  that  you  can  not  go  as  far  as  requested  by  the  ^eat 
farm  organization  whose  views  I  nave  just  submitted  to  you — if  you 
feel  that  you  can  not  go  that  far — I  am  wondering  if  you  coiJd  not 
go  this  far:  Amend  the  Tincher  bill  so  that  it  will  embody  these 
principles: 

1 .  The  rules  of  all  exchanges  should  be  uniform. 

2.  Qualifications  for  membership  should  be  liberalized  so  as  to  ad- 
mit to  membership  organizations  such  as  the  Equity  Cooperative 
Exchange. 

Here  is  an  organization  with  over  $1,000,000  capital,  organized 
under  the  laws  of  Minnesota,  on  the  stock  basis,  thoroughly  solvent, 
and  that  organization  has  been  denied  membership  on  tne  Minne- 
apolis exchange. 

3.  The  rules  as  to  future  trading  should  be  changed. 

(a)  So  the  buyer  can  get  the  grain  he  contracts  for,  or  its  equivalent. 

Mr.  McLaughlin  of  Michigan.  The  hedger  does  not  want  that  ? 

Mr.  Young  of  North  Dakota.  I  do  not  see  why  he  would  not  want 
it,  Mr.  McLauglilin. 

Mr.  McLaughlin  of  Michigan.  No.  He  hedges  for  protection  and 
immediately  cancels  his  hedge  the  moment  the  transaction  that  he 
hedges  and  protects  is  carried  out. 

A&.  Young  of  North  Dakota.  Very  well,  then,  if  he  wants  proper 
and  exact  protection,  he  wants  just  what  I  said.  I  do  not  believe 
you  understood  it. 

Mr.  McLaughlin  of  Michigan.  Maybe  I  misunderstood  you. 

Mr.  Young  of  North  Dakota.  My  contention  is  that  he  ought  to 
have  just  what  you  say,  protection,  if  he  is  going  into  a  contract  of 
that  kind  it  ougnt  to  be  to  protect  both  parties,  and  it  ought  not  to 
be  fast  on  one  side  and  loose  on  the  other. 

Mr.  McLaughlin  of  Michigan.  Will  you  state  that  again? 

Mr.  Young  of  North  Dakota.  The  rules  as  to  future  trading  should 
be  changed  so  the  buyer  can  get  the  grain  he  contracts  for,  or  its 
equivalent. 

In  other  words,  if  a  man  buys  something,  when  it  comes  to  the 
date  of  delivery  he  wants  to  have  that  given  to  him  or  its  equivalent. 

Mr.  McLaughlin  of  Michigan.  The  contracts  for  grain  ? 

Mr.  Young  of  North  Dakota.  Yes. 

Mr.  McLaughlin  of  Michigan.  If  he  gets  that  grain  or  its  equiva- 
lent? 

Mr.  Young  of  North  Dakota.  Yes. 

Mr.  McLaughlin  of  Michigan.  The  hedger  does  not  want  the 
grain,  does  not  expect  to  get  and  he  does  not  get  it. 

Mr.  Young  of  North  Dakota.  Yes,  but  he  wants  its  equivalent. 

Mr.  McLaughlin  of  Michigan.  No,  he  does  not  want  anything 
and  he  does  not  get  anything;  he  cancels  his  hedge  just  as  soon  as 
the  transaction  in  the  real  stuff  is  completed.  " 

Mr.  Tincher.  He  gets  money. 

Mr.  McLaughlin  of  Michigan.  He  gets  the  difference,  if  there 
is  any. 

The  Chairman.  In  other  words,  he  gets  the  money  but  he  does 
not  get  value  received  ? 

Mr.  Young  of  North  Dakota.  That  is  it. 

Mr.  McLaughlin  of  Michigan.  He  gets  the  difference. 
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Mr.  Young  of  North  Dakota.  My  contention  is  simply  this— 
I  do  not  profess  infallibility — ^I  am  simply  su^esting  it,  that  he 
ou^ht  to  get  what  he  contracts  for.  If  there  is  anything  to  this 
thmg  at  aU,  if  a  contract  means  anything,  he  ou^ht  to  get  the  grain 
he  contracts  for  or  else  he  ought  to  get  ite  equivalent. 

Mr.  McLaughlin  of  Michigan.  I  ao  not  see  why  the  gentlemen 
appearing  here  for  it  try  to  camouflage  as  to  what  the  hra^e  is.  I 
do  not  see  why  they  should  try  to  deceive  us  as  to  what  a  hedge  is. 
A  man  who  is  called  upon  to  deliver  a  thousand  bushels  of  wheat  m 
an  actual  transaction  goes  in  and  protects  himself  with  a  hedge,  not 
for  the  purpose  of  getting,  buying,  or  selling  another  thousand  bushels 
of  wheat,  does  he  ? 

Mr.  Young  of  North  Dakota.  Why,  of  course  not;  we  understand 
that  thoroughly. 

Mr.  McLaughlin  of  Michigan.  Then,  why  talk  about  a  contract  so 
that  he  can  get  what  he  contracts  for? 

Mr.  Young  of  North  Dakota.  Or  its  equivalent. 

The  Chairman.  When  settling,  they  can  make  cats  and  dogs 
deliverable  on  the  contract  if  they  want  to. 

Mr.  McLaughlin  of  Michigan.  He  does  not  get  anything. 

Mr.  Young  of  North  Dakota.  If  he  does  not  get  its  equivalent,  be 
is  not  receiving  anything  except  what  they  want  to  deliver  him. 

Mr.  McLaughlin  of  Michigan.  It  is  a  bet,  is  it  not,  Mr.  Young  ? 

Mr.  Young  of  North  Dakota.  Mr.  Mcl^aughlin,  when  you  and  I 
make  a  bet,  of  course,  we  agree  on  it,  and  we  make  a  contract  on  it, 
and  whatever  the  contract  is  we  will  live  up  to  it.  But  here  is  a 
gambling  proposition  in  which  they  make  a  contract,  and  tiien 
afterwards  when  they  come  to  settling  they  can  pay  it  in  cats  and 
dogs,  as  the  chairman  says. 

If  there  is  any  virtue  at  all  in  future  trading,  if  there  is  any  virtue 
at  all  in  this  gambling  proposition,  then  it  ought  to  be  conducted  on 
the  square. 

The  Chairman.  Shoidd  they  determine  that  cats  and  dogs  be  deliv- 
ered on  their  contract,  thev  would  have  to  accept  it. 

Mr.  McLaughlin  of  Michigan.  He  would  not  accept  a  cat  and  a 
cat  would  not  be  offered;  he  would  not  accept  a  dog  and  no  species 
of  a  dog  would  be  offered  him.  The  difference  would  be  settlea  with 
money. 

The  Chairman.  He  accepts  settlement  of  the  contract  for  whatever 
he  gets. 

Mr.  McLaughlin  of  Michigan.  It  is  not  a  dog  market  or  a  cat 
market,  but  it  is  money. 

The  Chairican.  It  is  not;  but  they  can  make  it  such,  that  is  all 

Mr.  Young  of  North  Dakota.  It  is  chiefly  a  gambling  market,  Mr. 
McLaughlin;  that  is  what  it  is.  Now,  then,  if  the  Government  is 
going  ta  permit  gambling,  I  think  it  ought  to  be  done  on  the  square. 

Mr.  McLaughlin  of  Michigan.  It  is  necessary  and  proper,  but  it  t 
a  gambling  and  betting  proposition. 

Mr.  Young  of  North  Dakota.  If  it  is  a  betting  proposition,  it  seems 
to  me,  if  the  Government  is  going  to  permit  it,  it  ought  to  sit  in  on 
the  game  to  see  that  it  is  done  on  the  square. 

The  Chairman.  It  is  a  betting  proposition. 

Mr.  McLaughlin  of  Michie:an.  Mr.  Anderson  and  Mr.  Drake  ap- 

Erove  that  gambling  proposition  when  there  is  an  actual  transaction 
ehind  it.    1  do  not  see  why  they  trj-  to  get  away  from  it. 
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Mr.  Young  of  North  Dakota.  Their  views  are  stated  in  that  brief 
and  it  will  all  be  printed  word  for  word,  and  I  think  it  will  show  they 
xtre  not  inconsistent  on  that. 

The  next  step,  I  should  say,  woidd  be. 

(b)  So  the  seller  will  have  no  more  to  say  about  the  date  of  delivery 
than  the  buyer. 

If  we  are  going  to  have  a  future  market,  if  we  are  going  to  have 
future  trading,  it  would  seem  to  me  that  there  ought  not  to  be  any 
advantage  in  the  seller  over  the  buyer,  or  the  buyer  over  the  seller. 

As  a  matter  of  fact,  if  you  examine  their  rules  for  future  trading, 
3'ou  will  find  that  they  are  made  in  such  a  way  as  to  play  in  alon^ 
^with  the  short  sellers,  and,  as  a  matter  of  fact,  the  membership  m 
these  great  exchanges  is  made  up  of  a  majority  of  short  sellers,  and 
of  course  the  majority  makes  the  rules,  naturally  and  humanly  not 
against  themselves. 

This  suggestion  I  have  made  here,  that  the  seller  shall  have  no 
more  to  say  about  the  date  of  deliverv  than  the  buyer,  is  important. 
For  instance,  if  a  man  sells,  for  May  aelivery,  he  can  deliver  any  day 
in  May.  But  the  man  who  buys  has  got  to  take  it  any  day  it  is 
thrown  at  him.  I  do  not  call  that  a  fair  rule,  and  we  can  not  expect 
that  a  market  handled  in  that  way  is  going  to  work  right.  Some- 
body  is  going  to  get  trimmed  on  a  proposition  of  that  kind,  either 
the  man  who  sells  the  wheat  or  the  consumers  who  afterwards  buy  it. 

(c)  So  that  there  will  be  a  record  kept  showing  the  names  and  ad- 
dresses of  all  buyers  and  sellers,  open  to  public  inspection. 

Here  is  this  committee,  which  has  been  having  hearings  for  two 
weeks,  and  they  do  not  know  what  the  transactions  are  on  the 
Chamber  of  Commerce  of  Minneapolis,  Chicago,  or  any  other  of 
these  exchanges  except  what  members  may  in  an  onhand  way 
happen  to  say  about  it. 

Mr.  McLaughi.in  of  Michigan.  May  I  interrupt  you  there  ? 

Mr.  Young  of  North  Dakota.  Certainly. 

Mr.  McLaughlin  of  Michigan.  Shall  each  one  of  the  gentlemen  who 
transact  business  on  the  exchange  keep  a  record  as  he  enters  the 
name  of  the  purchaser,  ]>erhaps,  whom  he  represents,  and  the  name 
of  the  buyer  with  whom  he  has  had  his  transaction,  the  amount  of 
the  grain  and  the  price  and  the  time  ?  I  have  never  seen  one  of  those 
records,  and  I  do  not  tnow  just  how  they  are  kept,  but  I  would 
venture  there  was  little  besides  that  kept  on  the  record. 

Mr.  Young  of  North  Dakota.  The  onljr  trouble  about  that  is 

Mr.  McLaughlin  of  Michigan  (interposing) .  Just  a  moment. 

Mr.  Young  of  North  Dakota.  Certainly. 

Mr.  McLaughlin  of  Michigan.  And  these  records  are  practically 
alike,  all  of  them;  there  is  no  memorandum  made  on  one  that  it  is  a 
hedge  by  a  man  who  is  a  miller,  and  had  a  real  deal  behind  him,  and  a 
memorandum  made  on  another  that  ''This  is  a  transaction  in  which 
there  is  no  real  grain  passing,'*or ''  intended  to  be  passed,"and  so  on — 
no  description  of  the  real  transaction. 

So  that  if  those  records  were  kept  and  they  were  open  to  inspection 
an  official  who  went  in  to  look  at  them  or  went  for  any  other  purpose 
would  not  get  very  much  information  along  the  lines  you  are  talking 
about,  womd  he  ? 

Mr.  Young  of  North  Dakota.  I  think  he  would  get  this  much, 
Mr.  McLaughlin:  He  would  at  least  know  the  volume,  he  would  know 
how  much  was  speculative  and  how  much  was  not. 
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Mr.  McLauohijln'  of  Michigan.  Wait  a  moment.  How  mucfa  w^- 
s^peculative  ? 

Mr.  YouNO  of  North  Dakota.  Well,  I  think  he  could,  because  *» 
can  tell  how  many  bushels  of  grain  go  into  Minneapolis,  and  if  we  tin : 
out  the  total  transactions,  we  could  easily  subtract  300,000.0  <■ 
bushels  from  it,  which  would  give  the  total  of  speculatiye  sales. 

Let  me  say  this :  I  think  this  committee  has  already  had  some  tesi:- 
mony  to  show  that  the  British  Government  has  been  taking  a  pretty 
active  hand  in  transactions  on  the  different  exchange  markets  of  \hx< 
country,  and  that  they  have  been  taking  a  very  intefligent  hand  in  iLt 
proposition  from  the  standpoint  of  the  British  consumingpublic,  &du 
it  would  seem  to  me  that  if  it  is  worthwhile  for  theBritishCrovemmen- 
over  a  period  of  years  to  make  a  study  of  how  to  get  iM^eat  for  the 
British  public  at  the  lowest  possible  price,  it  is  worth  while  for  thi> 
committee  and  this  Congress  to  see  to  it  that  for  our  exportable  sur- 

?>lus  that  we  get  as  good  a  price  as  we  can  for  it.     I  am  speaking  now 
rom  a  broad  national  standpoint. 

Then,  in  order  to  do  that,  it  would  seem  to  me  as  though  it  would 
be  of  value  to  know  to  what  extent  Great  Britain  has  been  operating 
in  our  markets.  For  instance,  if  they  tell  a  man  when  he  leaves  Gre^: 
Britain  that  they  want  him  to  buy  100,000,000  bushels  for  import  int<> 
Great  Britain,  and  we  find  when  he  comes  over  to  the  United  Stato> 
that  he  immediately  sells  500,000,000  bushels,  I  think  it  would  ho 
worth  while  for  us  to  know  that. 

That  is  what  I  am  told  they  do  when  they  come  over  to  buy  wheat, 
that  they  start  in  selling,  and  they  go  the  limit  at  selling;  and  after 
thev  get  the  price  down  where  they  think  it  ought  to  be,  they  buy 
casn  wheat.  That  may  be  true  or  it  mav  not  be  true,  but  I  should 
think  if  we  could  have  a  record  of  this  kind,  if  this  committee  will 

{Tovide  a  law  that  will  let  us  inside  we  will  faiow  the  true  situatiuii 
f  their  proposition  is  on  the  square,  they  ought  not  to  object  u* 
allowing  the  light  of  day  through  it. 

Mr.  McLaughlin  of  Michigan.  When  this  British  agent  conu*?- 
over  here  he  has  not  a  memoership  on  the  board  of  trade  and  u*- 
employs  a  broker  or  some  one  who  has  a  membership  ? 

Mr.  Young  of  North  Dakota.     Yes. 

Mr.  McLaughlin  of  Michigan.  And  if  he  does,  as  you  say,  lu- 
directs  his  broker  to  sell  wheat.  Must  the  broker  when  ne  goes  iiitt) 
the  pit — If  I  am  properly  describing  the  course  of  proceedings — statf 
whom  he  represents;  and  that  this  British  agent  has  ordered  liini 
to  sell  wheat  so  as  to  force  down  the  price  to  the  miller  so  that  iw 
may  buy  it  later  at  that  low  price  ?  How  are  you  goin^  to  maki*  :. 
record  of  that  ?  If  it  can  be  done,  I  am  willing  to  have  it  done,  a*- 1 
see  it  now. 

Mr.  Young  of  North  Dakota.  It  would  seem  to  me  that  tlu.i 
would  not  be  an  impossible  task.  Naturally  men  would  not  couu* 
in  and  make  a  speech  when  they  sold  something  to  Great  Britain, 
but  he  would  disclose  the  name  of  the  party  for  whom  he  was  acting, 
just  simply  give  the  name  and  address  of  the  party  for  whom  he  ^  i^ 
selling  or  buying. 

Mr.  McLaughlin  of  Michigan.  Does  the  broker  do  that  when  Lt 
goes  in  there  ? 
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Mr.  YouNO  of  North  Dakota.  He  may  not  do  that  now;  I  think 
ho  does  not.  That  is  what  you  gentlemen  ought  to  arrange  for  him 
to  do. 

Mr.  McLaughlik  of  Michigan.  This  broker  would  go  on  the 
exchange  and  call,  ^^I  wish  to  sell  a  thousand  bushels  of  wheat  for 
Mr.  John  Bull''? 

Mr.  Young  of  North  Dakota.  Why  not?  I  would  hke  to  know 
when  he  sells  and  when  he  buys;  that  is  what  we  want  to  know. 
I  do  not  know  what  day  this  year  they  bought  actual  wheat,  but  I 
will  guarantee  this,  that  it  was  a  day  when  it  was  low,  because  they 
know  when  to  buy.  We  ought  to  pay  a  little  attention  when  we 
sell.  If  we  were  more  intelligent  about  selling  our  exportable  sur- 
plus, it  would  be  a  might  sight  better  for  our  coimtry. 

Mr.  McLaughlin  of  Michigan.  That  may  be  all  right,  Mr.  Young. 
It  has  some  good  sounding  qualities,  anyway.  Suppose  you  your- 
self wanted  to  do  it  or  a  miller  in  Minneapolis  or  in  your  town  ? 

Mr.  Young  of  North  Dakota.  If  it  is  an  honorahle  transaction, 
I  do  not  know  why  a  man  should  be  ashamed  of  it.  There  is  no 
harm  for  a  man  to  buy  wheat;  there  is  no  law  against  it.  I  do  not 
know  of  any  reason  why  transactions  in  wheat  should  be  made 
secret. 

Mr.  McLaughlin  of  Michigan.  And  you  must  disclose  your  pur- 
pose ? 

Mr.  Young  of  North  Dakota.  Oh,  no;  you  simply  disclose  who  is 
the  real  party  who  is  selling  or  buying. 

Mr.  McLaughlin  of  Michigan.  It  must  be  known  whether  it  is  a 
hedge;  it  must  be  known  \mether  it  is  a  speculation.  You  must 
give  them  your  word,  so  they  can  write  down  indicating  the  state  of 
your  mind  and  carry  it  through.     Is  not  that  right  ? 

Mr.  Young  of  North  Dakota.  No;  I  think  not.  If  it  is  as  you 
say,  that  John  Bull  has  bought  100,000,000  bushels  of  wheat,  we 
know  without  being  told  what  it  means. 

Mr.  McLaughlin  of  Michigan.  One  of  his  subjects  in  Canada  may 
belong  to  the  exchange,  and  he  will  ask  him,  while  in  Minneapolis,  to 
sell  a  million  bushels  of  wheat  for  him. 

Mr.  Young  of  North  Dakota.  Even  granting  there  was  some  little 
doubt  as  to  why  he  was  buying  or  selling,  I  think  we  should  be  placed 
in  possession  of  that  information,  and  let  us  do  our  own  guessing  as 
to  why  he  is  operating. 

Mr.  TiNCHER.  One  of  the  most  pressing  things  to  me  in  connection 
with  the  hearings  we  have  had  before  this  committee  is  this  proposi- 
tion: I  started  in  with  what  I  considered  reliable  estimates,  from  men 
I  had  confidence  in,  that  wheat  was  being  sold  14  times  before  it  was 
thrashed,  and  perhaps  enough  times  afterwards  to  aggregate  40  times, 
total.  Gentlemen  in  whom  I  would  like  to  have  confidence  come 
before  this  committee  and  put  into  the  record  their  careful  estimate, 
which  would  put  it  at  ten  times,  and  very  sarcastically  suggest  that 
this  is  ''not  fourteen  times,"  and  this  ''is  not  forty  times." 

Since  that  time  I  have  been  informed  by  men  that  I  think  have  just 
as  wod  a  chance  to  know  the  amount  of  wheat  that  is  gambled  in  as 
perhaps  Mr.  Gates  has,  and  I  am  told  that  I  am  wrong  on  my  figures, 
and  tnat  they  are  wrong  on  theirs,  and  that  if  we  ever  get  the  lacts, 
which  we  will  not  get,  they  say,  from  these  commission  conpanies' 
books,  because  hundreds  oi  transactions  are  on  a  slin  of  paper  and 
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are  never  put  on  the  books,  but  if  we  ever  get  the  real  f acts,  we  will 
find  every  bushel  of  wheat  is  sold  a  hundred  times  instead  of  forty 
times.  And'now,  I  say,  it  is  distressing  to  me,  as  I  supposed  this  was 
something  that  an  investigating  conmiittee  could  get  reliable  infor- 
mation on.  We  have  had  the  testimony  on  it,  and  the  best  -we  can 
get  from  them  is  an  estimate,  which  to  my  mind  this  afternoon  is  a 
most  unfair  estimate,  and  given  in  a  most  unfair  manner,  and  as  the 
gentleman  who  made  it  himself  said,  from  rather  peculiar  figures. 

I  agree  with  the  gentleman  who  is  talking  to  the  conunittee  that 
the  American  producer  and  consuming  public  are  entitled  to  know  at 
least  how  many  times  their  food  products  are  gambled  in  before  they 
are  consimied. 

Mr.  Young  of  North  Dakota.  I  should  say  this,  too 

Mr.  McLaughlin  of  Michigan  (interposing).  I  want  to  say  right 
there,  that  I  am  perfectly  willing  and  I  would  like  to  have  these 
facts  brought  out. and  have  them  available,  and  every  record  kept 
and  available  that  will  do  us  any  good;  and  the  questions  I  asked 
as  to  how  it  might  be  done  and  what  it  would  lead  to,  were  not  in 
opposition  to  the  idea  that  it  should  be  done  as  Mr.  Youns  suggests, 
but  I  was  just  thinking  of  some  difficulties  in  the  way  of  it,  and  I 
thought  you  might  be  able  to  answer  my  inquiry. 

Mr.  Young  of  North  Dakota.  Mr.  McLaughlin,  I  want  to  say  this, 
in  all  seriousness,  if  this  committee  delays  legislation  until  they  get 
all  the  facts  in  relation  to  this  subject,  we  wifl  never  have  any.  Oto 
the  other  hand,  if  this  committee  will  pass  a  law  that  will  at  least 
go  far  enough  to  get  us  a  record  of  what  is  done  on  these  exchanges, 
so  that  some  future  Congress  can  legislate,  with  all  the  facts  before 
them,  I  think  you  will  do  something  constructive  on  the  subject. 

Mr.  McLaughlin  of  Michigan.  Then  you  think  it  would  be  ad- 
visable to  have  each  man  who  takes  part  in  a  deal  on  the  board  of 
trade  to  disclose  who  he  is  dealing  for  and  just  the  nature  of  the 
transaction  that  leads  him  to  make  that  deal  ? 

Mr.  Young  of  North  Dakota.  Well,  Mr.  McLaughlin,  I  would  say 
this,  if  I  were  in  your  place — if  I  were  one  of  the  members  of  thfc 
committee — ^when  I  got  into  executive  session  I  would  write  down  a 
list  of  the  questions  on  things  you  want  to  know  about,  everything 
that  you  want  to  know  that  you  do  not  know,  and  that  you  need  is 
order  to  deal  with  this  entire  subject  in  a  final  way;  and  then  I 
would  frame  this  law  up  in  such  a  way  as  to  call  for  the  giving  or 
obtaining  such  information  so  that  in  one  or  two  or  three  years  you 
will  have  reports  before  Congress  showing  what  has  been  done'  on 
these  exchanges,  so  that  a  future  Congress  can  intelligently  then  pass 
what  might  oe  called  something  like  definite  or  final  legislation. 

Mr.  McLaughlin  of  Michigan.  We  are  told  by  men  who  do  the 
actual  work  on  the  board  of  trade  that  they  never  disclosed  a  nam** 
of  their  buyer  and  purchaser.  Do  you  think  they  have  no  goo<l 
reason  for  doing  that  ? 

Mr.  Young  of  North  Dakota.  Well,  I  will  say  again,  I  am  willinii 
for  you  gentlemen  to  sit  down  around  this  table  and  figure  out  the 
requirement  as  to  what  information  should  be  required,  keeping  in 
mind  the  public  interest. 

I  have  three  or  four  more  suggestions  here  to  make.     I  can  maki 
them  in  four  or  five  minutes,  if  lam  not  interrupted. 
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The  Chairman.  Do  you  prefer  not  to  be  interrupted  ? 

Mr.  Young  of  North  Dakota.  It  does  not  make  any  difference 
to  me. 

The  Chaibman.  Perhaps  you  had  better  proceed  without  inter- 
ruption. 

Mr.  Young  of  North  Dakota.  It  is  not  denied  that  future  trad- 
ing is  gambling;  if  so,  should  not  the  Government  either  stop  it  or 
sit  in  we  game  to  see  that  it  is  conducted  on  the  square.  Should 
not  there  be  an  inspector  at  every  exchange  every  day  of  the  year  ? 

What  I  have  just  suggested  would  involve  Federal  license  and 
control,  and  the  appointment  of  a  board  of  control  which  might  be 
called  the  United  states  Board  of  Grain  Exchange  Control. 

And  would  it  not  be  wise  also  to  have  the  board  of  control,  in  addi- 
tion to  its  other  duties,  make  a  study  of  the  best  methods  to  dis- 
Eose  of  the  exportable  surplus  at  the  best  possible  prices?  I  mean 
y  this,  to  give  attention  to  the  nroblem  from  the  broad  national 
standpoint.  We  export  breadstuns;  England  imports  them.  If  it 
is  worth  while  for  Great  Britain  to  plan  its  purchases  in  a  national 
way,  is  it  not  worth  while  for  our  Government  to  seek  in  a  national 
way  to  obtain  the  best  possible  price  for  the  grain  which  leaves 
our  shores  ? 

Mr.  McLaughlin  of  Michigan.  Having  in  mind  the  fact  that  the 
price  paid  by  the  foreigner  determines  the  price  at  home,  the  higher 
price  the  foreigner  pays  for  that  surplus  the  more  the  grower  of  the 
grain  wiU  get? 

Mr.  Young  of  North  Dakota.  You  can  work  that  out  any  way 
you  want.  All  the  producers  of  this  wheat  desire  is  to  have  the 
whole  transaction  carried  on  on  the  square,  and  let  the  people  know 
what  is  done. 

Mr.  McLaughlin  of  Michigan.  No;  you  have  got  a  little  off  on  that. 

Mr.  Young  of  North  Dakota.  Do  you  think  so  ? 

Mr.  McLaughlin  of  Michigan.  You  have  said  that  the  Govern- 
ment should  sit  into  this  game  and  see  that  the  wheat  brings  the 
highest  possible  price,  having  in  view  the  welfare  of  the  consumer  as 
w3l  as  the  producer  of  wheat.     Is  that  right  ? 

Mr.  Young  of  North  Dakota.  Yes,  sir;  I  think  so;  and  I  will  tell 
you  why,  Mr.  McLaughlin:  My  notion  is  this,  if  you  pass  some  such 
bill  as  I  have  suggested,  I  do  not  think  you  are  going  to  see  these 
fluctuations  in  the  price  of  wheat  so  radical  and  so  often  and  so 
varied  as  they  have  been.  I  think  it  wUl  be  a  steadying,  stabilizing 
factor  in  the  market. 

From  the  standpoint  of  the  consumer,  as  a  rule,  when  prices  get 
up  they  are  a  long  time  coming  down,  as  you  know.  It  does  not 
follow  that  the  flour  merchants  themselves  over  at  Minneapohs  hold 
that  price  up,  but  if  that  price  once  gets  up  these  retailers  over  east 
keep  them  up  an  awful  long  time,  and  it  is  a  slow  operation  to  get 
that  price  down  to  correspond  with  the  lower  level  of  wheat;  ana  I 
really  think  it  would  be  better  for  the  consumers  as  well  as  the 
producers  to  have  a  more  even,  steady  market  or  price  for  wheat. 

Mr.  McLaughlin  of  Michigan.  You  did  not  say  that  the  G  overn- 
ment  should  take  part  in  this  regulating  of  export  business,  so  that 
the  price  would  be  even.     But  you  said,  *^get  the  best  price  possible." 

Mr.  Young  of  North  Dakota.  Yes;  I  tnink  that  is  true;  I  think 
that  is  good  business.    When  you  run  your  business  at  home  as  an 
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individual  you  run  it  so  that  when  you  sell  you  get  the  best  price  that 
can  be  had  and  when  you  buy  that  you  may  get  the  best  price  at 
which  it  is  possible  to  buy.  As  a  nation,  when  we  have  anyi^hing  to 
export  to  other  countries,  either  manufactured  articles  or  agricultural 
stuff,  I  think  it  is  good  business  for  the  United  States  of  America  to 
et  the  best  possible  prices  we  can  get  for  everything  we  send  abroad. 
^hat  is  sound  national  policy. 

Mr.  VoiGT.  How  about  this  phase  of  that  question  ?  It  is  gen- 
erally considered  that  the  price  of  wheat  is  determined  by  the  price 
of  the  exportable  surplus  ? 

Mr.  Young  of  North  Dakota.  Yes;  that  is  a  big  factor. 

Mr.  VoiGT.  These  grain  men  ail  seem  to  think  that  the  surplus 
does  determine  the  price  of  the  whole  crop.  Assume  that  we  raise  a 
billion  bushels  of  wheat;  and  assume  that  we  export  200,000,000. 
Suppose  that  by  some  goverzunental  agency  we  could  raise  the  price 
of  the  exportable  surplus  from  $2  to  $3  a  bushel.  That  would  bring 
into  this  country  $200,000,000,  which  we  would  not  have  had  if  the 
price  had  not  gone  up  to  $3.  But  it  also  follows,  then,  that  the  people 
of  this  country  will  pay  SI  a  bushel  more  for  the  800,000,000  bushels 
that  remain  within  our  borders. 

Mr.  Young  of  North  Dakota.  I  appreciate  that  that  is  the  tendency. 
I  do  not  mean  to  say  that  anything  like  that  is  within  the  probabiliti^, 
but  I  feel  in  a  proposition  of  thislkind  somewhat  as  Roosevelt  did  at 
the  time  he  said,  '^When  you  strike,  don't  strike  soft."  When  the 
Nation  has  something  to  sell  abroad  it  would  be  against  eveary  prin- 
ciple of  economics  to  seek  to  sell  it  cheap. 

We  can  not  expect  and  I  do  not  thmk  anybody  can  expect  the 
producers  in  the  I  nited  States,  those  that  have  something  that  must 
De  sold  abroad — at  least  a  part  of  it — that  somebodv  else  in  the 
coimtry  is  goin^,  right  here  at  home,  mind  you,  to  pull  back  on  the 
tugs,  who  is  gomg  to  prevent  them  from  domg  it,  for  fear  that  they 
themselves  may  have  to  pay  a  little  more  for  what  they  are  goin^  to 
buy.  You  know  we  as  a  nation  can  never  get  anywhere  on  uiat 
theory. 

Mr.  VoiGT.  I  do  not  say  we  would.  I  just  said  that  for  your 
thought. 

Mr.  Young  of  North  Dakota.  It  is  a  very  pertinent  inquiry,  and  I 
realize  this,  that  there  is  bound  to  be  quite  a  lot  of  people  who  would 
rather  see  wheat  low  than  high  in  price;  at  the  same  time  I  think  the 
members  of  this  committee,  and  I  think  the  Members  of  Congress,  are 
built  on  the  theory  that  without  regard  to  how  many  people  might 
be  interested  in  getting  it  cheap,  they  want  to  see  a  marketing  system 
in  the  United  States  that  will  be  free  and  open  and  of  such  a  kmd  that 
the  producer  will  get  all  that  he  is  entitled  to. 

That  is  all  we  are  asking  for.  My  contention  is  that  we  are  now 
doing  business  in  a  market  that  is  not  free  and  open,  and  I  am  also 
claiming  that  this  gambling  proposition  is  one  which  beate  us  out  of 
somethmg  to  which  we  are  entitled. 

Mr.  VoiGT.  Mr.  Yoimg,  I  think  it  would  be  thoroughly  mtarestiug 
to  the  people  of  this  country  to  find  out  just  what  operations  Great 
Britain  undertook  in  this  country  last  year.  But,  of  course,  that 
would  reouire  an  investigation  into  the  production  of  the  books  and 
papers.  I  understand  that  what  the  British  Government  did  in  this 
country  to  some  extent  is  this:  They  bought  a  lot  of  grain  in  this 
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country  last  year  out  of  season,  and  they  went  in  and  bought  on 
:uture  contracts  a  great  deal  more  than  they  actually  wanted.  That, 
y{  course,  drove  the  price  up.  Then  they  suddenly  stopped  buying 
iud  took  what  grain  tnev  wanted  on  these  future  contracts,  and  made 
bhe  people  who  had  sold  those  future  contracts  come  across  with  the 
difference,  and  I  think  within  a  very  few  days  after  the  British  Gov- 
drniuent  stopped  buying  last  year  tne  price  of  wheat  dropped  some* 
thing  like  50  cents  a  bi^el.  Now,  theiL  if  they  bought  three  times 
as  much  as  they  needed  and  took  a  profit  on  that  at  50  cents,  they 
would  have  made  a  dollar  on  every  oushel  of  wheat  they  bought  in 
this  country. 

Mr.  Young  of  North  Dakota.  All  I  have  got  to  say  on  that  is  that 
I  do  not  know  what  has  happened,  but  I  thitU^  it  is  f  au*  to  assume  this, 
that  men  who  make  a  study  year  in  and  year  out  of  how  to  manipulate 
that  market,  the  chances  are  that  it  was  handled  skillfully.  I  do  not 
know  what  was  done.  And  naturally  what  We  do  from  this  time  on 
will  affect  what  takes  place  hereafter  rather  than  what  has  happened 
in  the  past.  What  happened  in  the  past  would  require  investigation, 
as  you  say.  But  if  you  should  pass  a  law  such  as  contained  in  these 
amendments  that  I  have  suggested,  we  would  know  in  the  future 
just  what  was  happening. 

The  last  suggestion,  No.  7,  is  this:  The  board  of  control  should  be 
required  to  make  axx  annual  report  to  Congress  reflecting  the  amount 
and  character  of  business  done  by  all  the  exchanges,  mduding  full 
information  as  to  future  trading,  which  I  venture  to  say  you  have  not 
been  able  to  obtain  from  those  who  have  appeared  at  tms  hearing. 

Mr.  Chairman  and  gentlemen,  I  simply  want  to  say  this,  that  every 
one  of  these  su^ested  amendments  that  I  haye  made  can  b^  written 
into  that  law  without  attacking  the  main,  big  proposition  of  restrict- 
ing speculative  selling.  I  am  suggesting  these  various  things  which 
you  can  do  without  entirely  disposing  of  the  question  at  this  session 
of  CongriBss  or  at  the  next  session  of  Congress,  and  I  am  hoping  that 
you  can  go  at  least  that  far;  and  then  fSter  that  just  as  much  fur- 
ther as  you  feel  that  you  are  warranted  in  going. 

I  thank  you  very  much,  indeed,  for  this  very  generous  amount  of 
time  that  you  have  given,  and  I  want  to  say  that  in  appearing  before 
you  as  I  have  this  afternoon  I  have  been  speakii^  not  only  for 
the  farmer  stockholders  of  the  Equity  Cooperative  Exchange  but 
also  for  a  great  manv  of  the  farmers  who  may  or  may  not  belong  to 
that  exchange  who  nave  vnritten  to  me  on  this  subject  and  who  are 
not  able  to  stand  the  expense  of  coming  to  Washington  to  be  heard. 

As  my  suggestions  for  legislation  have  been  spread  throughout  my 
testimony,  perhaps  it  will  be  well  to  restate  them  briefly  and  without 
comment. 

In  addition  to  what  the  Equity  Cooperative  Exchange  has  asked 
in  their  very  thoughtful  and  able  brief  just  read  to  you  Isuggest  that 
whatever  bill  you  take  up  for  consideration  be  amended  so  as  to 
embody  these  principles: 

First.  The  rules  of  grain  exchanges  should  be  uniform. 

Second.  Qualifications  for  membership  should  bo  liberalized  so  as 
to  admit  to  membership  organizations  such  as  the  Equity  Cooperative 
Exchange,  a  corporation  organized  along  cooperative  hues. 

Third.  The  rules  as  to  future  trading  aaould  be  changed — 

So  the  buyer  can  get  the  grain  he  contracts  for  or  its  equivalent. 
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So  the  seller  will  have  no  more  to  say  about  the  date  of  deliver} 
than  the  buyer. 

So  that  there  will  be  a  record  kept  showing  the  names  and  addresses 
of  all  buyers  and  sellers,  open  to  public  inspection. 

Fourth.  The  Government  should  either  stop  gambling  ia  grain  or 
sit  in  the  ^ame  to  see  that  it  is  conducted  on  the  square,  and  to  do 
this  should  have  at  least  one  inspector  at  every  exchange  every  day 
of  the  year. 

Fifth.  This  would  involve  Federal  license  and  control  of  grain  ex- 
changes and  the  appointment  of  a  board  of  control,  which  might  he 
caUed  the  United  States  board  of  grain  exchange  control. 

Sixth.  It  should  be  the  duty  of  that  board,  in  addition  to  its  other 
duties,  to  make  a  study  of  the  best  methods  to  dispose  of  the  export- 
able surplus  at  the  best  possible  prices ;  to  give  attention  to  the  prob- 
lem from  the  broad  national  standpoint. 

Seventh.  The  board  of  control  should  be  required  to  make  an  annual 
report  to  Congress,  reflecting  the  amount  and  character  of  business 
done  by  all  the  exchanges,  mcluding  full  information  as  to  future 
trading. 

The  Chairman.  Mr.  Young,  we  propose  to  make  an  effort  to  draft 
this  bill  if  we  can  get  two  men  to  agree  on  one  proposition.  But,  so 
faf^  very  few  have  agreed  upon  anything.  They  are  opposed  to  anv 
legislation,  most  of  them.  In  reading  your  brief  presented  here  1 
understand  that  you  start  out  by  saying  that  the  exchar^  is  nncom- 

{promisingly  opposed  to  short  selling  and  every  form  of  future  regn- 
ating  and  future  trading,  and  before  you  set  through  reading  the 
brief  the  brief  itself  suggests  the  most  hberiu  bill  that  has  everoeen 
suggested  to  Cot^ress.  Tit  is  not  only  speculation,  but  it  takes  in  the 
gambling  with  it.  You  say  you  are  for  hedging.  But  you  are  not 
satisfied  with  hedging — ^not  satisfied,  but  are  exceeding  the  proper 
hedmig  three  times,  but  suggested  six  times  over. 

^.  Young  of  North  Dakota.  That  would  be  very  much  less  than 
they  have  now;  immensely  less. 

The  Chairman.  You  start  out  in  your  brief  stating  that  you  aro 
absolutely  opposed  to  hedsii^. 

Mr.  YouNO  of  North  Daxota.  You  are  speaking  of  the  brief  ? 

The  Chairman.  Yea,  which  you  presented  here. 

Mr.  YouNO  of  North  Dakota.  If  you  do  not  want  to  be  too  critical 
about  it,  and  vou  will  look  through  the  brief  carefully,  I  think  y«»u 
will  find  it  will  be  harmonized  and  consistent. 

The  Chairman.  I  will  read  it  very  closely. 

Mr.  Young  of  North  Dakota.  And  I  commend  that  course  to  you 
and  all  the  members  of  the  committee. 

The  Chairman.  What  do  you  mean  by  short  selling— seUinp 
beyond  what  one  has  in  his  possession  or  what  he  produces  ? 

Mr.  YouNO  of  Nort^  Dakota.  That  ought  to  be  a  fair  definitioD. 
If  a  man  who  has  no  wheat  to  sell  to-day  orders  his  commission  man 
to  sell  10,000,000  bushels,  I  should  say  that  was  short  selling. 

The  Chairman.  The  suggestion  ii,  you  can  not  hedge  withf>ui 
speculating. 

Mr.  Young  of  North  Dakota.  That  is  a  problem  for  you  jgentlemoii 
to  work  out  here.  I  have  suggested  a  number  of  things  which  I  think 
you  ought  to  be  able  to  agree  on,  and  on  that  final  choice  it  is  all  uv 
to  you. 
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I  think  this,  if  you  will  go  ahead  and  pass  a  bill  going  that  far,  then 
perhaps  two  years  from  now,  with  the  fund  of  information  you  would 
fi:et  by  reason  of  such  legislation,  then  it  would  be  imnecessary  to 
call  anybody  here  to  give  information  to  this  committee,  as  you 
would  nave  all  the  information  necessary  to  act  on.  You  could 
decide,  then,  perhaps,  we  will  say,  that  further  legislation  is  neces- 
sary or  that  it  would  not  be  necessary  to  further  restrict  future 
selling. 

The  Chairman.  The  question  is  whether  it  shall  be  restricted  or  not. 
There  is  no  restriction  at  the  present  time. 

Mr.  Young  of  North  Dakota.  I  have  not  been  over  here  at  these 
hearings,  but  I  imderstood  that  one  of  the  representatives  of  the  great 
exchanges  said  that  groups  of  men  on  the  exchanges  at  times  made 
up  their  mind  to  restrict  wild  speculation. 

The  Chairman.  They  do. 

Mr.  Young  of  North  Dakota.  If  it  is  all  right  for  them  to  restrict  it, 
why  is  it  wrong  for  Congress  to  do  so?  it  may  be  that  after  two 
years,  after  you  get  all  the  information  in  front  of  you,  you  gentlemen 
would  be  in  position  to  say  how  far  the  Government  shouhl  go. 

In  other  words,  if  they  themselves  now  think  it  is  necessary  to 
curtail  it  and  restrict  it,  why  would  it  be  such  an  unholy  thing  for 
Congress  to  do  so  ? 

The  Chairman.  Then  the  next  thing  is,  what  shall  that  restriction 
be  ?     Is  it  not  the  all-important  part  of  the  whole  thing  ? 

Mr.  Young  of  North  Dakota.  I  should  say  if  we  are  going  to  let 

eeople  continue  to  gamble,  then  that  is  exactly  the  question,  Mr. 
hairman.    It  is  a  question  of  what  the  rules  of  betting  are  going  to  be. 

The  Chairman.  As  it  stands,  you  are  simply  betting  on  the 
integritv  of  the  contract  party,  are  you  not? 

Mr.  iTouNG  of  North  Dakota.  A  little  bit  worse  than  that,  because 
the  contract  itself,  when  yon  go  into  it,  you  can  see,  is  not  a  satis- 
factory kmd  of  a  proposition. 

The  Chairman.  That  can  be  interpreted  whatever  the  board  of 
control  sees  fit  to  make  ? 

Mr.  Young  of  North  Dakota.  Yes. 

The  Chairman.  A  while  ago  I  said  they  can  make  cats  and  dogs 
deliverable  on  the  contract,  if  thev  so  desire. 

Mr.  Young  of  North  Dakota.  Thev  sav  what  ma  v  be  delivered  on 
tho  contract. 

The  Chairman.  That  it  shall  be  graded  and  limited  to  a  certain 
number  of  grades  and  then  the  cotton  futures  act. 

Mr.  Young  of  North  Dakota.  I  think  those  rules  ought  to  be  made 
so  that  just  as  far  as  possible  it  will  be  absolutely  fair  to  both  buyers 
and  sellers. 

The  Chairman.  Do  you  favor  hedging? 

Mr.  Young  of  North  Dakota.  I  stand  exactly  on  the  proposition 
that  is  made  by  the  Equity  Cooperative  Exchange. 

The  Chairman.  But  that  is  not  definite.  They  start  out  by  saving 
uncompromisingly  that  they  are  opposed  to  future  trading.  . 

Mr.  TiNOHER.  1  have  heard  the  reading  of  that  brief,  and  I  think 
it  is  consistent  all  the  way  through. 

The  Chairman.  I  do  not  think  it  is. 

Mr.  Young  of  North  Dakota.  If  I  am  able  to  properly  understand 
the  position  of  the  Equity  Cooperative  Exchange  as  disclosed  by 
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this  brief,  it  means  to  me  that  they  think  the  proponents  of  this 
legislation  are  disposed  to  take  a  conseryative  view  as  to  what  should 
be  done;  and  they  have  cautioned,  if  I  understand  it  correctly  here, 
that  this  committee  go,  as  you  might  say,  cautiousl}'  about  this 
matter  of  controlHng  the  grain  exchanges  of  the  countrs ,  and  it 
does  not  necessarily  represent  what  each  member  of  that  exchange 
believes,  or  the  president  of  the  exchange  believes,  or  what  I  believe: 
they  have  suggested  there  how  far  tney  thought  the  committee 
ought  to  go.  It  looks  to  mo  as  though  that  were  mighty  good  advice, 
ana  if  this  committee  will  go  that  far  I  know  it  will  please  the  farmers 
out  through  the  Northwest,  and  I  do  not  believe  that  any  legitimate 
interest  ought  to  complain,  because  I  do  not  see  how  anybocrv"  doing 
business  in  an  honorable,  open,  and  fair  way  ought  to  object  to  that. 

The  Chairman.  As  I  understand  the  brief,  they  take  the  extreme 
attitude  that  thev  are  unalterably  and  uncompromisingly  opposed 
to  future  trading!  They  start  out  that  way,  at  least;  and  after 
that,  in  the  close,  they  are  for  speculation  six  times  the  actual  selling, 
that  is,  you  might  speculate  six  times  the  amount  ot  the  actual 
trading.  "  What  limitation  is  there  upon  that  ?  The  contract^  for 
instance,  may  be  sold  a  thousand  times,  or  one  time,  or  ten  times, 
and  if  you  inultiply  that  by  six  or  multiplj^  it  by  a  thousand,  how 
many  times  have  you  increased  the  speculation  ? 

Mr.  Youxo  of  No^h  Dakota.  I  think  we  all  know  what  is  intended 
to  be  conveyed  by  the  brief,  and  I  think  by  reading  it  it  will  be  seen 
that  it  is  intended  to  greatly  redtice  the  amount  of  short  sdUng 
and,  of  course,  if  we  put  the  mterpretation  on  it  that  the  cfaairmaD 
has  put  on,  it  would  be  that  he  was  in  favor  of  increasing  the  amount 
of  short  selling  over  what  we  have  at  the  present  time. 

The  Chairman.  You  are  familiar  with  the  set-up  in  ring  settlements*? 

Mr.  Young  of  North  Dakota.  Oh,  yes. 

The  Chairman.  Would  you  limit  the  number  of  transfers  on  thoee 
contracts,  outside  of  the  ring?  For  instance,  you  buy  a  thousand 
bushels ;  you  transfer  the  certificate  covering  that  to  John  Jones. 
John  Jones  transfers  it  to  John  Adams,  and  John  Adams  transfers 
it  to  somebody  else,  and  it  keeps  on  going  a  thousand  times.  So  far 
as  the  books  show,  there  is  only  one  transaction,  one  transfer,  one 
sale.    Would  you  put  any  limitation  in  that  contract? 

Mr.  Young  of  North  Dakota.  I  presume  the  books  would  have  to 
show  each  transaction. 

The  Chairman.  They  would  not  show  the  transactions  outside. 
I  wiU  give  you  a  concrete  example:  You  telegraph  Minneapolis  you 
buy  a  thousand  bushels.  You  receive  a  receipt  representing  this 
business,  and  you  can  sell  that  to  John  Jones,  and  John  Jones  can 
sell  it  to  John  Adams,  who  brings  in  the  grain,  and  so  on.  The 
board  has  no  record  of  that  receipt  or  the  number  of  transfers. 

Mr.  Young  of  North  Dakota.  I  assume  that  Congress  would  not 
attempt  te  regulate  transactions  excepting  on  the  exchanges,  of 
which,  of  course,  there  would  be  a  recora. 

The  Chairman.  The  certificates  can  be  traded  in  themselves  out- 
side the  board  of  trade. 

Mr.  Young  of  North  Dakota.  If  it  is  done  on  the  board  of  trade. 
I  should  think  the  law  ought  to  require  that  it  should  be  made  si 
matter  of  record;  if  it  is  done  outsiae  the  board  of  trade,  I  do  noi 
know  whether  the  law  could  be  made  to  reach  such  a  traoBaction. 

The  Chairman.  A  number  of  transactions  ? 
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Mr.  Young  of  North  Dakota.  Yes,  every  one;  I  would  have  all 
entered,  certainly. 

The  Ohairma:k.  Thank  you  very  much. 

Mr.  RromcK.  A  few  days  ago  one  gentleman  testifying — ^I  believe 
it  was  Mr.  Van  Dusen — stated  that  at  Minneapolis  for  a  period 
of  19  years,  according  to  figures  furnished  by  the  Department  of 
Agriculture,  the  increase  in  the  price  of  wheat  in  April  over 
October  for  that  period  of  19  years  was  only  3  cents  a  bushel  on  the 
average  for  the  entire  period,  attempting  to  show  that  the  belief 
Iiad  been  prevalent  in  the  minds  of  some  people  that  prices  may 
be  manipulated  so  as  to  depress  the  price  of  a  product  when  it 
is  in  the  hands  of  the  fKrm&r  and  then  raise  it  i^hen  it  is  out  of  his 
hands. 

It  struck  me  that  the  increase  of  3  cents  a  bushel  was  rather  small, 
and  the  more  I  thought  about  it  the  more  it  occurred  to  me  that 

Eerhaps  the  figures  did  not  state  all  that  the  committee  might  like  to 
ave  before  it.  So  I  asked  the  Federal  Trade  Conmiission  for  figures 
covering  the  period  of  years  prior  to  the  war  period  on  the  price  of 
October  wheat  as  against  !MJa.y  wheat,  instead  of  April  wheat,  behevine 
that  the  increased  price  did  not  begin  to  reflect  itself  until  May,  and  I 
have  here  a  statement  prepared  by  the  commission  covering  a  period 
of  29  years,  from  1887  to  1916,  giving  the  average  price  oi  the  con- 
tract giade — that  is,  the  lowest<-pri(^  variety  of  wheat  available 
without  discount.  The  spread  in  that  would  be  less  than  in  anj 
specific  rate.  The  increase  in  Maj  as  over  October,  according  to  this 
table,  shows  the  difference  in  price  on  the  Chicago  market  of  7.33^ 
cents  a  bushel,  or  nearly  4^  cente  a  bushel  more  than  was  placed  in  the 
record  the  other  day,  and  I  would  like  to  have  this  short  table  inserted 
in  the  record  if  the  committee  sees  fit. 

The  Chairman.  Without  objection  it  is  so  ordered. 
(The  table  referred  to  and  submitted  by  Mr.  Riddick  is  here  printed 
in  full,  as  follows:) 

Average  prices  by  months  for  cash  wheat  of  contract  grade  at  Chicago  for  S9  crop  years 

prior  to  the  entry  of  the  United  States  into  the  war. 

[As  representing  the  contract  grade,  the  lowest  priced  variety  of  wheat  deliverable  without  discount  ia 
osea.  Tills  method  tends  to  reduce  sll^tly  the  variation  from  month  to  month  as  compared  with  the 
use  of  prices  of  a  single  variety.] 


Average  10  years,  1887-88  to  1896-97 

Average  10  years,  1897-98  to  1806-7 

Average  9  years,  1907-8  to  1916-16 

Average  20  years,  1887-88  to  1915-16. 


July. 

August. 

Septem- 
oer* 

October. 

Novem- 
her. 

Cents. 
72.98 
79.34 
97.92 

Cents. 
74.06 
78.64 
96.63 

CeiUs. 
75.27 
80.41 
99.61 

Cents. 
77.42 
79.54 
99.96 

Cents. 
77.34 
79.48 
98.75 

82.91 

82.66 

84.66 

85.15 

84.72 

Decem- 
ber. 


Cents. 
76.17 
80.20 
102.42 

85.70 


January. 


Average  10  yeacs,  1887-88  to 
1896-97 

Average  10  years,  1897-98  to 
1906-7 

Average  9  years,  1907-8  to 
1915-16 

Average  29  years,  1887-88 
to  1915-16 


Cents. 
75.19 

81.56 

106.63 


February. 


Cents. 
75.75 

83.57 

100.17 


March.       April 


87.14 


88.82 


Cents. 

78.68 

81.86 
107.80 


87.62 


76.63 

82.67 

109.96 


89.02 


May. 


Cents. 
77.86 

88.40 

112.80 


92.34 


June. 


CenU. 

75.20 

83.93 
103.85 


87.10 


Yearly 

average. 


Cents. 

76.79 

81.63 
103.74 


8&48 
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Mr.  RiDDiCK.  I  have  another  table  here  that  I  think  ought  to  be 
in  the  record.  It  is  very  brief.  It  shows  the  price  in  cash  com  and 
December  com  on  the  Kansas  City  and  Chicago  markets  foir  the  last 
five  days  of  September,  1920,  and  the  first  five  days  of  October  of  the 
same  year,  ana  the  cash  com  price  in  September  on  the  Kansas  Gtj 
market  beins  SI. 03  and  December  com  88.87;  and  in  October  for 
five  days  on  uie  Kansas  City  market  the  price  cash  com  87.90,  and  the 
December  com  82.10,  showmg  a  fall  of  15  cents  a  bushel  on  cash  com 
on  the  Kansas  Gty  market  and  6  cents  a  bushel  on  Decembcar  corn. 
In  Chicago  the  price  of  cash  com  was  125.58,  September  com  125.4S, 
almost  as  much:  and  December  com  95.61 ;  and  for  the  first  five  days 
of  October  on  tne  Chicago  market  the  average  cash  com  was  98.50, 
and  December  com  88.6,  making  a  decline  on  the  Chicago  market  of 
27  cents  on  the  cash  price,  and  8  cents  on  December  com. 

I  would  like  to  put  that  table  in,  which  seems  to  me  to  furnish  some 
food  for  thought  to  the  committee. 

It  looks  as  though  something  approaching  a  comer  in  Chicafi^o  had 
the  effect  of  holdi^  the  price  up  to  the  latter  part  of  September  by 
holding  the  futures  up  to  cash,  which  would  almost  amount  to  a 
manipulation  of  the  market. 

The  Chairman.  Without  objection  it  will  be  inserted  in  the  record 
at  this  point. 

(The  table  last  referred  to  submitted  by  Mr.  Riddick  is  here 
printed  in  full  as  follows :) 

Mean  price  for  Jive  business  days  ending  Sept.  SO  and  for  five  days  beginning  Oct.  1, 

19tO. 


Septem> 
ber26. 

Septem- 
ber 27. 

Septem- 
ber28. 

CenU. 
108.00 
80.00 

125.88 

125.75 

05.56 

Septem- 
ber2e. 

Septem- 
ber 30. 

ATen«r 
fnrSdayf. 

KanmsCity: 

Cash  com.  No.  2,  mixed 

Cenis. 
111.00 
8&31 

122.00 

121.88 

05.82 

Cents. 
100.50 
88.62 

123.75 

123.75 

05.31 



Cents. 
102.00 

oai2 

127.50 

127.50 

06.56 

Cenis. 
08.00 
8&31 

12&75 

128.50 

O&OO 

Oeait. 

108.0) 

December  corn 

Chicago: 

Cash  com 

12iSl 

HeDtember  corn 

12&.4^ 

DeoembflT ooTi  .... 

9&61 

October 
1. 

October 
2. 

October 
4. 

October 
6. 

October 
6. 

i 

;  AvwMI 

,far5dsfi< 

Kansas  City: 

Cash  corn.  No.  2.  mixed. 

Cents. 
Oft.  00 

a')bQ2 

106.50 
02.44 

CeidM. 
01.00 
84.04 

102.50 
01.62 

Omit. 

84.50 
80.75 

06.25 
87.50 

Cents. 
84.60 
70.31 

M.50 
86125 

CenU.    '    Onrti. 

84.50            87.^ 

D^ywn*  oer  com  •••••«•••••••••••••••••• 

7Bl  88            82.  K' 

Chicago: 

Cash  com 

02L75            «^>' 

Peoember  com......... 

8B.fiO           ^iifr 

1 

Mr.  Dickinson.  I  would  like  permission,  Mr.  Chairman,  to  insert 
a  statement  and  several  short  tables  bearing  on  this  future  dealine 
in  the  record,  namely.  Tables  74,  75,  and  76,  Volume  I,  the  Federw 
Trade  Commission  Report  on  Grain  iSrade. 

The  Chaibman.  Without  objection,  it  is  6o  ordered. 

STATEMENT  OF  HOV.  L.  J.  DICKINSON,  A  BSP&ESENTATIVE 
IN  CONOBESS  FBOM  THE  STATE  OF  IOWA. 

The  conclusion  can  not  be  escaped  that  the  present  marketiDi: 
system y  so  carefully  built  up  by  the  shrewdest  busmess  minds  of  the 
day,  is  an  effort  to  carefully  guard  the  investor  in  those  coininoditie> 


FUTUBE  TRADING.  791 

from  the  time  he  purchases  it  from  the  producer  up  to  the  time  that 
it  is  sold  to  the  consiuner  and  manufactured  by  him  for  the  producer; 
uid  that  no  thought  has  been  seriously  given  to  the  cost  of  the  article 
bo  the  producer  or  to  the  spread  between  the  producer  and  the  con- 
sumer or  to  the  ability  of  the  consumer  to  buy.  And  the  principal 
argument  in  favor  of  f uttu*e  trading  is  the  fact  that  it  has  a  record  lor 
showing  a  minimum  price  in  carrying  these  products  from  the  pro- 
ducer tater  harvest  until  they  are  actually  consumed  by  the  manu- 
facturer. 

It  is  apparent  to  me  that  several  serious  evils  in  the  present  system 
are  clearly  indicated  in  the  testimony  given  before  this  conmiittee: 
First.  The  cost  of  the  product  is  not  a  factor  in  fixing  the  price  and 
the  fluctuation  can  reduce  the  price  to  any  minimum  regardless  of  the 
effect  upon  the  producer.  This  is  not  true  in  the  manufacture  of 
articles  m  the  industrial  world. 

Second.  It  is  apparent  from  the  testimony  here  that  grain  men  are 
firm  in  their  opinion  that  the  export  quantity  of  any  given  grain 
more  or  less  regulates  the  price  regardless  of  the  demand  for  home 
consumption  or  the  price  paid  therefor.  This  appears  to  bo  an  evil 
for  which  some  remedy  should  be  found. 

Third.  It  is  admitted  by  witnesses  on  both  sides  of  this  subject  that 
manipulation  is  possible  imder  the  present  marketing  system  and  that 
a  man  with  large  and  ample  funds  can  "buir'  or  "bear''  the  market 
as  he  sees  fit  and  that  it  has  a  fluctuating  effect  which  can  not  be 
avoided.  It  is  apparent  to  me  that  the  sale  of  futures  by  which  a 
small  sum  paid  down  will  permit  a  commission  firm  to  buy  or  sell 
large  volumes  of  grain^  assists  the  manipulator  in  carrying  out  his 
desire  to  either  raise  or  lower  the  market.  It  is  apparent  to  me  that 
a  manipulator  can  have  more  effect  upon  the  market  when  he  is  only 
compelled  to  pay  10  per  cent  mai^in  m  cash  than  when  he  would  be 
compelled  to  pay  the  full  amoimt  in  cash. 

Fourth.  The  present  marketing  system  permits  a  centralized 
control  which  is  apparent  in  our  great  marketing  centers.  Our 
whole  raUroad  organization  and  our  whole  marketing  organization 
tends  to  centralize  and,  in  view  of  the  fact  that  the  luture  trading 
has  a  great  centralizing  effect,  it  is  apparent  that  if  future  trading 
was  abandoned,  markets  would  gradually  seek  a  location  close  to 
the  supply  and  demand,  while  at  the  present  time  they  are  centered 
in  the  large  centers  and  compel  the  delivery  of  the  product  to  these 
lai^e  centers.  The  future  trading  principle  is  cleaily  shown  in  the 
centralized  market  for  wheat  in  Minneapolis,  wherein  future  sales 
are  made  in  large  quantities  and  wherein  hedging  is  used  by  all  the 
commercial  line  elevators.  Page  215,  Table  74,  shows  the  percentage 
of  commercial  line  elevators  using  future  trading  as  a  basis  of  their 
system,  and  it  is  apparent  from  the  data  therein  given,  and  also  the 
data  given  in  Table  75,  page  216,  and  Table  76,  page  218,  that  the 
commercial  line  elevators  are  under  the  control  oi  large  commission 
firms  at  the  central  market,  and  for  that  reason  the  central  market 
therein  dominates  the  country  market  both  from  a  market  stand- 
point and  from  a  banking  standpoint.  It  is  also  apparent  from  the 
tables  heretofore  cited  that  in  a  great  winter  wheat  State  like  the 
State  of  Kansas,  the  wheat  business  is  carried  on  with  a  very  small 
percentage  of  hedging  where  the  market  is  not  centralized  ana  where 
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a  future  market  4oes  not  dominate  the  situation;  while  in  the  citr 
of  Minneapolis,  'where  tke  reverse  is  true,  the  hedging  or  luture  sates 
system  does  not  dominate  the  situation. 

Fifth.  There  has  grown  up  under  the  present  system  a  private 
wire  system  which  is  extended  out  into  yarious  small  towns  for  the 
ptirpose  of  giving  the  fluctuations  and  quotations  from  the  Chicago 
excnange.  in  my  judgment,  this  system  is  an  organized  effort  to 
bring  the  lambs  into  the  slaughter '  and  that  a  ^eat  majority  of 
fun£  lost  by  the  speculators  in  carrying  the  gram  risk,  which  tie 
commission  men  and  the  millers  claim  thev  can  not  assume,  is  carriec 
with  the  funds  secured  throt^h  the  speculators  on  the  exchfua^  and 
those  from  outside  of  the  exchange  through  private  wire  bids.  In 
my  judgment,  this  should  be  prohibited. 

Sixth.  The  present  system  permits  puts  and  calls  of  piivil^ed 
buying  and  selling  which,  in  my  judgment,  should  be  prohibited. 

Seventh.  The  present  marketing  system  is  also  subject  to  criticism 
in  view  of  the  fact  that  it  permits  the  short  selling  operation  vrherebj 
a  large  operator  will  secure  an  order  from  a  foreign  Government  or 

Surchaser  or  other  large  consumer  and  will  accept  this  order  for 
eliveries  in  the  future  and  then  interest  himself  m  going  out  and 
reducing  the  market  to  where  he  can  buy  sufficient  grain  to  supply 
this  order  at  a  large  margin.  This  operation  has  been  repeatedly 
carried  on  in  the  last  few  years. 

Eighth.  Future  selling  is  also  subject  to  fluctuation  from  various 
crop  reports  and  crop  conditions  brought  in  our  country  and  abroad 
In  view  of  the  fact  that  the  cash  ma&et  usuallv  reflects  the  future 
market,  it  is  apparent  that  all  of  these  centralized  markets  work  upon 
a  high  tension  and  either  willingly  or  imwiUin^ly  fluctuate  the  market 
according  to  various  reports  received  from  uie  sources  above  men- 
tioned. Tbia  clearly  indicates  that  the  high  tension  under  which  tiie 
centralized  future  market  works  is  susceptible  to  various  influences 
by  market  reports,  some  of  which  are  rehable  and  some  of  which  are 
false.  It  would  seem,  therefore,  that  regulation  should  be  made 
whereby  only  statistical  data  could  be  given  out,  under  €k>venunent 
or  other  control,  whereby  this  influence  should  be  governed  solely 
by  the  most  reliable  information  obtainable.  It  would  probabdy  bie 
preferable  to  have  the  statbtical  information  partially  or  entirely 
controlled  bjr  Government  regulation. 

Ninth.  It  is  further  shown  oy  the  testimony  of  lai^e  consumers  of 
grain  in  the  milling  and  feeding  business  that  the  price  of  our  product 
is  largelv  determined  by  t^e  uiture  price  of  grain  plus  or  minus  the 
margm  between  the  future  price  and  the  cash  price.  An  instance  is 
citea  bv  one  of  the  large  milling  concerns  as  follows:  "A  buyer  of 
wheat  for  milling  may  to>day  pay  $1.82  for  cash  wheat  for  his  mill, 
against  which  he  sells  March  wheat  at  the  prevailing  bid  price,  which 
we  will  say  is  $1.69.  The  price  of  the  miller's  cash  wheat  is  therefore 
fixed  at  13  cents  over  March.  His  price  for  flour  to  his  customer  is 
figured  accordingly.     If  March  declines  he  is  enabled  to  lower  his 


igh  tension  and  ease  of  fluctuation  on  the  report, 
conditions  so  easily  misconstrued  or  misstated,  is  a  basic  factor  in 
fixing  the  food  price  of  the  product  manufactured  from  these  various 
products. 


FUTUBE  TRADING. 


793 


Tenth.  The  present  form  of  marketing  makes  speoulatmg  a  basic 

8rinciple  and  depends  on  the  speculator  to  carry  the  risk  of  price 
uctnation  or  the  commoditv  for  the  miller  and  the  coromission  nrm; 
but,  by  the  present  system,  it  also  compels  every  producer  of  that 
commodity  who  has  any  amount  of  said  commodity  on  hand  to  carry 
Ikis  grain  at  the  same  risk  that  the  speculator  carries  his  risk.  In 
other  words,  it  makes  every  producer  of  this  coxmnodity  a  speculator 
to  the  amoimt  of  the  value  of  the  grain  that  he  has  on  hand  unsold. 

From  the  above  suggestions  it  would  seem  to  me  that  if,  in  the 
judgment  of  this  committee,  future  trading  has  in  it  all  the  merits 
claimed  in  it  bv  its  opponents  that  the  practice  should  become  uni- 
versal among  all  the  producers  of  these  commodities  and  the  farmer 
should  hedge  his  grain  before  he  plants  his  crop  which  he  has  a  reason- 
able expectancy  of  production  and  that  future  selling  should  be 
extended  to  all*nonperishable  commodities  raised  in  large  volumes. 

If  this  committee  can  not  indorse  such  an  extension  of  uie  privilege 
then  it  seems  to  me  that  it  should  recommend  to  the  Congress  the 
passage  of  such  regulative  legislation  as  would  curb  the  present 
centr^zed  control  of  the  great  markets  of  the  world.  It  seems  to 
me  that  this  should  be  effected.  First,  by  prohibiting  short  selling: 
second,  by  barring  future  sales  for  a  longer  period  than  90  daj's  and 
divide  the  year  into  five  periods  of  March,  May,  July,  September,  and 
December;  third,  by  permitting  speculative  sales  to  continue  for  a 
period  of  30  days,  and  if  contmued  for  a  longer  time  than  that  it 
must  be  shown  that  the  actual  commodity  is  held  in  storage  by  the 
seller.  In  other  words,  that  a  future  sale  continuing  for  a  longer 
period  than  30  days  must  have  the  actual  commodity  m  his  custody 
or  control. 

(Tables  74,  76,  and  76,  Volume  I,  Federal  Trade  Commission 
Report  on  Grain  Trade,  submitted  by  Mr.  Dickinson,  are  here  printed 
in  lull,  as  follows:) 

[Table  74.] 


State. 


North  Dakota 

Montana , 

Minnesota 

South  Dakota. 

Nebraska 

Illinois 

Iowa 

Kansas 


Feroent- 

BIFB  of 

elevators 
reporting 
hedging 

toa 

greater 

or  less 

extent.^ 


94.33 
80.54 
75.10 
71.75 
47.96 
43.71 
33.00 
20.73 


Percent- 
age of 

consign- 
ment 
saJes 

reported, 
crop 
years 

1912-18  to 

1916-17.« 


80.87 
80.87 
91.99 
92.59 
62.94 
60.33 
71.86 
70.53 


Feroent* 
age  of 
d&eet 
sales 

reported, 
crop 
years 

19li2-18to 

1916-17.« 


10.13 
19.18 
8.01 
7.41 
87.06 
39.67 
28.14 
29.47 


State. 


Indiana 

Ohio 

Mlssoari 

Oklahoma 

Michigan 

Wisconsin 

AU  elevators 


Percent- 
age of 
elevators 
reporting 
hedging 

toa 

greater 

or  less 

extent.^ 


16.05 

12.62 

12.43 

8.27 

3.68 

3.04 


51.69 


Percent- 
age of 

consign- 
ment 
sales 

reported, 
crop 
years 

19li-13to 

1916-17.* 


4&69 
32.36 
82.63 
14.63 
21.84 
91.30 


72.33 


Percent- 
age of 
direct 
sales 

reported, 
ctop 
years 

1912-13  to 

1916-17.' 


51.41 
67.64 
17.37 
85.37 
78.16 
8.70 


27.67 


1  The  question  asked  was,  "Is  it  a  custom  to  hedge  your  grain  purchases?"  The  answers  fell  into  four 
divisions:  "Yes,"  "To  some  extent,"  "No,"  and  "Only  by  flour  sales."  as  appears  from  Table  73.  In 
this  discussion,  answers  to  the  first  two  classes  have  beeoi  combined  and  those  to  the  last  two.  The  first 
two  cUsssea  employ  hedging  in  varying  degrees,  and  hedging  by  flour  sales  is  a  type  of  hedging  of  radically 
different  character  tram  hedging  in  grain.    (Vol.  VII.) 

>  Chapter  VI,  section  15,  Tabre  46. 
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{Tftb]e75.] 

Proportion  of  elevators  in  specified  States  reporting  hedging  in  comparison  wiih  the 

prevalence  of  commission-house  financing. 


state. 

Percentage 
of  elevators 
reporting 
hedging  to 
'  a  greater  or 
less  extent.! 

Proportion 
of  limes 

houses  are 
reported  as 

source  of 
loans  to  all 

sources 
reported.* 

1 
1 

State. 

1 

1 

Percentage 
of  elevators 
reporting 
h^ging  to 
a  greater  or 
less  extent.! 

Of^SMS 

houaesait 

loans  to  all 

somces 
reported.! 

North  Dakota 

94.33 
89.54 
75.10 
71.75 
47.96 
43.71 
33.09 
20.73 

33.76 

24.12 

18.84 

21.16 

.26 

4.23 

2.67 

.44 

Tndiana , . , .  

16.05 

3.68 

12.62 

12.43 

8.27 

3.04 

Montana 

Michigan 

IkflnnAsintA ., 

Ohio.T 

South  Dakota 

Missouri 

3.S 

Nebraska. 

t  Oklahoma 

.94 

Tlllnois  -T-.- 

Wisconsin 

839 

TAtra 

All  elevators 

1 

Kansas 

51.60 

10  9 

!  The  question  asked  was  ''Is  it  a  custom  to  hedge  your  grain  purchases?"  The  answers  fdl  into  foot 
divisions:  "Yes,"  "To  some  extent,"  "No,"  and  "^Only  by  flour  sales."  as  appears  f^om  Table  73.  hi 
this  discussion  answers  to  the  first  two  classes  have  been  combined  and  those  to  the  last  two.  The  fknt 
two  classes  employ  hedging  in  varying  degrees,  and  hedging  by  flour  sales  is  a  tyi>e  of  hedging  of  radicailr 
different  character  from  hedging  in  grain.    (Vol.  Vn.) 

>  Appendix,  Table  20. 

[Table  70.) 

Proportion  of  elevators  reporting  hedging  in  specified  Stales  in  comparison  with  the 

proportion  of  commercial  Ime  elevators. 


state  . 

Proportion 
of  elevators 

reporting 

hedging  to  a 

greater  or  leas 

extent.! 

Proportion 
of  commer- 
cial line 
elevators. 

State. 

Proportion 
of  elevators 

hedging  to  a 

P'eaterorless 

extent.! 

16.05 

3.68 

12.62 

12.43 

8.27 

8.04 

ProfKirtiQn 

ofoommei^ 

ciallinc 

North  Dakota 

94.33 
89.54 
75.10 

54.17 
49.90 
46.42 

Indiana 

31.  SB 

Montana 

Michigan 

27.31 

Minnesota 

Ohio.". 

21. 7S 

South  Dakota 

71.75                   43.37 
47.96                  48.58 
43.71                   29.99 

M^sffoari 

10.9$ 

N  ebraska 

O1ri%h0TnA ^ 

30.57 

nUnob 

Wisconsin 

13.60 

Towft 

33.00 
20.73 

28.96 
9.38 

All  elevators — 

Kansas 

51.60 

36.01 

»»l 


1  The  question  asked  was,  "Is  it  a  custom  to  hedge  your  grin  purchases?' 

"  Yes,"  "To  some  extent,"  " No,"  and  *'  Cmly  by  flour  saleSj"  as  appears  from  Table^TS. 


The  answers  fell  into  iMzr 
divisions':  "  Yes,"  "To  some  extent,"  " No,"  and  "  Only  bv  flour  sales."  as  appears  from  Table  73.  bi  this 
discussion  answers  to  the  first  two  classes  have  been  combined  and  those  to  the  last  two.  The  fiRt  tvo 
classes  employ  hedging  in  varying  degrees  and  hedging  by  flour  sales  is  a  type  of  hedging  of  radieallv  dif- 
erent  character  from  hedging  in  grain.    (Vol.  VII.) 
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Committee  on  Ageiculture, 
House  of  Representatiyes, 
WashiriffUmy  D.  {7.,  Thursday ^  Janvjary  20^  192 L 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  N.  Haugen 
(chairman)  presiding. 

ADDinOirAL  STATEMENT  OF  HOV .  OEOBOE  M.  TOmTG,  A  £EP- 
BESEVTATIVE  Hf  COSOSESS  FROM  THE  STATE  OF  ITOBTH 
DAKOTA. 

Mr.  YouxG.  Mr.  Chairman,  a  nimiber  of  men  have  attempted 
during  the  past  two  decades  to  bring  the  Chamber  of  Conunerce  of 
Minneapolis  to  the  bar  of  justice.  All  attempts  have  failed  to  get 
hold  of  these  monopolists  who  have  fattened  at  the  expense  of  both 
producers  and  consumers.  They  have  always  seemed  to  be  able  to 
exert  sufficient  influence  to  save  themselves.  Democratic  and 
Republican  attorneys  general  have  alike  failed  to  prosecute  them. 

It  remained  for  the  Equity  Cooperative  Exchange,  St.  Paul,  to 
secure  action  upon  the  part  of  the  United  States  Government,  and 
to  do  what  all  others  have  failed  to  accomplish.  Over  three  years 
ago  John  M.  Anderson,  Benjamin  Drake,  and  other  officials  oi  the 
Ejquity  Cooperative  Exchange  began  one  more  attempt  to  bring  the 
chamber  to  book.  ^  They  filed  a  complaint  with  the  Federal  Irade 
Commission.  This  has  finally  resulted  in  the  issuing  of  a  complaint 
by  the  Federal  Trade  Commission  against  the  Chamber  of  Commerce 
of  Minneapolis,  its  officers  and  members. 

Of  course  this  resulted  in  a  new  tide  of  abuse  against  the  members 
of  the  Federal  Trade  Commission  and  the  Equity  Cooperative  Ex- 
change.    But  they  mean  business,  and  are  going  through  with  it. 

We  shall  soon  oiscover  whether  these  powerfm  men  who  compose 
the  membership  of  the  chamber  of  commerce  are  bigger  than  the  law 
of  the  land. 

Mr.  Chairman,  I  now  present  to  you  for  insertion  in  the  record  a 
very  able  and  comprehensive  brief  prepared  by  Benjamin  Drake  at 
the  instance  of  John  M.  Anderson,  president  of  the  Equity  Coopera- 
tive Exchange,  St.  Paul.  I  hope  every  member  of  the  committee 
will  read  it  carefully.     It  is  well  worth  study. 

The  Chairman.  Do  you  desire  to  have  that  incorporated  in  the 
record? 

Mr.  Young.  I  do. 

The  Chairman.  Without  objection,  it  is  so  ordered. 
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(The  brief  submitted  by  Mr.  Youug  is  here  printed  in  full,  ii< 
foUows:) 

BRDBT  OF  BQUmr  GOOPERATIVB   EXCHANGE »   OP  ST.   PAUL,   KINK. 

To  the  AgricuUwral  Committee  of  the  House  of  Representatives: 

The  Equity  C!ooperative  Exchan^,  a  cooperative  associatioii,  desires  to  submit 
the  following  statement  or  brief  relative  to  H.  R.  14942,  introduced  by  Hon.  Halvor 
Steenerson,  of  Minnesota: 

The  bill  referred  to  is  intended  to  declare  all  grain  exchanges  public  maikets:  to 
provide  means  and  methods  of  regulation  of  such  exchanges  and  tneir  members;  and 
to  prohibit  and  prevent  the  habitual  exclusion  from  membership  and  the  general 
discrimination  now  practiced  by  such  grain  exchanges  against  cooperative  aasocu- 
tions  engaged  in  the  grain  busmess. 

The  stoScholders,  patrons,  and  active  supporters  of  our  association,  who  number 
about  half  a  million  tamieiB,  are  in  unqualined  support  of  this  legislation. 

The  reasons  rendering  such  legislation  necesssuy  and  imperative  are  well  exempli- 
fied in  the  history  of  the  relations  which  have  existed  for  the  past  15  years  between 
our  own  cooperative  association  and  the  so-called  regular  grain  exchanges,  especiaUy 
the  Minneapolis  Chamber  of  Commerce.  These  relations  were  quite  fully  presented 
and  discussed  at  a  hearing  bdore  the  Rules  Committee  of  the  House  of  Reproacnto- 
tives  held  in  March,  1914.  Our  association  respectfully  directs  the  attention  of  your 
committee  to  the  official  report  of  the  hearings  held  by  this  committee,  which  report 
is  known  as  the  report  upon  House  resolution  424,  of  the  Sixty-third  Congress,  second 
session.  The  attention  of  the  committee  is  particularly  directed  to  pages  118  to  177. 
inclusive,  and  pages  386  to  413,  inclusive,  of  the  above  report,  ana  we  wish  to  in- 
corporate the  same  by  these  references  as  a  part  of  this  statement. 

As  bearing  upon  the  question  of  the  attitude  of  the  powerful  organized  grain  ex- 
changes to^^ira  producers'  marketing  oiganizationB,  we  would  also  cafi  aUention  to 
the  following  facts:  In  May,  1917,  our  association  felt  itself  impeUed  to  file  a  complaint 
with  the  Federal  Trade  CommiBsion  and  against  the  Minneapolis  Chamber  of  Com- 
merce. The  Federal  Trade  Commission  ^ve  3}  years'  r-^nsiaeration  to  this  matta. 
and  in  December,  1920,  iasued  a  complaint  against  the  chamber  of  commerce  and 
others 

The  complaint  alleges  the  Minneapolis  Chamber  of  Commerce  has  lor  a  number  of 
^rears  past  been  engairod  in  a  continuous  effort  and  conspiracy  to  destroy  our  assDcift- 
tion.  That  the  chamber  has  sought  to  accomplish  this  end  b}^  the  systematic  publics* 
tion  and  dissemination  of  falsehood  and  defamation;'  by  causing  litigation  to  be  insti- 
tuted and  carried  on  in  many  instances;  by  depriving  our  association  of  market  quo- 
tations; by  carrying  on  a  continuous  boycott  and  refusing  to  purdiase  grain  ftam  our 
association  and  in  many  other  ways  therein  set  forth.  We  would,  therefore,  by  thif 
reference  incorporate  the  complaint  of  the  Federal  Trade  Commission  as  a  part  of  this 
statement  regarding  the  necessity  of  grain-exchange  control. 

It  would,  perhaps,  be  useless  to  encumber  the  record  of  this  hearing  with  a  detailai 
statement  of  the  unprincipled  struggle  which  the  organised  {prain  exchangeB,  and  par- 
ticularly the  Minneapolis  Chamber  of  Commerce,  have  earned  on  during  the  past  l^ 
vears  in  the  vain  enort  to  destroy  the  farmers'  cooperative  selling  agencv,  which  I 
have  the  honor  to  represent  at  this  hearing.  The  ptiblished  record  of  the  hearing 
held  on  House  resolution  424,  and  the  complaint  issued  by  the  Federal  Trade  Com- 
mission, both  of  which  are  referred  to  above,  are  available  for  the  use  of  every  monber 
of  this  committee,  and  give  the  details  of  this  struggle  and  the  reasons  for  tne  nei^e:- 
sity  of  grain-exchange  control  in  considerable  detail.  Our  association  will  therefore 
content  itself  with  a  comparatively  brief  statement  of  the  facts  and  princ^les  inv  qIa  eii 

All  of  the  regular  grain  exchanges  of  the  country  are  private  industries.  They  arc 
organised  and  carried  on  for  the  pecuniary  profit  of  their  members.  They  are  con- 
cerned solely  with  the  processes  of  marketing  and  give  no  thought  to  production  '^r 
production  costs.  The  unoiganized  and  >\'idely  scattered  producers  neglected  in  ti  > 
oeginnin^  to  provide  the  marketing  machinery.  Seeing  the  need  and  sensing  t\t- 
opportumty,  others  provided  the  marketing  machinery  and  have  ever  since  csusk!  r. 
to  function  for  their  own  profit.  From  the  producers'  point  of  view  the  system  is 
fimdamentally  unsound;  but  the  producers  nad  no  reason  to  expect  anything  ei.^ 
when  they  voluntarily  permitted  other  interests  to  assume  a  natural  pan  of  thti* 
business.  It  can  not  even  be  claimed  that  the  grain  men  have  been  more  gicei; 
than  any  other  set  of  men  would  be  if  the  same  prerogati\'e8  and  privileges  were  turxh* 
over  to' them.  On  the  whole,  considering  their  almost  arbitrary  power  and  the  c>^ 
portunities  afforded,  it  must  be  conceded  that  the  members  of  gram  exdianges  hs>*> 
conducted  themselves  with  a  certain  degree  of  moderation. 
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Out  of  these  privileges  and  prerogatives,  so  artlessl^jr  surrendered  by  the  producers, 
lias  grown  the  present  intolerant  and  intolerable  attitude  of  grain  exchanges.  The 
exchanges  now  claim  that  they  have  a  right  to  conduct  the  business  of  distribution 
free  from  public  interference  or  regulation.  The  grain  exchanges,  the^  assert,  are 
private  corporations  and  private  enterprises.  Repeatedly,  before  an  investigating 
committee  of  the  Minnesota  Le^lature  in  1913,  the  secretary  of  the  Minneapolis 
Chamber  of  Commerce  characterized  it  as  a  private  enterprise  with  which  the  public 
had  no  concern.  He  and  other  representatives  of  the  chamber  likened  that  organi- 
zation to  a  church  or  fraternal  organization.  The^  maintaiiMKl  that  the  public  had 
no  more  concern  with  the  rules,  methods,  or  practices  of  the  organiza^n  than  it  did- 
in  the  rules  or  practices  of  any  private  club.  The  grain  exchanges  have  reached  a 
point  i^ere  they  not  merely  claim  the  right  to  conduct  the  producers'  business  of 
distribution,  but  claim  this  right  free  from  regulation  or  control  eitiier  by  th#  pro- 
ducer  or  the  public  in  general. 

The  present  attitude  of  grain  exchanges  is  closely  paralleled  by  that  of  the  raihoads 
30  or  35  years  ago.    The  railroads  at  that  time  domed  the  right  of  the  public  regular 
tion  or  interference.    They  claimed  the  right  to  fix  and  enforce  all  charges  and  rates: 
they  asserted  and  practiced  the  rMit  to  discriminate  as  between  shippm;  they  asserted 
the  right  to  make  and  enforce  all  rules  and  regulations  Connected  witii  the  tnainte- 
nance  and  operation  of  railroads^  and  stoutly  argued  that  they  were  mere  private 
indnstries  and  had  a  rkht  to  handle  th«ur  bustness  in  their  own  way  free  from  public 
interference  or  control.    They  argued  that  to  submit  to  public  regulation  would 
destroy  the  value  of  their  property.    The  grain  exchanges  make  exactly  tiie  same 
claims  to-day.    Yet,  in  £^ite  of  these  claims,  the  railroads  aire  now  subie^t  t9  public 
regulation,  and  the  propnet}^  and  necessity  of  such  regulation  universally  i^ecognized. 
Let  U0  consider  a  few  specific  matters  which  are  typical  of  the  entire  subject.    Let 
us  consider  the  attitude  of  organized  grain  exchanges  toward  cooperative  associations. 
No  cooperative  association  is  permitted  to  became  a  member  of  such  grain^  exchange. 
No  such  association  is  a  member  of  any  oiganized  ^frain  exchange  in  &e  United'States. 
The  ruled  of  all  exchanges  forbid  sucfr  membership.    Under  tnese  rules  the  payment 
of  a  cooperative  dividend  is  construed  a  rebate  of  a  part  of  l^e  commission  to  be 
charged  oy  the  fmn  exchange  member  for  handling  grain.    To  permit  cooperative 
meinberahip,  it  is  claimed,  would  destroy  the  int^ity  of  the  commission  rule  upon 
which  every  private  grain  exchange  is  founded.    The  claim  is  strangely  like  that  of 
the  railroads  made  years  ago  that  to  permit  public  regulation  of  rates  would  destroy 
their  business  and  tne  value  of  their  property.    Each  claim— the  present  claim  of  the- 
grain  exchai^;es  and  the  former  claim  of  the  railroads— completely  ignores  the  ele- 
ment of  public  interest.    If  the  public  interest  demands,  as  we  believe  it  does,  that 
grain  should  be  distributed  at  aslow  a  cost  as  jxjssible,  if  cooperative  distribution  can 
be  effected  more  dieaply,  satisfoctorily,  and  efficiently  than  private  distribution,  is 
it  desirable  and  is  it  fair  to  the  public  that  the  cost  of  handling  should  be  arbitrarily 
maintained  at  a  level  higher  than  necenary  in  order  t^at  the  members  of  private  gndn 
exchanges  may  continue  to  have  large  incomes  and  enjoy  a  virtual  monopoly?    This 
is  the  real  issue  involved  in  opening  up  the  private  grain  exchanges  to  cooperative 
membership. 

It  is  the  old-time  tragedy  of  a  new,  efiicient,  and  economical  system  displacing  an  old 
one  less  efficient  and  toss  economical.  The  members  of  the  private  grain  exdianges 
understand  full  well  that  as  soon  as  the  cooperatives  obtain  membership,  the  charges 
for  marketing  erain  must  be  greatly  reduced.  They  are  fighting  for  the  retention  of 
an  old  and  inefficient  economic  syrtem  which  could  not  exist  at  all  if  the  cooperative 
plan  were  once  permitted  to  function  in  grain  exchanges.  The  cooperatives,  on  the 
other  hand,  will  not  abandon  efficient  methods  in  order  to  maintain  soUficial  charges 
or  to  impose  imnecessary  costs  on  the  jnoducers.  Hence  a  virtual  deadlock  has  been 
reached.  The  bill  under  consideration  would  break  this  deadlock  by  opening  up  the 
grain  exchanges  to  cooperative  membership  and  to  competition. 

As  further  showing  tne  necessity  of  grain  exchange  control  as  provided  in  this  bill 
we  submit  the  following: 

1.  All  of  the  oiganized  grain  exchanges  of  the  country  refuse  to  permit  our  associa- 
tion the  use  of  their  grain  Quotations.  We  are  not  permitted  to  have  or  use  the  ordi- 
nary "ticker"  service  which  is  furnished  freely  to  other  subscribers,  including  restau- 
rants, pool  rooms,  and  other  places  of  public  and  semipublic  assemblage .  Hie  Western 
Union  Telegraph  Co  has  informed  us  directly  that  the  company  was  specifically  in- 
structed not  to  furnish  us  with  this  service.  President  Gates,  of  the  Chicago  Eoard  of 
Trade,  admitted  before  the  ''Committee  of  17  "  that  an  exception  to  the  rule  was  made 
in£the  case  of  our  association,  so  that  we  could  not  obtain  tne  service.  The  same  ex- 
ception would  undoubtedly  be  made  in  the  case  of  any  other  terminal  cooperative 
marketing  agency. 
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2.  The  Chamber  of  Oommerce  of  Minneapolis  lor  years  has  canried  on  a  ByBtematic 
campaign  of  defamation  and  falsehood  against  our  awociation.  This  campaign  hi» 
been  carried  on  by  the  publication  of  false,  misleading,  and  unfair  statements  in  news- 
papers, periodicals,  pamphlets,  and  grain  exchange  organs,  and  through  oralfltateiDeDte 
and  representations  of  members,  traveling  solicitors,  and  other  agents  and  employees 
Such  statements  and  publications  have  falsely  attacked  the  honesty,  fair  dealing^  acd 
financial  responsibility  of  the  association  and  its  members. 

3.  Said  chamber  has  systematically  instigated,  ai(tod,  and  paid  for  litigation  again^ 
our  association,  the  intent  of  which  was  to  cripple  and  destroy  it.  Examples  oi  such 
litigation  are  that  certain  action  in  the  United  States  dktrict  court,  fourth  di\ifiioi:. 
district  of  Minnesota,  wherein  J.  Emerson  Greenfield  and  Samuel  Crumpton,  copart- 
ners, were  plaintiffs;  also  that  certain  proceeding  in  the  district  court,  mird  judicul 
district.  North  Dakota,  wherein  Fred  Schmidt,  J.  Emerson  Greenfield,  and  Samuel 
Grumpton  were  plaintiffs;  also  that  certain  other  proceeding  in  said  district  court, 
third  judicial  district,  wherein  the  State  of  North  Dakota,  ex  rel.  Henry  J.  linde,  it« 
attorney  general,  was  plaintiff.  The  defense  of  this  litigation  entailed  an  expeme 
and  loss  of  not  lesathan  $50,000,  and  it  was  carefully  timed  to  destroy  the  assoeiplioD. 

4.  For  the  past  eight  jrears,  with  the  exception  of  the  period  when  Government  war 
control  was  in  effect,  said  chamber  of  commerce  and  its  members  have  boycotted  and 
continuously  and  persistently  refused  to  buy  grain  from  our  association.  Rules  and 
regulations  have  been  adopted  by  said  chamber  which  effectually  prevent  such  deal- 
ings. (See  Circular  No.  'to  and  Circular  No.  634.)  During  the  period  when  this 
boycott  has  been  maintained,  it  is  inteneeting  to  note  that  the  members  of  said  chiunber 
have  been  in  dire  need  of  the  grain,  which  they  could  have  so  easily  obtained  from 
our  association.  At  times  they  have  brought  grain  from  the  Southwestern  States, 
imported  it  from  Canada,  and  according  to  newspaper  report,  have  even  imported 
gram  from  Siberia  to  meet  their  needs. 

5.  Said  chamber  maintains  a  rule  (see  sec.  10  of  Art.  VIII  of  Rules)  which,  according 
to  the  express  admission  of  J.  J.  McHugh,  secretary,  in  testimony  before  tiie  MumesoU 
legislative  committee  in  1913,  destroys  all  competition  whatever  between  menoiberB 
of  the  chamber,  in  bidding  for  and  purchasing  grain  on  track  at  country  points  for 
shipntent  to  MmneapoliB.  (For  admisaion  of  McHugh  see  p.  134,  report  on  House 
resolution  424.) 

6.  Said  chamber  memben  by  means  of  contracts  and  arrangemente  bidding  country 
shippers  to  ship  all  or  the  mater  part  of  their  grain,  in  return  for  money  loaned  to  move 
eacn  annual  crop,  control  and  direct  shipments,  perpetuate  their  monopoly  and  en- 
force  their  unfair  impositions  and  exactions.  (See  pp.  140-143,  report  on  House 
resolution  424.^ 

7.  The  memoers  of  said  chamber  own  or  control  all  of  the  terminal  elevator  and 
storage  space  in  the  Twin  Cities,  and  all  of  the  cleaning,  unloading,  and  conditioning 
facilities,  except  the  elevator  and  facilities  provided  by  our  association.  In  the  ab- 
sence of  adequate  regulation  such  as  is  the  purpose  of  this  bill,  it  is  not  too  strong  a 
statement  to  say  that  for  practical  purposes  the  producers  are  altogether  denied 
access  to  such  facilities  for  tneir  own  uses  and  purposes,  it  is  true  that  thoe  are  cer- 
tain laws  upon  the  statute  books  of  Minnesota  which  are  nominally  intended  to  secure 
to  the  public  the  right  to  use  the  terminal  elevator  space  and  facilities  owned  by 
private  individuals.  These  laws  as  now  construed  and  enforced  are  absolutely 
ineffectual,  and  will  continue  ineffectual  until  there  is  adequate  supervision  of  srain 
exchanges. 

During  the  past  year  our  association  has  cleaned  and  conditioned  grain  for  its  patn>iis, 
and  in  specinc  instances  the  enhanced  M&lue  has  amounted  to  over  $500  per  c&r 
vThese  profits  under  the  present  system  now  go  to  the  members  of  the  chamber  <<i 
commerce  who  own  or  nave  access  to  elevators  and  cleaning  focilities.  Under  i 
proper  system  of  supervision,  the  net  profits,  after  deduction  of  a  proper  chan.'«. 
would  go  to  the  producer. 

8.  Under  the  present  system,  the  buying  interests  comirietely  control  said  chambif 
The  big  mills  and  elevators  own  a  numerical  majority  of  all  memberships,  control  aii 
elections,  make  all  rules,  and  man  all  important  committees.  These  buving  interests 
own  and  control  at  least  20  of  the  largest  and  most  active  comimsBion  houses  of  the 
chiunber.  Such  commiasion  houses  are  merely  buving  agencies  for  the  intene«i« 
which  own  and  control  them.  The  producer  is  theroloro  denied  even  nominal  repre- 
sentation. Under  a  proper  system  of  regulation  the  producer  would  be  ^ven  real 
representation  in  the  market.  This  is  denied  to  him  at  present.  (For  detailed  ststi^ 
ment  on  this  subject  see  pp.  13(>-137  of  report  on  House  resolution  434.) 

9.  We  have  already  submitted  to  this  committee  a  statement  with  regard  to  epei  u 
lative  future  trading  as  carried  on  in  grain  exdianges.    This  statement  was  solMmttsd 
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in  connection  with  the  future  trading  bills  now  under  con^deration.  Fedwal  control 
of  grain  exchanges  would,  in  our  opinion,  go  far  to  alleviate  the  evils  of  speculative 
manipulation  as  now  practiced  in  grain  exchanges.  The  present  system  of  imlicensed 
and  indiscriminate  speculation  is  only  possible  oecause  the  grain  exdianges  have  been 
able  to  avoid  publicity.  Wise  r^^lations,  combined  with  proper  publicity,  would 
go  far  to  restore  a  normal  condition  where  distribution  woula  be  the  primarv  object 
and  purpose  of  a  grain  exchange.  At  the  present  time  gndn  gambling  is  tne  main 
business,  the  main  source  of  revenue,  and  legitimate  distribution  is  a  mere  incident 
or  adjunct. 

10.  The  following  facts  further  illustrate,  we  contend,  the  necessity  of  public  r^- 
ulation  of  grain  excnanges,  if  such  exchanges  are  to  perform  a  legitimate  function  in 
scientific  dlBtribution. 

(a)  Under  the  rules  of  the  Chamber  of  Commerce  of  Minneapolis  the  members  ma> 
make  or  amend  any  rule  or  r^g:ulation  that  they  see  fit.  There  is  no  appeal  therefrom, 
and  no  limitation  or  supervision  of  the  right  to.adbpt  rules  and  regulations. 

(&)  The  various  committees,  acting  in  conjimction  with  thel>oard  of  directors, 
have  the  right  to  construe  and  enforce  any  rule,  r^ulation,  or  even  custom  of  the 
association.  A  member  may  be  suspended,  fined,  or  expelled,  and  there  is  no  appeal. 
There  is  not  even  an  appeal  to  the  general  membership  of  the  association,^  much  less 
to  a  court  of  competent  jurisdiction.  The  officials  therefore  have  it  in  their  power  to 
to  ruin  any  member  on  account  of  whim,  eapriee,  or  prejudice.  No  cooperative  organi- 
zation, under  present  conditions,  would  dare  accept  membership.  Huch  organization 
might  feel  morally  sure  of  sharing  the  fate  experienced  by  the  Minnesota  Farmers' 
Exchange  in  1903.  This  organization  was  first  admitted  to  membership  and  then 
ruined.  Elias  Steenerson,  a  brother  of  the  f  ram»  of  this  bill,  was  one  of  the  original 
incorporators  of  the  farmeis'  company.  (For  detailed  story  as  related  by  Elias  Steener- 
son, before  the  Minnesota  legislative  committee  of  1913,  see  pp.  123-127  of  report  on 
House  resolution  No.  424. 

(c)  As  evidencing  the  unwisdom,  from  the  public  point  of  view,  of  permitting  grain 
exchanges  to  make  rules  and  regulations  in  the  absence  of  supervision  or  the  ngnt  of 
appeal,  we  call  attention  to  the  rules  of  the  chamber  of  commerce,  set  forth  on  pages 
48,  49,  52,  and  63  of  the  official  rules  revised  to  October  1, 1917,  giving  to  one  member 
a  lien  upon  the  membership  of  every  other  member  for  any  amount  owing,  regardless 
of  the  cause  of  such  indebtedness. 

The  effect  of  this  rule  was  often  to  deprive  the  shipper  of  grain  from  recourse  on  au 
asset  of  substantial  value,  in  the  event  of  the  insolvency  of  the  chamber  member 
before  grain  received  had  been  remitted  for.  Even  if  the  chamber  member's  daim 
arose  out  of  sheer  gambling  transactions  it  had  priority  under  this  rule  over  the  pro- 
ducer's daim  for  grain  actually  shipped  to  the  insolvent  member.  It  is  true  that  the 
State  of  Minnesota  has  enacted  legislation  abrogating  this  rule.  But  such  legislation 
was  several  times  defeated  and  always  vigorously  opposed  by  the  chamber  of  com- 
merce. The  rule  still  serves  to  illustrate  the  imwisdom  of  permitting  grain  exchanges 
to  make  and  enforce  rules  without  regard  to  their  reasonableness  or  their  effect  on  the 
public  welfEure. 

(d)  In  the  settlement  of  disputes  between  members  and  disputes  between  a  member 
and  a  nonmember,  when  such  nonmember  consents,  the  general  rules  of  the  chamber 
give  the  directors  power  to  adjudicate  with  the  same  force  as  a  court  of  competent 
jurisdiction.  The  final  judgment  rendered  may  be  filed  in  the  district  court  of  the 
State  and  execution  issued  thereon.  These  provisions  increase  the  power  of  the 
dominant  element  in  the  chamber  over  the  members. 

(e)  Rule  X  of  the  chamber  of  commerce  recognizes  the  fact  that  manipulation  of 
prices  exists,  and  provides  that  in  the  event  of  manipulated  values  or  prices,  con- 
tracts negotiated  on  the  basis  of  such  values  may  be  set  aside  by  a  committee  which 
is  given  power  to  adjust  prices  on  the  hssia  of  actual  values  and  in  disregard  of  the 
manipulated  values  set  forth  in  the  contract  In  view  of  the  fact  that  the  chamber 
of  commerce  is  completely  controlled  by  the  buying  interests  and  the  producer  not 
represented  at  all  in  any  real  sense,  it  is  needless  to  say  that  the  power  to  set  aside 
contracts  as  negotiated  upon  manipulated  values  is  never  invokea  in  aid  of  the  pro* 
ducer  or  seller.  It  ia  simply  for  the  protection  of  the  big  buyers — the  mills  and  ele- 
vators. The  buying  interests  possesses  in  this  rule  a  perfect  instrumentality  for 
depriving  the  producer  from  receiving  any  benefit  on  account  of  prices  manipulated 
upward.  In  tne  case  of  downward  manipulation,  where  the  loss  comes  out  of  the 
producer,  the  rule  need  not  be  invoked  and  never  is. 

(f)  The  instances  cited  above  might  be  extended  to  considerable  length.  We 
believe,  however,  that  enough  has  been  said  to  show  the  necessity  of  grain  exchange 
control,  as  contemplated  in  this  bill,  if  the  producer  is  to  be  protected  and  distribu- 
tion conducted  in  an  orderly,  economic,  ana  efficient  manner.    In  closing  we  desire 
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to  call  the  attention  of  the  committee  to  the  hct  that  several  yean  aeo  the  Piovincia] 
Government  of  Canada  found  it  neceeeary  to  provide  l€«:islation  for  tne  control  of  the 
Winnipeg  Grain  Exchange.    In  tiie  adoption  of  this  legislation  we  will  be  merelf 
following  the  precedent  set  by  Canada. 
Respectfully  submitted. 

Benjamin  Drakb, 
Attorney  for  Equity  Cooperative  Exchange ^  Minneapolis^  Minn, 

The  Chairman.  Without  objection,  your  letter  will  also  be 
inserted. 

Hon.  G.  N.  Hauoen^ 

Chairman  CommiUtee  on  Agriculture. 

Deak  Mr.  Hauoen.  Will  you  kindly  print  in  the  record  the  letter  of  Mr.  James  A. 
Morrow,  of  Aberdeen,  S.  Dak.,  inclosed  herewith;  also  copy  of  the  instnictioik 
given  by  Judge  Hale,  of  Mnneapolis,  to  a  jury,  that  certain  traoing  on  the  Minneax^olis 
Chamber  of  Commerce  was  a  gambling  transaction  and  directing  the  jury  to  bring  in 
a  verdict  for  the  defendant? 

Yours,  sincerely,  George  M.  Young. 


Aberdeen,  S.  Dak.,  January  tt,  1921. 
Hon.  George  M.  Young,  M.  C, 
'      House  of  Reprwentatwes,  Washington,  D,  C, 

Dear  Mr.  Young:  Hoping  that  it  may  aid  the  cause  of  justice  in  the  passage  of  the 
(&|)per-Tincher  bill,  I  hereby  place  in  jrour  hands  my  testimony  from  personal  ex- 
perience of  the  evils  of  the  grain  trade  as  at  present  operated. 
!'  I  used  to  try  to  believe,  as  Mr.  J.  W.  Scott,  of  Grand  rorks.  N.  Dak.  profeesea  that  he 
does,  and  so  thought  I  could  make  money  more  surely  by  ^'plaving  the  market** 
than  by  farming  the  farm;  so  I  entered  the  eame  of  dealiiie  in  luturee.  ^wtdch  Mr. 
Sicott  testified  is  of  such  immense  benefit  to  the  farmers,  and  I  met  witn  the  usual 
ifesult.  I  took  my  medicine  like  a  man  until  the  firm  with  which  I  was  dei^ing  one 
dft^r  took  advantage  of  a  condition  of  temporary  personal  unfitness  on  my  part  (for 
wmch  they  were  largely  responsible)  to  manipulate  a  transaction  whereby  I  lost 
heavily  of  funds  in  my  control  belon^n^  to  anotner  person.  Then  I  sued  them  in  the 
Minnesota  courts  to  recover  certain  winnings  I  had  made  previously  which  had  never 
been  remitted  to  me.  And  in  face  of  the  fact  that  the  Minnesota  laws  declare  that 
trading  in  futures  is  not  gambling,  and  the  MinneaiK)li8  Chamber  of  Commerce  has 
likewise  always  so  insisted,  nevertheless,  to  save  his  client  the  payment  vrhich  t 
verdict  in  my  favor  would  nave  involved,  the  attorney  for  the  defendant  member  d 
the  Minneapolis  Chamber  of  Commerce  ^Quinn-Shepherdson  Co.)  asked  the  court  far 
and  obtained  an  *' instructed  verdict"  (a  copy  of  which  I  inclose  herewith)  on  the 

fmnd  that  ''the  transaction  was  a  gambling  transaction  and  prohibited  by  law.** 
suit  is  now  pendine  in  South  Dakota  courts,  brought  by  my  wife,  and  tHis  same 
company  whicn  asked  for  and  obtained  an  instructed  verdict  in  Minnesota  on  the 
groundiB  that  the  transaction  was  a  gambline  transaction,  now,  in  South  Dakota,  in 
their  efforts  to  save  themselves,  enter  the  plea  that  the  transaction  was  a  legitimate 
one.  Hence  it  would  appear  that  members  of  the  Minneapolis  Chamber  of  Com- 
merce gamble  not  only  in  erain  futures  but  in  State  laws  also,  thereby  emphasi^ng 
the  advisability  of  establishing  Federal  control  of  the  grain  exchanges. 

You  will  see  by  the  foregoing  that  I  know  by  personal  experience  that  when  Mr. 
J.  W.  Scott  testified,  "To  my  mind  there  is  no  place  where  a  farmer  can  get  a  aquarer 
deal  than  at  the  chamber  of  commerce."  his  *  mind"  was  evidently  weak  on  fscts. 
that  he  is  unaware  of  the  crookedly  double  dealing  to  which  prominent  mem  hen 
of  that  organization  can  and  do  stoop  without  receiving  any  censure  therefor  from 
the  ofiicers  of  the  organization,  dealings  whereby  farmers  are  constantly  being  bled 
instead  of  being  benefited. 

And  when  Mr.  Scott  testified,  "Some  country  elevators  hedge  and  others  do  not. 
Many  of  those  which  do  not  protect  themselves  by  the  hedge  are  filled  with  grain 
and  are  confronted  by  failure, "  he  could  readily  have  kno^oi  that  he  warn  stating 
something  which  was  less  than  half  a  truth;  that  there  are  more  farmers*  elevaton 
confronting  failure  because  of  their  managers  having  listened  to  the  siren  voice  of 
commission  men  operating  in  the  int^^rests  of  the  Minneapolis  Chamber  of  Commeros 
persuading  them  to  sell  stored  ^in  and  "protect"  themselves  by  hedging  on  the 
market  than  there  are  confronting  failure  oy  holding  such  stored  P^^  subject  to 
the  order  of  those  who  stored  it  and  who  are  paving  for  the  storaee,  though  there  are 
many  elevators  embarrassed  by  this  situation  because  of  the  evils  of  the  present  grain 
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markoting  syetem.  The  fact  is  that  this  system  which  is  being  insisted  upon  by  the 
•  h amber  of  commerce  is  squeezing  the  farmers  and  their  elevators  from  every  an&:le, 
ail  -i  it  is  high  time  that  the  Federal  Government  step  in  and  establish  a  healtiiy  change 
in  the  grain  marketing  system. 

^rVuating  that  this  letter  may  not  be  too  late  to  aid  in  crystallizing  opinion  in  Con- 
i:r<»s8  so  that  the  Capper-Tincher  bill  may  nass,  I  am, 

The  combination  of  a  drugged  and  snorn  "lamb, ''  an  actual  farmer  and  a  mem- 
ber of  a  farmer's  elevator  which  is  in  process  of  being  shorn. 

James  A.  Morhow. 

District  Court,  Foiurth  Judicial  District. 
State  of  Minnesota,  Cou7i;ty  of  Hennepin, 

REMARKS  OF  W.  E.  HALE,  JUDGE  OF  THE  ABOVE-NAMED  COURT,  IN  DIRECTING  A  VER- 
DICT IN  CASE  OF  JAMES  A.  MORROW,  PLAINTIFF,  V.  QUINN-8HBPHERDS0N  CO.,  DE- 
FENDANT. 

The  Court.  The  defendant  has  made  a  motion  for  an  instructed  verdict  on  the 
ground  that  it  conclusively  appears  from  the  evidence  that  this  transaction  was  a 
rambling  tinsaction  and  prohibited  by  law.  It  becomes  now  a  question  of  law  for 
thf>  court  to  decide,  no  matter  how  unpleasant  it  may  be.  One  test  is  whether,  if  the 
wse  should  go  to  the  jury  and  the  jury  should  find  a  verdict  for  the  plaintiff  on  the 
evidence  as  it  stands,  the  court  would  be  warranted  in  sustaining  the  verdict. 

I  am  satisfied,  from  all  the  evidence  in  the  case,  that  the  uncontradicted  evidence 
shows  that  these  parties  were  engaged  in  a  gambling  transaction.  I  do  not  relieve 
che  defendant  from  this,  either;  it  was  dealing  in  puts  and  calls,  on  a  margin;  it  was 
Qot  intended  or  expected  by  the  Quinn-Shepherdson  Co.  or  by  the  plaintiff  that  this 
^ain  would  ever  be  delivered .  1 1  was  purely  a  speculation  on  what  the  market  might 
be.  Tf  it  went  up,  the  plaintiff  would  win.  If  it  went  down,  he  would  lose.  One 
thousand  four  hundred  was  put  into  the  same  bag,  so  to  speak,  to  be  used  in  the 
furtherance  of  this  scheme  ol  speculating.  The  courts  all  over  the  country  censure 
uich  trans  actions.  They  are  immoral.  A  man  gets  something  for  nothing,  if  he  wins. 
[  t  is  not  an  honest,  straightforward  transaction .  There  is  too  much  of  it  in  this  country 
now.     1  am  obliged  to  grant  the  motion  that  the  jury  find  a  verdict  for  the  defendant. 

This  matter  may  be  taken  up  by  the  plaintiff,  as  I  suppose,  before  the  chamber 
)f  commerce — which  may  be  al)le  to  deal  with  it  in  a  different  way  than  the  court  is 
ible  to,  and  if  there  is  anything  justly  and  equitably  due  the  plaintiff,  they  may  be 
ible  to  settle  that,  but  the  court  has  no  such  power.  So  you  may  bring  in  the  jury 
ind  1  will  instnict  them  to  find  a  verdict  for  tne  defendant. 

yXr.  Grover.  At  this  time  we  wish  the  record  to  show  that  we  still  object  to  the 
^ourt  directing  a  verdict,  and  take  exception  to  the  remarks  of  the  court  up  to  the 
[Present  time. 

(The  jury  was  brought  into  court.) 

The  Court.  Gentlemen  of  the  jury,  in  your  absence  counsel  have  argued  a  motion 
;o  direct  a  verdict  in  favor  of  the  defendant,  claiming  that  this  transaction  was  a 
gambling  transaction  and  imder  the  law  is  immoral  and  can  not  be  enforced.  The 
!ourt,  aftei  listening  to  the  argument  of  counsel,  has  come  to  the  conclusion  that  that 
s  true;  that  the  uncontradicted  evidence  shows  it  to  have  been  a  deal  on  mamns  and 
I  shambling  transaction  which  the  law  puts  its  foot  on  and  leaves  the  parties  right  where 
t  finds  them.  Parties  engaged  in  an  illegal  transaction  can  not  complain  because  the 
courts  will  not  enforce  it.  §o  I  have  had  a  form  of  verdict  drawn,  which  reads:  "As 
lirected  by  the  court,  we,  the  jury  in  the  above-entitled  action,  find  for  the  defendant.'* 
f  on  will  appoint  a  foreman  and  have  him  sign  it. 

A  Juror.  I  nominate  Mr.  Roach. 

The  Court.  That  is  the  T^ish  of  the  jury,  is  it? 

A  Juror.  I  suppose  we  will  have  to  accept  the  instructions  of  the  court. 

The  Court.  I  mean,  you  are  satisfied  that  he  shall  sign  the  verdict?  The  jiu-y  don't 
sdiime  any  responsibility;  it  is  all  on  the  court.  Then  this  is  your  verdict,  gentle- 
nen:  **As  directed  by  the  court,  we,  the  jury  in  the  above-entitled  action,  find  for 
he  defendant.  Dated  January  21,  1919.  (Signed)  C.  A.  Roach,  foreman."  Gentle- 
Qon  of  the  jury,  is  that  your  verdict?    So  say  you  all? 

Mr.  Grover.  At  this  time  the  plaintiff  objects  to  the  directed  verdict  and  to  the 
Drm  of  the  same,  and  to  the  remarks  of  the  court  in  making  such  directed  verdict, 
nd  takes  an  exception  to  the  slid  ruling 

A  stay  of  90  days  was  ordered  by  the  court. 

W.  M.  HiGGINS, 

Official  Reporter  J  Minneapolis,  Minn, 
34574—21 51 
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comhittee  on  agriculture, 
House  of  Representativeb, 

Saturday y  January  IB,  1921, 

The  Chairman.  The  committee  will  now  be  glad  to  hear  Mr. 
teenerson. 

TATEXEVT  OF  HOV.  HALVOK  8TEEVEBS0H,  MEMBEB  OF  COV- 

0BB8S  FROM  MinTESOTA. 

Mr.  Steenerson.  I  am  here  in  support  of  H.  R.  14667,  an  act  to 
filiate  grain  exchange 


That  every  organization  within  the  United  States,  of  whatever  form  or  kind,  main- 
lining or  operating  a  regular  pUice  of  business  or  trading  room  for  members  only,  in 
rhich  the  members  sell  or  exchange  grain  for  themselves  or  others  in  interstate  or 
jreign  commerce,  or  buys  or  sells  or  ships  or  handles  grain  in  interstate  or  foreign 
ommerce,  in  accordance  with  the  srain  standards  act  of  the  United  States  or  the 
rades  and  standards  prescribed  by  uie  Secretary  of  Agriculture  pursuant  to  or  under 
uthority  thereof,  is  hereby  declared  to  be  a  public  market,  ana  subject  to  the  pro- 
'isions  of  this  act. 

Sec.  2.  That  every  such  market^  whether  heretofore  or  hereafter  organized,  shall  be 
•pen  to  memberehip,  with  equal  n^hts  and  privileges  with  all  other  members,  to  any 
>eTBon,  firm,  companv,  or  corporation  desiring  to  trade  in  such  commodity  on  sucii 
aarket  who  shall  make  application  for  membership  and  whose  methods  of  business, 
peration,  or  plan  of  organization  shall  not  conflict  with  or  contravene  any  reasonable 
ule,  regulation,  or  by-law  of  such  market.  All  members  shall  be  required  to  comply 
dth  all  reasonable  rules,  regulations,  and  by-laws  of  such  organization,  which  may 
Delude  the  payment  of  a  reasonable  membership  fee  and  reasonable  assessments 
qually  apphcaole  to  all  members.  The  words  ^* company  "  or  '* corporation,*'  herein 
lefflgnated  shall  include  cooperative  associations  organized  under  the  laws  of  the 
Jnited  States  or  of  any  State.  Any  rule,  rej?ulation,  or  by-law  of  such  market  which 
hall  be  designated  or  construed  as  controlling,  limiting,  or  modifying  articles  of  in- 
orporation,  constitution,  or  by-laws,  of  any  association,  company,  or  corporation  in  the 
lifitribution  of  its  profits  to  its  stockholders  and  members  shall  be  deemed  to  be  un- 
eaeonable  and  void. 

Sec  3.  That  every  such  organization  which  shall  adopt  any  rule,  regulation,  by-law, 
r  order  of  whatever  kind  or  form,  or  which  makes  any  order  in  violation  of  the  pro- 
isions  of  this  act,  or  which  shall  refuse  or  unreasonably  delay  to  admit  any  such  appli- 
ant  to  full  and  equal  membership  in  such  organization,  or  which  shall  refuse  to  trade 
r  deal  with  any  member  or  permit  any  member  to  refuse  to  so  deal  with  any  other 
lember  on  an  equal  basis  with  all  other  members,  or  which  shall  adopt,  prescribe, 
onstrue,  or  apply  any  rule,  order,  or  regulation  which  shall  have  the  effect  of,  or  tend 
» avoid  or  violate  any  of  the  provisions  of  this  act,  is  hereby  declared  to  be  a  monopoly 
I  restraint  of  trade  and  a  violation  of  the  antitrust  laws  of  the  United  States,  and 
prther  trading  in  said  market  or  oiganization,  either  by  the  organization  itself,  or  any 
lember  thereof,  shall  be  unlawful. 

Sec.  4.  That  whenever  any  such  organization,  or  any  ofiicer  or  agent  thereof,  shall 
folate  any  of  the  provisions  of  this  act,  the  Attorney  General  of  the  United  States  shall 
Istitute  appropriate  proceeding  in  the  name  of  the  United  States  to  enforce  com- 
Eance  with  the  provisions  of  tms  act,  and  to  restrain  such  organization  and  all  mem- 
VB  thereof  from  thereafter  continuing  in  such  violations  and  from  any  further  trading 

I  such  market,  either  directly  or  indirectly. 

I I  have  looked  over  the  laws  of  the  different  States.    I  was  unahle 
I  find  any  law  on  this  subject  except  in  the  State  of  Nebraska, 
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which  was  (Miacted  in  1919,  and  was  a  ]aw  recjuirirg  the  grain  ev- 
ehaiiges  to  admit  cooperative  societies,  and  I  have  used  tliat  a-  .1 
hasis  for  the  drafting  of  this  law  hy  adaptiiig  it  so  as  to  make  .: 
appjical)le  to  those  who  operate  in  interstate  and  foreign  comment 
or  huv  and  sell  under  the  grain  standards  act,  by  authority  of  ('<►'- 
gress,  under  grad(?s  and  standards  prescribed  by  the  Secretary  ••: 
Agricu.Uure  and  thereby  giving  Congress  jurisdiction  over  the  Tnatir.. 
I  believe. 

The  reasons  alleged  for  excluding  cooperative  elevators  m  *l 
faiTners'  cooperative  societies  from  admission  to  seats  on  the  ^raii 
exchanges  has  been  a  rule  i^hich,  I  think.  aJl  of  them  have,  rocjuiriri: 
all  members  to  charge  a  unifonn  commission  and  not  to  dividt  ihr 
commissions.  That  w^as  interpreted  by  the  Minneapolis  Chamber  v'. 
Commerce,  and  I  think  the  Duluth  Chamber  of  Commerce,  to  ex- 
clude cooperative  farmers'  societies,  because  they  said  they  paid  a 
patronage  dividend  to  their  membei's.  That  was  construed  to  be  a 
division  of  commission.  That  was  the  controversy  that  ra^ed  for 
many  yeai*s  between  the  Society  of  Equity  up  there,  of  wluch  Mr. 
Anderson,  I  think,  is  the  president  and  which  Mr.  Loftus,  who  i- 
now  dead,  was  manager.  That  controversy  was  carried  b^ore  ihr 
legislature  and  they  soiight  to  get  legislative  relief,  but  failed. 

I  have  been  acquainted  with  the  historv  of  the  iirst  case  of  thj- 
kind  that  came  up.  Of  course,  you  are  all  aware  of  the  fad  thai 
cooperative  organizations  among  farmers  is  a  matter  of  rec<»i!! 
development. 

Some  20  years  ago  there  was  in  my  district  organized  a  cooperati^  -i 
grain  exchange  of  farmers,  and  it  was  composed  of  reputable  men  an«* 
they  appHed  for  a  seat  on  the  exchange  of  Minneapolis,  ancl  ih%} 
were  told  they  would  have  to  buv  a  seat :  and  after  a  long  time  scann- 
ing for  a  seller  they  finally  foun()  one.  I  think,  at  $4,500  or  someihm;^ 
like  that. 

All  of  these  grain  exchanges,  chambers  of  comimerce,  or  whatevi  .i 
they  are  called,  have  a  limited  membership,  and  in  nearly  all  cas^- — | 
Chicago,  Minneapolis,  and  Duluth — the  seats  have  all  been  sold  h»nd 
ago.  So  the  only  way  you  can  get  a  seat  is  to  find  some  owner  whi 
is  willing  to  sell.  This  particular  organization  of  which  Mr.  ¥lm 
Steenerson  was  president  conaplied  with  all  the  rules  of  theMinnt  :.:- 
olis  Chamber  of  Commerce.  They  bought  the  seat  and  applied  :  1 
membership,  and  (as  testified  to  before  the  Legislative  Conuni::"  | 
they  were  excluded  because  they  were  a  cooperative  society,  and  ir,t\ 
they  paid  a  patronage  dividend.  And  that  was  the  only  re«-  •  1 
It  is  tlie  pioneer  case  of  its  kind,  and  like  most  pioneer  exi>erif:  - 
theirs  was  a  hard  one,  but  if  it  will  help  to  secure  just  laws  f ^  r  •  j 
future  I  am  sure  it  was  worth  what  it  cost. 

Mr.  McLAi'Giir  ix  of  Michigan.  And  that  was  thougfat  u  \ 
similar  to  a  division  of  commissions  ( 

Mr.  Stbenersox.  They  construed  it  to  be  a  di^Tsion  cS  vkju  : 
sions.     The  matter  was  brought  before  the  legislature  in  a  htskr  . 
and  also  was  testified  to  before  the  Committee  on  Rules  of  the  Ii .  ■ 
of  Representatives  five  years  ago»  I  think  it  is.     I  have  the  jrrr  * 
testimony  about  that  case  and  a  large  number  of  other  cas?*;- 
similar  ^nd. 

The  question  arose  in  a  rather  indirect  way,  in  the  Supreme  1 
of  Minnesota,  but,  unfortunatelv,  the  facts  in  that  case  did  »•  •!  ^. 


FUTUBB  TRADING.  805 

that  they  were  refused  permission  because  they  were  oooperatire 
societies,  and  therefore  the  court  decided  in  favor  of  the  defendant. 

Mr.  McLaughlin  of  Michigan.  On  what  point  did  the  case  go  off? 

Mr.  Steenersox.  They  charged  they  were  a  monopoly — the 
lawyers  may  have  been  negligent — I  think  it  went  off  on  a  stipula- 
tion before  the  court.  It  looked  to  me  as  if  they  stipulated  the  case 
out  of  court  because  they  did  not  put  in  that  these  parties  were 
excluded  because  of  that  reason,  nor  did  they  put  in  that  any  party 
was  excluded ;  and  the  court  held  it  could  not  be  a  monopoly  unless 
they  excluded  somebody. 

"Fhey  have  held,  however,  in  that  State  and  several  other  States 
that  tnese  organizations  are  in  the  nature  of  private  clubs;  that  they 
have  the  right  to  prescribe  their  own  rules  and  regulations:  and  if 
that  is  given  sufficient  scope  it  amounts  to  the  same  thing,  that  they 
are  authorized  to  exclude  anybody  they  see  fit. 

I  annotated  before  the  Feaeral  Trade  Commission  three  years  ago 
the  testimony  taken  before  the  ConMnittee  on  Rules,  and  I  have  got 
that  book  here,  and  I  can  have  extracts  made.  A  large  part  of  tnis 
testimony  deals  with  this  exact  question. 

But  I  apprehend  there  is  no  dispute,  really,  over  the  fact  that 
farmers'  oi^anizations  of  this  kind  are  excluded  for  the  reason  indi- 
cated. It  was  made  a  political  issue  in  Minnesota  in  the  last  campaign. 
The  candidate  for  governor,  in  answer  to  the  program  of  the  Non- 
partisan League,  said  that  he  was  going  to  drop  the  cooperative 
societies,  and  the  point  was  made  that  they  could  not  be  members  of 
the  chamber  of  commerce,  and  that  the  chamber  of  commerce  would 
be  a  monopoly,  would  not  be  an  open  market:  and  in  response  to  that, 
the  candiaate  said  that  he  would  favor  a  law  compelling  them  to 
admit  the  cooperative  societies  to  seats  on  the  exchange;  and  imme- 
diately the  newspapers  carried  notices  that  the  chamber  of  commerce 
itself  was  willing  to  modify  the  rules  so  as  to  admit  farmers'  cooperative 
societies,  and  that  has  been  published  throughout  the  country. 

Mr.  Wells,  of  Minneapolis,  I  think,  this  morning  handed  me  this 
statement,  and  Mr.  Wells  is  here,  and  I  suppose  it  is  correct.  This 
is  the  resolution  that  the  chamber  of  commerce  recently  passed 
[reading] : 

Wliereas  inquiry  has  been  by  the  Minnesota  Dex)artineut  of  Ag^icultiu^  and  others 

regarding  the  terms  upon  which  farmers'  selling  agencies  can  eecure  admission  to 

the  Chamber  of  Commerce  of  Minneapolis;  and 
Whereas  the  attitude  of  the  Chamber  of  Commerce  of  Minneapolis  toward  such  farmers' 

selling  agencies  has  not  hitherto  been  formally  stated  by  the  board  of  directors: 

Xow,  therefore,  be  it 

Resolved  by  the  board  of  directors,  That  the  following  correctly  expresses  the  basis  on 
which  farmers'  selling  agencies  desiring  admission  to  the  Chamber  of  Commerce  of 
Minneapolis  can  secure  admission  to  the  chamber  of  commerce  and  that  this  statement 
expresses  what  always  has  been  the  attitude  of  the  Chamber  of  Commerce  of  Minneap- 
olis toward  farmers'  selling  agencies  ever  since  its  organization . 

The  qualifications  required  for  admission  to  membership  in  the  Chamber  of  Com- 
merce of  Minneapolis  of  farmers'  selling  agencies  are  precisely  the  same  as  for  any  other 
afreacies,  namely,  it  must  appear  that  the  individuals  connected  therewith,  arc  honest 
men  with  a  reputation  for  fair  dealing.  Second,  the  agency  must  furnish  a  satisfactory 
financial  statement;  and,  third,  it  must  agree  under  oath  to  abide  by  the  rules  of  the 
chamber  of  commerce.    These  qualificaticms  apply  to  all  applicants  for  membership. 

A  farmers'  selling  agency  organized  by  farmers  elevators  in  the  Northwest  should  be 
in  the  form  of  a  corporation.  The  local  farmers'  elevators  interested  in  such  selling 
agency  may  take  stock  in  the  selling  agency  in  harmony  with  their  average  shipments, 
if  they  so  desire,  so  that  the  dividends,  if  any,  paid  by  the  selling  agency  on  the  stock 
to  the  local  formers'  elevators  interested  therein,  would  approximate  quite  closely  to 
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a  patronage  dividend.  The  Chamber  of  Commerce  of  Minneapolis  would  have  no 
objection  to  the  distribution  by  the  local  farmers'  elevators  of  the  di\'idend  received 
from  the  selline  agency  with  any  local  profits  on  a  patronage  basis  locally. 

A  farmers'  selling  agency  organized  as  above  could,  however,  pay  dividends  onlv  to 
stockholders  and  in  proportion  to  the  amount  of  stock  owned.  Such  fanneiB'  selline 
agencv  would  enjoy  all  rights  and  privileges  possessed  by  any  other  member  and  would 
be  subject  to  all  restrictions  and  limitations  applying  to  'members  generally.  The 
attitude  taken  by  the  membership  committees  and  board  of  directors  toward  the 
application  of  a  farmers'  selling  agency  would  be  precisely  ^e  same  as  toward  any 
other  application  for  membersnip;  be  it  further 

Resolved y  That  a  farmers'  cooperative  elevator  company,  oi^mized  by  producers  at  a 
country  station,  can  secure  membership  in  the  Chamber  of  Commerce  of  Minneapolis 
on  precisely  the  same  terms  as  any  other  applicant  for  membership. 

Mr.  McLaughlin  of  Michigan.  Was  the  governor  elected  on  that 
platform  you  mentioned  ? 

Mr.  Steenebson.  Oh,  yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Those  cooperative  exchanges  are 
not  corporations  under  the  Mmnesota  law,  are  they  ? 

Mr.  Steenebson.  Some  of  them  are  and  some  of  them  have  capital 
stock,  but  the  capital  stock  dividend  is  limited  to  ordinary  rate  of 
interest.  Patronage  dividend  is  paid  on  the  amount  of  busnels  that 
they  furnish  to  be  sold. 

T^ou  will  observe  that  this  is  an  attempt  on  the  part  of  the  chamber 
of  commerce  to  square  themselves  by  saying  they  have  alwajs  been 
willing  to  admit  farmers'  societies,  but  they  themselves  in  this  docu- 
ment here  prescribe  exactly  what  the  terms  shall  be.  The  fact  is  that 
they  have  excluded  them,  and  notwithstanding  their  statement  there, 
I  told  Mr.  Wells,  who  brought  me  that  resolution,  that  they  are 
repeating  the  same  statement,  that  they  had  always  been  willing.  I 
said  I  happened  to  know  of  the  State  case — ^my  brother  waa  the  presi- 
dent of  tne  farmers'  association,  and  he  testified  to  it,  and  his  testi- 
mony is  printed  here;  and  Mr.  brake  testified  to  it  before  the  Com- 
mittee on  Rules  here  exactly  to  the  contrary,  and  the  rules  themselves 
are  printed  in  here,  which,  the  way  they  are  construed,  show  that  ther 
have  not  admitted  these  societies;  and  if  they  are  to  prescribe  the 
conditions  instead  of  the  law  as  they  propose  it  will  be  very  difficult 
to  get  in.  Therefore,  my  bill  prescribes  the  rules  and  conditions  upon 
which  they  should  oe  admitted,  and  would  not  leave  it  discretionaij 
in  their  case. 

You  remember  Mr.  Oates's  testimony — ^because  I  did  not  hear  aU 
of  it — ^but  I  was  very  much  interested  in  one  point,  wherein  he  said 
it  was  not  a  monopoly.  That  is  the  universal  statement  of  all  mem- 
bers of  the  chambers  of  commerce,  that  they  are  an  open  market,  and 
yet  this  committee,  which  I  presume  has  heard  so  much  of  this  testi- 
mony^ in  the  days  gone  by  and  is  familiar  with  the  organization  and 
practices^  of  these  exchanges,  know  that  in  another  sense  ^ey  are 
monopolies,  because  nobody  can  buy  or  sell  there  unless  he  belongs  to 
the  oi^anization,  and  here  is  what  Mr.  Gates  said  about  it: 

Mr.  McLaughlin  of  Michigan.  Is  it  necessary  for  us  in  consider- 
ine  your  bill  to  determine  whether  or  not  it  is  a  monopoly? 

Mr.  Steenebson.  No;  not  at  all.  He  said,  ''We  admit  no  man 
who  will  not  be  a  credit  to  the  board." 

The  courts  of  Minnesota  said  that  just  as  a  fraternal  society  or 
religious  society  they  can  exclude  anybody  in  their  discretion,  and 
those  are  the  rules  tney  have,  and  if  we  do  not  pass  a  bill  something 
like  this  one  which  I  have  prepared  they  will  simply  say,  ''  He  wiG 
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not  be  a  credit  to  the  society/'  as  I  read  here,  and  ^' we  do  not  like  to 
have  them  on  the  board." 

Mr.  MoLaughlin  of  Michigan.  What  do  these  associations  want 
membership  for  ? 

Mr.  Steenerson.  Thev  want  membership  for  this  reason:  They 
want  to  sell  grain — ^the  Cnamber  of  Commerce  is  a  market — elevators, 
milling,  and  warehouse  corporations  hold  many  seats.  Van  Dnsen 
&  Harrington,  it  appears,  nad  21  memberships;  that  they  had  ele- 
vator companies  imder  all  conceivable  names;  they  could  not  tell 
they  belonged  to  Von  Dusen  &  Harrington,  and  they  were  sub- 
sidiaries of  Van  Dusen  &  Harrington,  and  they  were  some  of  them 
specially  engaged  as  selling  agents  for  grain  conun^  from  the  country.  ' 
They  would  receive  this  srain  and  they  would  sell  it  to  another  Van 
Dusen  &  Harrington  subsidiary,  and  it  was  claimed  here  in  the 
testimony  that  sometimes  they  sold  it  more  than  once.  The  first 
subsidiary  would  buy  it  from  the  subsidiary  that  received  it,  and, 
there  being  a  fluctuation  in  the  market,  the  same  day  they  would 
sell  it  i^ain. 

The  fact  that  not  only  Van  Dusen  &  Harrington — they  enumerated 
here  a  half  dozen  other  corporations  or  many  corporations — ^which 
owned  seats;  and  some  of  the  big  banks  owned  several  seats.  So 
that  the  purchasing^  and  selling  of  grain  through  these  agencies  is 
controlled  by  the  milling  trade  and  we  grain  trade  to  the  exclusion 
of  the  producer. 

Mr.  McLaughlin  of  Michigan.  Take  this  Van  Dusen  &  Harring- 
ton company,  having  these  offshoots  or  branches,  and  so  on — ^would 
there  be  a  membership  for  each  one  of  those  ? 

Mr.  Steenerson.  Yes;  they  testified  they  had  21  membership 
seats,  and  some  of  the  others  had  almost  as  many,  and  thev  all  have 
the  name  ''Standard  Elevator"  or  some  other  name  of  elevatoe 
companies — ^Russell  &  Co  was  one  of  the  concerns  which  had  a  largr 
number  of  seats;  and  banks  are  allowed  to  have  these  seats.  ^ 

Take  the^  injxistice  of  this  theor^r  that  cooperative  societies  can 
not  be  admitted  because  it  is  a  division  of  commissions.  Van  Dusen 
&  Harrington  have  21  corporations  which  they  own,  and  they  all 
earn  on  sales  of  grain.  It  all  goes  to  the  parent  company  and  their 
stockholders,  and  it  is  a  division  of  commissions  juBt  the  same  as  the 
other,  which  was  distributed  under  patronage  dividend  system. 

Mr.  McLaughlin  of  Michigan.  Very  likely,  but  not  necessarily. 
Yoti  might  have  stock  in  a  lar^e  numoer  of  corporations,  which  are 
worlsins  independently;  you  might  get  dividends  from  each  one. 

Mr.  Steenerson.  It  is  possible,  but  it  operates  in  that  way. 

Mr.  McLaughlin  of  Michigan.  Was  there  testimony  to  the  effect 
that  the  profit  of  each  one  of  these  subsidiary  concerns  went  into 
common  fund,  and  then  was  divided  ? 

Mr.  Steenerson.  I  do  not  recollect  that,  but  they  testified  they 
were  all  subsidiaries  of  this  parent  company. 

Mr.  McLaughlin  of  Michigan.  Were  they  subsidiaries  or  did  Van 
Dusen  &  Harrington  simplv  have  stock  in  several  of  them  1 

Mr.  Steenerson.  They  nad  the  controlling  interest. 

Mr.  McLaughlin  of  lilichigan.  The  controlling  interest  in  each 
one — that  appears  in  the  testimony  ? 

Mr.  Steenerson.  Tes;  that  appears  in  the  testimony;  not  only 
Van  Dusen  &  Harrington,  but  a  large  list  here. 
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I  have,  as  you  knou',  been  very  much  Dccupied  \vith  my  o\sm  C<»m- 
mittee  on  Post  Offices  and  Post  Roads.  I  have  not  prepared  any 
arcjunient  here:  and  to-day  I  have  had  an  appropriation  bill  on  the 
floor  of  the  House  which  I  was  interested  in,  and  I  would  like  to  have 
prepared  a  more  elaborate  arsrument,  but  I  fancy  that  there  have  been 
others  who  have  presented  this  case.  I  assume  that  some  of  these 
farm  organizations  have  presented  it — I  hope  so,  anyway. 

I  will  sav  this,  that  I  attended  farmers'  meetings  not  so  very  lc»i:i: 
a2:o,  and  1  referred  to  the  fact  that  the  Chamber  of  Commerce  ^f 
Minneapolis  had,  throusrh  the  newspapers  advertised  that  they  were 
going  to  admit  them,  just  as  stated  in  that  paper  I  read,  and  <»nt 
*  farmer  srot  up  and  said :  "Well,  you  better  have  a  law  anyway, "  anu 
I  asrreed  with  him. 

We  had  better  prescribe,  and  so  there  is  no  doubt  about  it.  They 
can  not  use  their  whims  ex^'luding  people  who  are  entitled  to  admi--- 
sion. 

When  these  letters  were  proposed  in  the  Ijegislature  of  Minnesota 
in  the  past,  of  com^e,  the  farme»^  were  not  organized,  and  the  wheat 
raisers  were  in  a  small  minority.  But  I  recollect  reading  in  the  new- 
papers,  and  the  objection,  as  I  understood  from  newspapers  and  other 
reports,  was  that  if  Minnesota  alone  should  pass  such  a  law  it  would 
drive  the  grain  speculating  trade  and  grain  hedging  trade  all  t^» 
Chicago.  • 

For  that  reason  it  seems  to  me  that  that  argument  is  in  favor  of 
having  a  Federal  law  on  the  subject,  in  order  that  every  grain  ex- 
chans:e  in  the  United  States  should  by  act  of  Congress  lie  required, 
on  such  reasonable  terms  as  may  be  just  and  as  prescribed  in  this  law, 
admit  cooperative  societies. 

As  I  say,  I  have  taken  the  law  of  Nebraska  and  adapted  it  so  as  to 
be  suitable  for  an  act  of  Congress,  because  we  base  this  jurisdiction 
of  Congress  not  only  on  the  fact  that  they  are  engaged  in  interstate 
commerce,  but  they  are  also  presumably  submitting  to  the  juris- 
diction of  the  United  States  and  Congress  when  they  all  adopt  the 
grain  standards  of  grades  and  operate  under  the  Federal  elevator  law, 
and  thereby  ackno\^ ledge  that  it  is  interstate  conunerce,  because 
those  things  apply  to  interstate  commerce. 

Mr.  McLaughlin  of  Michigan.  I  would  like  to  know  somethuig 
about  whether  these  cooperative  associations,  if  they  gain  member- 
ship on  a  chamber  of  commerce,  could  carry  out  any  of  their  fell 
purposes  and  destroy. 

Mr.  Steenerson.  I  should  be  very  glad  to  come  back  later  and 
make  a  further  statement,  and  I  will  leave  these  hearings  before  tlu* 
Committee  on  Rules  here,  with  an  index  I  have  prepared  so  it  can  be 
consulted  readily. 

STATEMEVT  OF  MB.  F.  B.  WELLS,  OF  PBAYET  ft  CO., 

MINVEAPOLIS,  HIirK. 

Mr.  Wells.  T  am  not  here  as  a  representative  of  the  Minneapolis 
Chamber  of  Commerce,  but  as  there  does  not  seem  to  be  anyone  e»he 
here  representing  the  organization,  I  will  be  glad  to  answer  any 
questions.  I  am  neither  a  director  nor  officer  of  the  chamber  of 
commerce.  The  sole  objection  to  the  admission  of  cooperative  selling 
agencies  is  that  they  disburse  their  earnings  on  a  patronage  basb. 
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wJiicH  amounts  to  splitting  commissions.  All  of  the  exchanges,  so 
far  as  I  know,  have  an  established  commission  rule,  a  minimum  com- 
mission which  can  be  charged  for  the  handling  of  cash  grain. 

If  a  cooperative  selling  agency  operating  on  a  patronage  basis, 
which  means  distribution  of  earnings  according  to  the  business  fur- 
nished by  an  individual,  is  admitted  to  mem&rship  in  a  grain  ex- 
change, and  is  permitted  to  disburse  its  earnings  on  a  patronage 
basis,  it  is  equivalent  to  a  splitting  of  commissions.  In  other  words, 
after  their  overhead  expense  was  paid,  what  remained  would  be 
divided  up  among  their  patrons. 

There  is  nothing  to  prevent  them  from  going  outside  and  soliciting 
business  and  getting  business  on  all  sides  from  individuals  other  than 
members  of  their  societies  or  associations,  which  would  result  in  elim- 
inating the  regular  commission  merchant. 

Mr.  McLaughlin  of  Michigan.  There  is  nothing  to  forbid  it.  What 
is  the  practice  ?    Do  they  not  do  business  solely  for  their  membership  ? 

Mr.  Wells.  No;  they  do  business  for  anyone  in  the  country.  If 
the  business  of  the  cooperative  selling  agencies  were  restricted  to  their 
own  members,  and  there  was  a  substantial  fee  required  for  member- 
ship, I  assume  that  there  would  be  no  objection. 

I  am  not  a  commission  man;  I  do  no  commission  business  what- 
soever, and,  consequently,  the  commission  rule  means  very  little  to 
me,  except  this :  That  if  you  are  going  to  permit  splitting  of  commis- 
sions ana  the  wild  competition  for  business  that  will  follow,  you  are 
going  to  seriously  impair  the  stability  of  the  commission  houses;  and 
to  those  commission  nouses  is  intrusted  the  handling  of  a  tremendous 
volume  of  the  farmers'  grain  in  the  Northwest. 

The  moment  you  impair  theu-  stabihty  you  are  placing  the  farmer 
in  an  insecure  position.  That  is  the  only  reason  which  I  know  for  the 
maintenance  of  the  commission  rule.  The  commission  rule,  as  a 
matter  of  fact,  has  been  upheld  in  the  comrts  as  being  perfectly  le^al. 

Mr.  McLaughlin  of  Michigan.  The  commission  merchant  domg 
business  on  the  exchange  must  act  independently,  and  each  one  carry 
through  his  own  transactions  and  pay  his  own  commission  and  keep  it? 

Mr.  Wells.  Yes. 

Mr.  McLaughlin  of  Michigan.  Suppose  several  wanted  to  combine 
and  split  the  commissions;  what  difference  does  it  make  9 

Mr.  Wells.  The  commission  merchants  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Wells.  That  is  all  right;  they  can  form  a  firm  or  partnership; 
but  they  are  not  dividing  with  the  man  who  pays  the  commission. 
In  other  words,  they  are  not  dividing  their  pronts  with  the  man  who 
pays  the  commission. 

Mr.  McLaughlin  of  Michigan.  No;  of  course.  The  man  who  pays 
the  commission  gives  his  money  to  the  commission  merchant,  does 
he  not  ? 

Mr.  Wells.  Yes. 

Mr.  McLaughlin  of  Michigan.  And  the  commission  merchant  can 
do  as  he  pleases,  keep  it  all  or  divide  it  with  some  one  who  helps  in  hi? 
transactions  ? 

Mr.  Wells*  Yes;  but  he  can  not  divide  it  with  the  man  who  pays  it. 

Mr.  McLaughlin  of  Michigan.  He  can  not  ^ve  part  of  it  back  t 

Mr.  Wells.  No;  that  woiud  be  called  ''splitting  commissions.' ' 
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Mr.  McLaughlin  of  Michigan.  I  got  the  wrong  idea  about  what 
splitting  commissions  is. 

The  Chairmak.  It  is  a  sort  of  a  rebate. 

Mr.  Wells.  It  is  a  rebate,  exactly. 

Mr.  VoiGT.  I  think  in  my  State  of  Wisconsin  we  have  a  law  which 
prohibits  an  insurance  aeent  from  giving  a  rebate  to  the  insured. 

Mr.  Wells.  Yesj  we  have  in  Mumesota,  also. 

Mr.  VoiGT.  For  instance,  an  insurance  agent  writes  you  a  policy 
on  your  house.  He  gets  probably  on  your  premium  20  per^  cent. 
I  have  been  in  the  iiisiu*ance  in  my  yoimger  days,  and  I  know  it  was 
customary  for  some  insurance  men,  in  order  to  set  a  big  line  of  business 
from  wholesale  houses,  for  instance,  that  they  would  go  to  that 
house  and  say,  '^  If  you  will  give  us  all  of  your  insurance,  we  wUl  give 
you  a  discount  of  10  per  cent."  Of  course,  that  would  put  all  the 
other  agents  at  a  disadvantage. 

Mr.  Wells.  That  is  exactly  the  same  thing  that  would  happen 
in  the  grain  trade  if  you  were  allowed  to  remit  a  part  of  your  com- 
mission to  the  shipper,  and  I  believe  the  commission  merchant  would 
be  goin^  out  in  the  country  and  offering  as  an  inducement  that  he 
woiUd  give  you  back  a  quarter  of  a  cent,  a  half  cent,  or  split  the  com- 
mission with  you,  and  that  would  brin^  the  commission  down  to 
nothing  and  the  stability  of  the  comimssion  merchant  would  be 
impaired.    That  is  the  reason  for  the  whole  thing. 

Mr.  TiNOHEB.  Is  there  not  some  trouble  going  on  about  the 
Minneapolis  Exchange  ? 

Mr.  Wells.  Some  trouble  ? 

Mr.  Tinoher.  Yes. 

Mr.  Wells.  I  think  not. 

Mr.  Tinoher.  Some  suit  for  unfair  practices  ? 

Mr.  Wells.  If  you  wish,  I  will  go  into  that  sketchily  iust  now. 
The  oi^anization  which  Congressman  Young  represented  nere,  the 
Equity  Cooperative  Exchange,  in  the  year  1913,  at  which  time  I 
happened  to  be  president  of  the  Minneanolis  Chamber  of  Commerce, 
preferred  chaises  before  the  State  Legislature  of  Minnesota  against 
the  Minneapolis  Chamber  of  Commerce,  and  a  legislative  investigation 
was  ordered  and  took  place.  Charges  were  not  upheld,  and  they 
gained  nothing  by  the  mvestigation.  The  Minneapolis  Chamber  of 
Commerce  was  ^ven  a  clean  bill  of  health. 

Having  failed  in  this,  Mr.  Mannahan,  who  was  the  attorney  for  the 
Ek}uity  Cooperative  Exchange,  brought  the  matter  to  the  attention 
of  the  governor  and  attorney  general  in  Minnesota,  and  they  refused 
to  take  any  action. 

He  then  brought  it  down  to  the  Department  of  Justice,  and  the-' 
refused  to  take  any  action.  He  then  filed  complaint,  dated  December 
1,  1917,  against  the  Minneapolis  Chamber  of  Commerce,  containing 
a  number  of  charges,  among  others  defending  the  good  name  of  the 
Equity  Cooperative  Exchange,  and  that  complaint  was  never  acted 
upon  bv  the  Federal  Trade  Commission  until  December  1  of  this  year. 

Mr.  ^(cLaughlin  of  Michigan.  1920? 

Mr.  Wells.  1920;  at  which  time  the  complaint  originally  filed, 
which  brought  the  charges  against  the  ofiicors  and  directors*  of  the 
association  m  1917 — the  complaint  as  originally  filed,  complaining  of 
practices  it  was  claimed  existed  three  >  ears  prior  to  the  original  oate 
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of  the  filing — wbs  filed  against  the  Minneapolis  Chamber  of  Commerce 
under  date  of  December  1 ,  1920 ;  and  that  complaint  embodies  a  good 
deal  of  what  Congressman  Young  expressed  here — ^his  attitude  and 
the  attitude  of  the  Equity  Cooperative  Exchange  toward  the  Minne- 
apolis Chamber  of  Commerce. 

That  complaint  has  not  been  heard  yet.  It  was  filed,  as  I  said. 
December  1,  1920.  The  complaint  is  f^ainst  the  president  ana 
directors  of  the  Minneapolis  Chamber  of  Commerce,  who  held  oflBice 
on  December  1,  1917. 

Mr.  TiNCHER.  Are  you  the  Mr.  Wells  that  Mr.  Young  has  quoted  ? 

Mr.  WEIJ.S.  I  am  the  Mr.  WeDs  whom  he  quoted.  Durmg  this 
legislative  investigation  to  which  I  referred,  I  was  on  the  stand  most 
of  the  time  for  three  months,  being  cross-examined  by  Mr.  Manahan; 
and  the  reply  which  was  cited  in  Mr.  Anderson's  brief  was  the  reply 
to  a  hypotnotical  (juestion  propoimded  bv  Mr.  James  Manahan,  and 
it  seems  hardly  fair  to  me  that  my  reply  should  be  given  without 
quoting  his  question. 

I  am  quoted  as  saying  that  a  eroup  of  speculators  could  get  to- 
gether secretly  and  conspire  to  auect  the  price,  but  they  could  not 
hold  it  there.* 

Of  course,  I  can  not  remember  the  exact  question,  as  it  was  years 
ago.  But  that  was  the  replv  to  a  hypothetical  question  and,  of 
course,  the  same  thing  woum  be  true  in  any  business — a  group  of 
speculators  could  get  together  and  conspire  to  increase  the  price  of 
anv  commodity. 

Mr.  TiNCHER.  Did  England  buy  any  quantity  in  1917  ? 

Mr.  Wells.  Unquestionably. 

Mr.  TiNCHER.  That  proves  Mr.  Young's  statement  that  they  can 
do  that? 

Mr.  Wells.  Yes,  sir. 

Mr.  TiNCHER.  They  bought  and  sold  wheat  ? 

Mr.  Wells.  I  do  not  tnink  they  sold  in  1917 — they  bought  all 
the  cash  wheat  available  and  bought  during  a  number  of  months 
prior  to  May  large  amounts  of  futures,  and  when  May  came  around 
they  made  cash  settlements  with  those  shorts  who  were  unable  to 
deliver  cash  wheat  on  their  sales,  so  I  am  advised. 

Mr.  TiNCHER.  They  are  keen  merchants? 

Mr.  Wells.  The  Liverpool  merchants  are  the  keenest  in  the 
world,  so  far  as  I  know. 

Mr.  TiNCHER.  Did  they  do  the  same  thing  in  1920? 

Mr.  Wells.  Not  so  far  as  sales  are  concerned.  In  1920,  early  in 
summer,  the  British  Commission  bought  a  vast  quantity  of  wheat  at 
times  when  our  supplies  were  apparently  low,  and  when  no  wheat 
was  moving;  and  when  the  wheat  available  was  tied  up  by  lack  of 
tranfportation.  It  is  supposed  they  purchased  early  in  the  summer, 
because  they  were  apprenensive  of  a  possible  coal  strike,  which  ma- 
terialized in  part  later  which  they  thought  might  interfere  with 
securing  bunker  coal  for  shipping.  It  might  interfere  with  their 
ability  to  secure  supplies  of  grain  later  on  in  the  season. 

Mr.  TiNCHEB.  There  is  nothing  to  hinder  them  coining  in  next 
summer  and  going  on  these  exchanges  and  depressing  the  market 
by  selling  futures  until  they  can  buy  cash  wheat  at  tne  price  they 
want? 
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Mr.  Wells.  Nothing  except  the  certainty  that  when  they  come  to 
purchase  back  the  futures  sold  they  probably  would  run  int^  a  verv 
decided  obstacle. 

Mr.  TiNCHKR.  This  can  be  cited  as  one  probably  gambling  in 
futures? 

Mr.  Wells.  ''Speculating,''  we  will  call  it.  It  is  an  abnormal 
condition;  the  whole  situation  is  abnomial. 

The  Chairman.  What  is  there  to  the  statement  made  here  that 
they  can  neither  buy  or  sell  on  the  exchange  except  through  a  mem- 
ber? 

Mr.  Wells.  He  can  not;  that  is,  an  individual  can  not  go  onto  the 
board  of  trade  and  execute  a  contract  himself:  and  there  is  a  verv* 
good  reason  for  it,  and  for  Mr.  Young's  statement  as  regards  the 
disinclination  of  the  mills  to  buy  from  the  producers. 

The  Chairman.  That  has  reference  to  buying  and  selling  futures. 
How  about  cash  ? 

Mr.  Wells.  Cash  is  the  same  way. 

The  Chairman.  Can  one  buy  from  samples?  Does  he  have  u* 
buy  through  a  commission  merchant? 

Mr.  Wells.  He  has  to  buy  through  a  commission  merchant,  bm 
he  can  select  the  samples  which  he  wishes  to  purchase. 

The  Chairman.  He  can  not  buy  except  through  a  commission 
merchant  ? 

Mr.  Wells.  No. 

Mr.  VoiGT.  Did  the  English  Government  make  anv  people  settle 
this  year— 1920? 

Mr.  Wells.  No,  not  that  I  have  heard  of. 

The  Chairman.  Thank  you,  Mr.  Wells.  Without  objection  then* 
will  be  inserted  in  the  record  at  this  point  a  letter  of  Mr.  F.  M.  Crosby, 
dated  Januar\^  12,  1921;  and  letter  of  International  Milling  Co., 
dated  January-  8,  1921,  bearing  on  matters  subject  to  the  hearing. 

(The  letters  referred  to  above  follow:) 

Shoreham  Hotel, 
WoHhingtony  January  It,  19^1. 
Hon.  G.  B.  IIauqen, 

Chairman  CcrmmiUee  on  AyricuUiwe, 

HoiLse  of  Representatives,  Washington^  D.  C. 

My  Dear  Mr.  IIaugen:  It  occurs  to  me  in  \'iew  of  the  evident  deeire  of  yoixr  com- 
mittee to  establish  a  proper  definition  of  speculator  and  manipulator  that  the'foUowlntr 
may  be  helpful: 

Speculator — One  who  deals  under  existing  conditions  as  he  interprets  them  bu< 
does  not  attempt  to  alter  them. 

Manipulator — A  speculator  who  by  reason  of  the  large  quantities  in  which  he  deal^ 
attempts  to  force  artificial  conditions  or  to  exaggerate  conditions  for  his  own  adv-anta^f- 

I  am  offering  this  merely  as  a  suggestion. 

Thanking  you  for  your  courteous  consideration,  I  remain, 
Yours  respectfully, 

F.  M.  Crosh\ 

New  pRAnuR,  Minn.,  January  8^  lU^i, 
Hon.  Walter  H.  Xewton, 

House  of  Representatives f  Washington^  D.  C. 

Sir:  With  reference  to  proposed  legislation  prohibiting  or  restricting  trading  in  pnam 
futnree— 

From  the  point  of  view  of  the  nsiiling  bufidnefls  it  seems  to  us  that  thia  would  be  very 
undesirable  legislation.  We  think  this  is  so  because  it  would  largely  chaoge  tlu? 
methods  of  handling  our  business  and  if  we  were  unable  to  protect  our  open  wheat 
contracts  and  flour  contractfi  by  hedging  in  the  futures,  it  would,  in  order  to  cover  th« 
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in<  leased  risk,  ne<et*eitate  asking  and  obtaining  very  much  wider  margins  than  those 
on  which  the  business  is  now  done. 

While  this  would  not  perliaps  in  the  long  run  be  a  detriment  to  the  milling  business, 
in  fact,  the  ciiances  are  that  the  net  result  of  the  milling  business  would  be  a  greater 
profit,  it  would  certainly  disrupt  all  the  present  methods  of  doing  business  and  without 
corresponding  gain  to  the  public  generally.  There  are  \mdoubtedly  some  evil 
practices  connected  with  the  trading  in  futures. 

In  so  far  as  they  are  used  for  mere  gambling  by  those  wlio  liave  not  and  never  liad 
any  interest  in  either  the  grain  or  flour  business,  this  is  true.  It  seems  to  us,  however, 
that  in  80  far  as  they  are  used  by  a  buyer,  jobber,  distributor,  or  a  baker,  or  anybody 
else  engaged  in  handling  grain  or  its  products,  to  buy  their  future  requirements, 
it  is  entirely  legitimate.  Buying  of  this  kind  meets  selling  by  the  grain  raiser,  the 
<*onntry  elevator  owner  or  the  terminal  elevator  who  own  the  grain  or  liave  it  con- 
tracted for,  and  is  entirely  legitimate.  It  enables  dealers  of  either  class,  that  is,  those 
who  are  engaged  in  l)uying  and  collecting  the  grain  for  future  use  and  those  who  are 
engaged  in  selling  and  distributing  it  into  (consumption,  to  do  business  on  compara- 
tively small  margins  and  without  too  great  employment  of  capital.  For  instance, 
a  baker  who  wishes,  say  in  October,  to  insure  himself  a  supply  of  flour  during  the 
months  of  December  and  Januar\'  at  a  given  price,  can  place  the  order  through  a  mill . 
The  mill  can  take  the  order  and  immeaiately  buy  some  future  option  like  the  Decem- 
ber oi)tion  against  the  sale  so  made.  If  this  could  not  be  done  the  mill  could  only 
sell  flour  to  satisfy  the  baker's  future  wants  to  the  extent  that  it  had  the  capital 
to  buy  the  actual  cash  wheat  at  the  moment.  The  tendency  would  be  to  restrict  the 
buying  during  the  fall  of  the  year  when  marketing  of  wheat  is  heaviest,  to  the  immed- 
iate needs  during  that  period  and  keep  out  of  the  market  tha«?c  orders  for  future  delivery 
which  a  baker  or  a  flour  dealer  is  willing  to  place. 

1 1  legislation  could  be  devised  which  would  make  it  impossible  for  anybody  to  deal 
in  futures  that  intended  only  to  gamble,  it  would  undoubtedly  be  a  desirable  thing. 
Hut  as  this  goes  largely  to  a  man's  intentions  and  purposes,  and  these  are  hidden  from 
everyone  but  himpelf.  it  would  seem  that  it  would  be  very  difficult  to  prohibit  one 
kind  of  transaction  without  prohibiting  the  other. 

We  believe  that  there  is  absolutely  no  question  that  in  spite  of  a  certain  amount  of 
e\i\  connected  with  the  dealing  in  futures  that  it  eerves  an  extremely  useful  purpose, 
and  to  either  prohibit  it  entirely  or  place  such  restrictions  on  it  as  to  make  it  difficult 
to  do  business  in  this  way.  would  do  much  more  harm  than  the  amount  of  good  which 
it  wa:«  intended  to  accomplish.  The-e  is  no  question  that  it  enables  the  distributer 
and  consumer,  as  well  as  the  milling  and  grain  business,  to  handle  these  products  on 
a  much  closer  margin  than  could  be  done  without  them.  It  is  perhaps  a  fact  that  the 
average  price  of  grain  during  a  given  year  would  not  be  very  different  vithout  future 
trading  from  what  it  would  be  as  no%r  handled,  but  we  believe  that  it  is  certainly  true 
that  there  would  be  a  much  wider  difference  i)etween  the  price  at  which  the  bulk  of 
the  crop  was  marketed  and  the  highest  price  obtained,  than  is  now  the  case. 

The  reason  for  this  is  that  it  would  restrict  the  buying  when  the  crop  was  moving 
heaidly  after  harvest,  largely  to  those  who  have  immediate  use  and  need  for  the  wheat, 
or  who  have  the  capital,  credit,  and  storage  facilities  necGaesLry  to  buy  it,  and  wait 
until  the  distributing  end  of  the  business  was  able  and  willing  to  take  their  surplus. 
As  these  people  could  not  hedge  or  protect  themselves  by  future  tading.  they  oula 
naturally  wait  until  tlie  price  was  low  enough  so  that  they  felt  sure  that  they  were 
justified  in  going  in  and  buying  grain  that  was  offered  with  assurance  of  a  profit. 
Under  present  conditions  they  can  handle  a  large  volume  of  this  business  at  a  few  cents 
a  bushel  margin  because  they  are  protected  from  the  speculative  element  by  their 
hedges.  They  would  still  expect  and  require  the  same  margin  of  profit,  but  they 
would  have  to  have  an  additional  mar^n  to  cover  the  danger  of  loss  through  the  decline 
of  the  product  which  they  are  handling;  a  risk  which  they  do  not  novr  take. 

We  presume  all  this  is  a  matter  you  are  entirely  familiar  v.  ith  but  believe  it  is  a 
correct  statement  of  the  situation  as  far  as  the  milling  business  is  concerned,  and  as 
our  business  would  be  largely  affected  by  any  such  legislation,  we  pass  this  along  to 
you  for  what  it  may  be  worth. 
Yours,  verv  trulv. 

International  Milling   Co., 
By  F.  A.  Bean,  Jr., 

Vice  PrttiiOent. 

The  Chairman.  The  committee  will  now  stand  adjourned  until 
ilonday  morning  at  10  o'clock. 

(Thereupon,  at  4  o'clock  and  50  minutes  p.  m.,  the  committee 
.adjdurned  to  meet  10  o'clock  Monday  morning,  January  17,  1921.) 
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Committee  on  AGEiouLXxmB, 
House  of  Representatives, 

Thursday,  Jarmary  £0,  19il. 

STATEMENT  OF  HOV.  HALVOR  STEEITEBSOV,  A  SEPBESEVTA- 
TIVE  nr  COlfOBESS  FEOM  THE  STATE  OF  MHOTESOTA. 

The  Chaibman.  We  will  hear  from  Mr.  Steenerson. 

Mr.  Steenerson.  Mr.  Chairman,  I  hare  very  little  to  add  to  what 
I  have  already  stated  in  support  of  my  bill  to  require  the  grain 
exchanges  to  admit  cooperative  societies  to  seats  or  member^ps. 
The  proposition  has  been  discussed  throughout  the  United  States, 
and  i  have  received  a  great  many  resolutions  and  indorsements, 
and  it  is  self-evident  that  if  we  are  to  encourage  cooperative  selling 
and  buying  and  collective  bargaining  among  farmers  it  will  be  neces- 
sary to  allow  them  seats  on  the  exchanges. 

The  objections  that  have  been  made  are,  to  my  notion,  captious 
and  unreasonable.  It  is  simply  on  the  theory  that  these  grain 
exchanges  shall  be  a  law  unto  themselves,  that  they  are,  as  they 
have  claimed  to  be  in  the  past,  exclusive  or  close  corporations,  just 
the  same  as  a  social  club  or  a  fraternal  society  that  exercises  its 
discretion  as  to  whom  it  shall  admit. 

Now,  since  the  cooperative  movement  has  been  so  greatly  aug- 
mented in  late  yaers,  and  since  the  farmers  of  the  United  States 
look  to  that  as  a  remedy  for  a  great  many  of  their  grievances  and 
the  dijficulties  they  now  labor  under,  it  seems  to  me  that  Congress 
ought  to  recognize  the  principle  that  a  cooperative  society,  when  it 
is  willing  to  comply  with  the  rules  of  a  grain  exchange — that  is, 
purchasing  a  seat  and  obeying  reasonable  niles — shall  have  the 
privilege  of  membership. 

Now,  Mr.  McLaughlin,  when  I  spoke  here  before,  wanted  to  know 
why.  ^  It  is  self-eviaent  that  a  market  like  the  Minneapolis  or  Duluth 
or  Chicago  market  is  controlled  by  the  members  of  these  grain 
exchanges;  that  is  to  say,  evervbody  that  buys,  sells,  ships,  stores, 
or  manufactures  grain  is  a  member  of  the  grain  exchange,  and  if  you 
are  a  private  party  or  a  producer  you  can  not  sell  to  any  member  of 
the  grain  excnange  and  you  have  got  nobody  left  to  sell  to.  The 
rules  of  the  grain  exchanjges,  as  you  all  know,  prohibit  them  from 
dealing  with  outsiders.    Tiiey  deal  among  themselves. 

The  following  tnatter  was  submitted  by  Mr.  Steenerson  and,  by 
order  of  the  chairman,  is  printed  in  full,  as  follows: 

Statbmbnt  by  Mb.  Benjamin  Drake,  of  Minneapolis,  Minn.,  Before  the 

COVMITTBE  on  RULES  OF  THE  HoUSE  OF  REPRESENTATIVES. 

The  Chamber  of  Commerce  of  Mmneapolis,  as  I  expect  to  show  the  committee  by  the 
evidence  at  hand,  is  a  monopoly  and  is  operated  as  a  monopoly,  purely  and  solely 
for  the  benefit  of  ^e  individuals  who  comprise  that  chamber,  ana  as  opposed  to  the 
interests  of  the  producers  that  it  is  supposed  to  serve. 
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In  the  first  place,  the  <'hamber  of  Commerce  of  Minneapolis,  in  the  words  of  ite  o\rv 
secretary,  who  is  present  at  this  hearing,  has  practically  no  outside  competition  e.\  cep( 
the  competition  from  the  grain  exchanges  of  (  hicagb  and  Milwaiikee.  Before  the 
Senate  committee  to  investigate  the  grain  exchanges  of  Minnesota,  Mr.  McHiigh 
testified  as  follows: 

"The  onlv  competition,  practically  speaking,  the  cliamber  has  is  at  Chicago  and 
Milwaukee." 

I  do  not  know  why  he  did  not  include  the  terminal  at  Duluth.  That,  to  some 
degree,  is  in  competition  with  the  Minneapolis  market,  although  it  is  closed  durirg 
the  season  of  navigation. 

Duluth,  Milwaukee,  and  Chicago  are  the  onh-  outside  competitive  terminals  w-hi<h 
the  Minneapolis  market  has  to  contend  with.  So  far  as  Duluth  is  concerned,  /or  a 
long  period  of  each  year,  from  the  Ist  of  December  to  the  1st  of  April,  the  market  i> 
closed  because  na\igation  is  closed.  So  far  as  (  hicago  and  Milwaukee  are  conccmcHJ. 
the  difference  in  freight  rates  from  points  in  Xorth  and  South  Dakota,  many  poinU: 
representing  large  areas  of  coimtry  in  both  StAtee,  is  such  that  Minneapolis  really  haji 
no  competition.  The  difference  in  freight  rates  from  many  of  these  points  amounts 
to  6  cents  per  bushel  and  is  in  favor  of  the  Minneapolis  teiminal;  and  within  that 
margin,  at  least,  the  Chamber  of  Commerce  of  Minneapolis  has  absolutely  no  oompt*- 
tition  in  the  marketing  of  the  prodticers'  grain. 

Dunng  the  year  1912  the  cnamber  of  commerce,  through  its  facilities,  marketed 
almost  200,000,000  bushels  of  grain,  which  Hhows  the  extent  of  the  operatiomi  of  that 
private  market  place.  It  is  the  largest  primary  wheat  market  in  the  world .  So  much 
lor  outside  competition. 

I  desire  to  call  the  attention  of  this  committee  to  the  internal  rules  and  regulatioiib 
and  practices  of  the  chamber;  to  its  oii^nization  as  a  corporate  entit}'.  In  the  tiret 
place,  the  chamber  of  commerce  is  a  pnvate  market  place.  This  ^-as  the  contentioti 
of  its  attorneys;  this  was  the  admission  of  itt^  officials  at  the  grain  investigation  ct>n' 
ducted  in  the  winter  of  1912-13  before  the  senate  and  house  investi^ting  committe*^ 
of  Minnesota. 

At  this  point  I  wish  to  introduce  the  testimony  of  these  gentlemen.  In  reply  in  a 
question,  the  secretary  of  the  chamber,  Mr.  McH^ugh,  replied: 

"The  institution  being  a  private  corporation,  there  is  no  reason  why  its  affairs  should 
b?  published  at  all,  any  more  than  those  of  any  other  private  corporation." 

Again.  Mr.  Mercer,  one  of  the  attomeVH  for  the  chamber,  made  this  decUiation  oi 
the  position  of  the  chamber  organization : 

"  It  is  not  a  public  business  at  all.  The  only  thing  is  that  there  are  certain  mien  given 
them  there  in  the  statute  which  exist  in  the  other  laws.  And  so  far  as  their  arbitrating: 
their  differences  are  concerned,  we  have  shov^ii  you  hei*e  before  the  committee  the  wa*. 
that  is  handled,  in  order  to  get  control  of  the  members,  to  be  sure  thev  will  operate' 
properiy  with  everybody  they  deal  with,  is  upon  the  application  m^hich  thev  make  and 
an  agreement  which  thev  sign  at  the  time  thev  become  membera.  And  tne  supri^me 
court — I  can  show  you  the  case — ^has  held  that  is  the  theor\'  on  which  those  rules'  are 
enforced  under  the*  laws  of  the  State. 

"Mr.  Schwartz.  Is  there  anv  concern  or  house  that  has  so  much  secrecy  <*onnected 
with  it  as  this  seems  to  have? 

"Mr.  Mercer.  Wliy,  certainly,  the  Supreme  (  ourt  in  that  Evans  case,  86  Miuneeota 
448,  points  out  that  it  is  a  corporation  in  the  nature  of  a  fraternity  or  benefiriar^- 
association.    Now  take  the  Gunderson  order  for  instance — t- 

"Mr.  Man  AH  AN.  That  case  didn*t  brin^  up  these  issues. 

"Mr.  Mercer.  Uh,  yes,  it  did;  something  in  that  same  line  of  the  power  to  en  force 
the  rules.    Take  your  Gunderson  order  putting  church  or  any  organization 

"Mr.  Bendixen.  That  is  different. 

"Mr.  Mekcer.  Not  at  all  different." 

The  contention  repeatedly  made  and  maintained  all  through  these  investi^tions 
waA  that  the  chamber  of  commerce  was  a  pri\'ate  market  place,  and  that  the  produc«4B 
tributary'  to  that  market  had  no  more  interest  in  the  rules,  practices,  or  customs  of  it*' 
membere  than  they  would  in  those  of  any  other  pri\ate  corporation. 

Now,  then,  as  further  evidencing  the  position  of  the  officials  upon  this  point,  in  a 
newspaper  article,  over  the  signature  of  John  J.  McHugh,  the  secretary,  published  in 
the  Improvement  Gazette,  of  Minneapolis,  for  October  31,  1913,  he  aaid: 

"The  Chamber  of  Commerce  of  Minneapolis,  therefore,  like  church  corpoiatioDB  or 
fraternal  societies,  is  a  voluntarv-  corporation  in  the  form  of  a  pri^'ate  corporation  '' 

Every  operation  of  the  chamber  of  commerce  in  the  past  has  been  shrouded  with 
all  the  secrecy  which  could  be  commanded.  The  ver\'  book  of  rules  beans  upoii  it^ 
face  the  words,  'Tor  the  use  of  members  only/' 
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• 

No  publicity  whatever  that  could  possibly  be  prevented  has  ever  been  peroutted 
of  the  affairs  of  the  Chamber  of  Commerce  of  Minneapolis.  What  are  some  of  these 
rules  and  practices,  of  which  the  public  never  heard  until  the  Minnesota  Legislature 
undertook  the  investigation  of  the  subject  last  winter? 

Under  the  rules  of  tne  chamber,  the  board  of  directors  have  the  absolute  and  arbi- 
trary power  to  fine,  suspend,  or  expel  any  member  for  the  violation  of  any  rule,  any 
reflation,  or  even  any  custom  of  tne  association. 

Mr.  McHugh,  in  the  article  in  the  Gazetteer,  which  I  have  above  quoted,  says: 

*'  It  is  comparatively  easy  for  the  board  of  directors  to  secure  obedience  to  the  rules 
of  the  organization  on  account  of  the  fear  of  suspension  or  expulsion  in  case  of  violation 
of  theniles.*' 

So  the  chamber  organization  has  arbitrary  and  absolute  control  over  the  actions  and 
conduct  of  its  members.  The  organization  was  oi]ganized  31  years  ago.  As  organized,  it 
was  or^nized  simplv  as  an  adjunct  and  purchasmg  agency  tor  the  Minneapolis  millers. 
The  Minneapolis  millers  were  located  there  around  the  power  site  of  St.  Anthony ;  they 
desired  to  secure  aconstantandassuredsupply  of  grain;  for  that  purpose  they  organ- 
ized the  Chamber  of  Commerce  of  Minneapolis.  At  the  beginning  it  was  controlled 
by  the  millers  exclusively.  A  short  time  afterward,  when  the  great  elevator  system 
sprang  up,  which  has  been  so  well  described  by  Mr.  Greely,  as  existing  at  Chicago,  it 
came  to  be  controlled  by  a  combination  of  millers  and  elevator  men — both,  gentlemen, 
you  will  notice,  interests  which  are  consuming  the  grain  of  the  farmers  and  which  are 
antagonistic  to  those  of  the  producer. 

In  the  beginning  the  membership  of  the  chamber  of  commerce  was  limited  to  550 
members.  It  has  never  been  increased  by  a  single  membershii>.  All  of  the  member- 
ships have  been  sold  out  for  more  than  15  years  past.  The  grain  trade  has  increased 
at  least  fivefold,  but  the  o]*ganization  has  never  permitted  a  single  new  membership 
to  be  added  to  its  limited  membership  of  550.  For  15  years  one  nas  not  been  able  to 
buy  a  membership  unless  some  memoer  happened  to  offer  one  for  sale.  Even  after 
bu>'iiig  one,  it  can  not  be  used  unless  the  individual  is  formally  admitted  by  a  vote 
of  the  board  of  directors,  and  the  board  of  directors  of  the  institution,  even  after  an 
indixidual  has  bought  his  membership,  can  refuse  to  allow  him  to  use  it  for  any  reason 
or  any  whim  or  any  caprice  which  may  actuate  them;  in  such  case  there  is  no  appeal 
either  to  the  membership  of  the  institution  at  large  or  to  any  court  of  competent  juna- 
diction  or  in  any  other  way  from  the  action  of  the  board  of  airectors.  In  other  words, 
they  can  and  do  exclude,  and  have  always  excluded,  everybody  whom  they  do  not 
want  to  transact  the  grain  business  at  the  Minneapolis  terminal,  no  matter  what  hia 
qualifications,  moral  character,  or  business  standing. 

I  wish  to  cadi  attention  to  an  incident  which  aptly  illustrates  the  viciousness  of  thia 
last  provision,  and  also  the  viciousness  of  several  other  rules  and  practices  of  the 
chaniber  of  commerce.  But,  first,  in  the  organic  act  imder  which  the  chamber  waa 
organized  there  are  some  peculiar  provisions.  In  the  first  place^  the  board  of  directors 
of  the  association  has  a  right  to  adjudi^cate  differences  and  disputes  between  mem- 
bers, and  also  between  a  member  and  an  outsider,  provided  the  outsider  consents; 
and  when  so  adjudicated  the  judgment  of  the  board  of  directors  can  be  filed  in  the 
district  court  of  Hennepin  County,  wherein  the  chamber  of  commerce  is  located,  and 
when  so  filed  has  the  full  force  ana  effect  of  a  judgment  in  a  court  of  competent  juris- 
diction ;  execution  will  issue  upon  it  in  the  same  way  as  upon  the  judgment  of  a  regu- 
larly constituted  court.    The  chamber  of  commerce  is  a  court,  trying  its  caaes  in  aecret. 

Again,  under  the  organic  act,  in  the  event  of  indebtedness,  every  member  has  a 
lien  upon  the  membermip  of  every  other  member,  which  is  prior,  superior,  and  para- 
mount to  the  claim  of  any  individual  outside  of  the  chamber  to  whom  money  may 
also  be  owing.    It  is  to  this  provision  that  I  now  wish  to  call  your  particular  attention. 

The  Chairman.  Let  me  ask  you  a  question  right  there.  You  mean  a  special  act 
of  the  legislature  chartering  this  board  of  trade? 

Mr.  Drake.  Yes,  sir. 

The  Chairman.  And  that  this  lien  is  on  the  membership  in  the  chamber  and  not 
on  any  property? 

&lr.  Drake.  Just  upon  the  membership — the  money  value  of  the  membership — 
yes,  sir. 

The  Chairman.  What  is  the  money  value  of  the  membership  now? 

Mr.  Drake.  The  money  value  of  the  membership  now  is  about  $3^500.  I  will 
stand  corrected  if  I  am  not  correct.  It  has  nm  as  high  aa  $5,000,  and  is  now  about 
$3,500.     I  believe  the  memberships  are  lately  at  a  slight  discount. 

I  call  the  attention  of  the  committee  to  tms  incident:  In  1903  the  farmers  of  Clay 
County,  Minn.,  organized  what  was  known  as  the  Minnesota  Farmers'  Exchange. 
That  exchange  was  incorporated  and  sought  to  market  its  own  grain  at  the  Minneapolis 
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terminal.  This  story  may  be  of  peculiar  interest  to  this  committee  by  reason  of  the 
foct  that  Elias  Steenerson,  a  brother  of  Congressman  Steenerson,  of  Minnesota,  was 
one  of  the  directors  of  that  organization  formed  in  1903.  These  farmers  were  of  the 
opinion  that  they  could  buy  a  membership  in  the  Chamber  of  Commerce  of  Minneap- 
olis, come  down  to  the  chamber^  and  market  their  own  Rrain.  They  thought  there 
was  a  free  and  open  market  in  Minneapolis.  They  sent  tneir  representative  down  to 
the  Chamber  of  Commerce  of  Minneapolis,  and  tney  found  out  that  they  must  first 
obtain  a  membership  before  they  could  do  business.  When  they  sought  a  membership 
they  foimd  that  all  the  memberships  were  sold  and  had  been  sold  for  a  number  of 
years  past.  Finally,  after  waiting  for  weeks,  they  found  an  individual  who  was  ready 
to  sell  his  membership  for  $4,200.  They  bought  this  membership.  They  then 
thought  they  could  do  busineas  upon  the  chamber  of  commerce.  But  then  they  were 
confronted  by  the  rule  that  they  could  not  do  business  until  they  were  admitted  bj 
a  vote  of  the  board  of  directors,  and  the  board  of  directors  of  the  Chamber  of  Com- 
merce of  Minneapolis  refused  to  permit  the  farmers'  organization  to  do  business,  even 
after  it  had  secured  and  bought  a  membership,  because  it  was  a  cooperative  institution. 

All  of  this  time  the  grain  o!  the  Minnesota  farmers*  exchange  had  been  accumulating. 
They  found  it  necessary  to  market  it.  Therefore,  they  went  to  a  member  of  the 
chamber,  McKinnon  &  Son,  and  engaged  this  firm  to  market  that  grain  for  them,  to 
pay  them  the  usual  commission  for  the  service.  McKinnon  continued  to  market 
the  grain  for  some  time.  Finally,  at  a  time  when  he  had  in  his  possession  12  carloads 
of  ^in  belonging  to  the  farmers  of  Clay  County,  at  such  a  time  he  fsuled,  and  as  the 
evidence  shows,  he  failed,  it  is  claimed,  largely  because  of  speculating  or  gambling 
transactions  with  the  firm  of  E.  L.  Welch.  E.  L.  Welch  is  one  of  the  men  who  ib  here 
to-day  representing  the  Chamber  of  Commerce  of  Minneapolis.  McKinnon  failed 
because  oi  gambling  transactions  with  Welch's  firm.  Welch,  by  virtue  of  that  pri\'i- 
lege,  secured  to  the  organization  by  the  organic  act  of  the  law  of  Minnesota,  fir?i 
seized  McKinnon 's  membership,  and  api)ropriated  that;  and  then  in  some  way  or 
other  he  got  the  grain — ^the  12  carloads,  which  the  farmers  of  Cla^  Countv  had  shipped 
in  to  McKinnon  &  Son,  and  which  had  been  turned  over  to  Welch.  So  that  all  the 
formers  got  out  of  their  12  carlcMEids  of  grain  was  a  deficit  of  some  $12,000. 

The  directors  of  the  organization  each  raised  $1,500  apiece,  each  going  into  his  own 
pocket,  paid  off  the  owners  of  the  grain,  the  shippers;  and  the  association  went  oat 
of  business. 

That  is  the  story  of  the  first  attempt  to  msurket  grain  upon  a  cooperative  basis  at 
the  Minneapolis  terminal;  and  1  call  attention  to  the  fact  that  the  man  who  broke 
^e  Farmers'  Exchange  of  Minnesota  is  here  to-day  representing  the  Chamber  of 
Commerce  of  Minneapolis. 

It  was  my  intention  to  read  a  portion  of  the  testimony  of  Mr.  Steenerson,  in  which 
he  narrates  the  story  of  the  Minnesota  Farmers'  Exchange,  his  sworn  testimony,  bat 
in  view  of  the  fact  that  I  have  given  it  in  substance,  I  am  simply  ^ing  to  ask  that  it 
be  incorporated  in  the  record  and  made  a  part  of  the  records  of  this  committee. 

The  Chairman.  It  will  be  so  ordered. 

(Tlie  testimony  here  submitted  by  Mr.  Drake  is  as  follows:) 

[Elias  StMoerson,  House  oominittee,  pp.  241-243.] 

''Mr.  Elias  Steenebson,  being  duly  sworn,  testified  as  follows: 

'*By  Mr.  Manahan: 

"Q.  What  is  your  name? — A.  Elias  Steenerson. 

**Q.  Where  do  you  live? — A.  Crookston,  Minn. 

"Q.  How  long  have  you  lived  there? — A.  It  is  36  years  since  I  settled  in  Cooke 
County. 

''Q.  What  has  been  your  business  durine  that  time,  generally  speaking? — A.  Fann- 
ing and  various  other  kinds  of  business.    At  present  1  am  postmaster  at  Crookston. 

"Q.  You  have  been  engaged  in  farming? — A.  Some  of  the  time. 

^'Q.  You  have  been  engaged  in  the  grain  business?  In  the  elevator  buflinefls?— A.  I 
have  never  dealt  in  grain;  simply  shipped  my  own  grain. 

"Q.  Have  you  ever  had  any  experience  with  the  chamber  of  commerce  at  Mtn- 
neapoUs? — A.  Yes. 

*'Q.  With  whom  did  you  have  those  transactions  that  you  speak  of? — A.  I  was  con- 
nected — I  took  an  interest  with  the  farmers  in  a  corporation  for  the  purpose  of  handlini 
grain  at  the  terminals.    Sent  a  man  down  to  the  terminals  to  sell  our  own  erain. 

''Q.  What  was  the  name  of  that  corporation? — A.  The  Minnesota  Fanners'  K^^ 
change. 
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**Q.  Incorporated  under  the  laws  of  Minnesota? — A.  Yes,  sir. 

"Q.  You  were  one  of  the  incorporators  and  one  of  the  directors? — A.  Yea,  sir. 

'*Q.  Your  plan  of  operation  was  to  send  a  man  down  to  Minneapolis? — A.  Yes,  sir. 

''Q.  To  represent  you  on  the  exchange? — A.  Yes,  sir. 

"Q.  Who  did  you  send? — ^A,  J.  S.  McDonald,  secretary  of  the  organization. 

**Q.  To  represent  your  corporation? — A.  Yes,  sir.  The  Minnesota  Farmers'  Rx- 
change. 

*'Q.  When  was  that? — A.  I  believe  it  was  in  1904. 

**Q.  Was  he  a  member  of  the  chamber  of  commerce,  or  did  he  have  a  place  on  the 
chamber? — ^A.  No;  we  did  not  suppose  that  it  was  necessary,  in  order  to  sell  our 
own  ^rain,  to  be  a  member  of  any  other  oi^nization  than  our  own,  but  we  found  that 
there  were  no  facilities  for  selling  our  own  grain.  It  was  all  centered  in  the  chamber 
of  commerce.  All  grain  dealers  were  members  of  the  chamber,  and  in  order  to  sell 
our  s:rain  it  became  necessary  to  become  a  member  of  that  organization. 

"Q.  You  fotmd  when  you  got  there  the  chamber  of  commerce  controlled  the  situa- 
tion, and  it  was  impossible  for  your  agent  to  dispose  of  the  grain  there? — A.  Yes,  sir. 

*'Q.  Then  what  was  done? — A.  We  made  application  for  membership  in  the  cham- 
ber of  commerce. 

•*Q.  What  happened  to  that? — A.  We  found  that  the  memberships  of  the  chamber 
of  commerce  were  sold,  and  they  told  us  that  in  order  to  cret  a  memoership  we  would 
have  to  buy  one  from  some  one  that  has  one  for  sale.  We  looked  around.  It  was 
said  there  alwavs  was  somebody  who  had  one  for  sale.  We  finally  found  one  who 
was  willing  to  dispose  of  it.  We  made  arrangements  to  get  it.  If  one  buys  a  mem- 
bership, he  will  have  to  apply  to  the  board  of  directors  of  the  chamber  and  be  passed 
upon  whetiier  they  will  be  allowed  to  become  members,  even  if  he  has  bougnt  his 
seat.  When  they  took  up  the  application,  they  refused  to  let  us  have  a  seat,  even 
though  we  had  purchased  a  membership. 

"Q.  After  you  had  purchased  it?— A.  Yea^  air. 

' '  Q.  In  whose  name  did  you  make  application? — ^A.  I  am  unable  to  remember  that. 

'  'Q.  Whether  it  was  in  the  name  of  tne  secretary  or  by  the  company  itself,  you  made 
application  for  a  seat  on  the  chamber,  which  was  refused? — ^A.  Yes.  sir. 

"  Q .  Was  this  man  McDonald  a  man  of  responsibility,  and  an  intelligent  man  worthy 
of  a  place? — A.  Yes,  sir. 

''Q.  He  was  refused  the  membership  on  the  ground  that  he  represented  a  coopera- 
tive association? — A.  Yes,  sir;  I  think  that  was  their  main  objection. 

"Q.  Then  what  did  you  do? — A.  By  this  time,  the  grain  snipments  came  through 
the  association. 

*'Q.  Through  what  association? — ^A.  Through  the  Farmers*  Exchange,  and  the 
secretary  made  anangements  to  turn  it  over  to  someone  who  was  a  member  of  the 
chamber  of  commerce. 

"Q.  Do  you  remember  who  that  was?— A.  Alexander  McKinnon  &  Son. 

"Q.  Then,  as  I  understand  you,  McDonald  in  representing  your  exchange  made 
arrangements  with  this  member  on  the  chamber  that  they  should  dispose  of  your 
grain?— A.  Yes,  sir. 

''Q.  McKinnon  disposed  of  the  wheat  turned  over  to  them  by  McDonald  represent- 
ing the  Equity? — ^A.  The  Farmers'  Exchange;  yes,  sir. 

^'Q.  What  happened  then?— A.  It  ran  on  a  while,  then  it  turned  up  that  there  were 
26  carloads  of  grain  came  in,  turned  over  to  McKinnon,  and  he  turned  them  over  to 
E.  L.  Welch  &  Co.,  another  member  of  the  chamber  of  commerce. 

*'Q.  Then  what?— A.  McKinnon  failed. 

*'Q.  Failed?  He  went  broke?— A.  Yes,  sir.  The  grain  was  by  Welch  credited  to 
McKinnon's  account.    McKinnon  was  in  deep  to  E.  L.  Welch. 

**Q.  As  I  understand  you,  when  McKinnon  failed  he  was  indebted  to  Welch? — ^A. 
Yes,  air. 

"Q.  And  he  tmmed  over  these  cars  to  E.  L.  Welch  instead  .of  paving  you  for  your 
grain;  simply  appropriated  the  money  and  applied  it  on  McKinnon  s  indebtedness  to 
him? — ^A.  Yes,  sir. 

**Q.  How  much  was  it?— A.  Something  over  $12,000. 

**Q.  Then  what  happened? — ^A.  We  looked  into  what  we  could  do.  We  asked  Mr. 
Welch  to  pay  us. 

**Q.  Welch  knew  it  wasyour  wheat? — ^A.  Yes,  air. 

*'Q.  You  took  up  with  Welch  for  your  money?— A.  Yes,  sir. 

**Q.  What  did  Welch  say  to  you  about  it?— A.  I  never  heard.  It  looked  to  me  like 
a  shell  game.  I  then  went  to  the  chamber  of  commerce  and  wrote  to  them  to  get 
their  rulea.  I  got  that  and  looked  it  up  and  fouiKi  they  were  organized  under  Uie 
statutes,  which  gave  them  a  right  to  exist  as  a  chamber  of  commerce  and  the  act  givea 
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them  the  authority  for  the  piirpoee  of  inculcating  principles  of  juetic  and  equity  an: 
trade. 

"Mr.  Manahan.  They  got,  not  only  justice  and  equity,  but  they  got  Steenerj*~'ii'- 
wheat. 

*'Q.  The  wheat  was  turned  over  to  McKlnnon  &  Co.,  a  member  of  the  cbambor  •: 
commerce? — A.  Yes,  sir.  The  member  of  the  chamber  of  commerce  who  sold  th^ 
wheat  got  not  only  the  wheat,  but  he  also  kept  the  membership  that  McKinnon  owned 

"Q.  And  Welcn  kept  McKinnon's  membership? — ^A.  Yes,  sir. 

"Q.  Your  society  or  exchange  brought  the  matter  right  up  to  the  chamber  of  com- 
merce?— ^A.  Yes,  sir.  I  studied  this  organic  act  and  Uieir  laws  and  regulations  and 
thought  to  myself,  if  they  were  sincere  in  their  motives  and  wanted  to  follow  out  thf 
principles,  that  they  woidd  possibly  assist  us  to  get  this  wheat  paid  fbr  to  the  origicaJ 
shipper  and  in  order  to  give  them  l£at  opportunity,  so  I  took  it  up  with  the  chamber  of 
commerce  bv  correspondence  and  explamed  to  them  the  situation  to  lend  us  a  helpinr 
hand.    We  had  several  letters  with  them  and  they  finally  staved  it  o£f." 

Q.  Then  that  was  the  final  communication  to  you  from  the  chamber  of  conunerce?— 
A.  Yes,  sir. 

Q.  Did  the  chamber  of  commerce  ever  attempt  to  right  the  wrong  of  the  tranaai  - 
tion  which  you  have  stated  to  the  committee? — ^A.  No;  they  have  not. 

Q.  They  simply,  on  advice  from  their  attorney,  referred  you  to  the  raibxmd  and 
warehouse  commission? — A.  Yes,  sir. 

Q.  Did  you  put  it  up  to  the  railroad  commission? — ^A.  I  do  not  remember. 

Q.  What  further  was  done,  if  anything?  Did  the  farmers  ever  get  paid  for  their 
wheat? — A.  Yes;  there  were  nine  directors  of  us  and  eight  of  us  put  up  $1,500  e^*  r 
to  pay  for  the  wheat.    The  directors  paid  the  farmers  for  the  wheat. 

Q.  Did  the  directors  ever  get  anything  back? — ^A.  No:  I  never  got  anything  (>a«  k. 
onlv  what  this  fanners '  exchange  finally  had  to  liquidate  and  dispose  of  the  property 
and  they  paid  25  per  cent,  and  I  took  that  and  let  it  go. 

Q.  The  farmers'  corporation,  it  broke  them? — ^A.  Yes,  sir. 

Q.  And  they  paid  the  directors  part  of  the  money  they  advanced  for  the  wheat^-> 
A.  Yes,  sir. 

Q.  Did  you  ever  get  any  of  it  back  from  E.  L.  Welch  &  Co.? — ^A.  No,  sir. 

By  Mr.  Teigen: 

Q.  Do  you  consider  to-day,  in  your  mind,  the  only  reason  why  vour  faxmeR 
exchange  was  broke  up  and  destroyed  from  doing  business  was  the  fact  that  you  never 
got  returns  from  the  chamber  of  commerce  for  this  wheat? — ^A.  Yes,  sir;  that  was 
the  reason. 

Further,  as  showing  the  power  of  this  organization,  and  its  methods,  there  aie  tx. 
least  400  traveling  agents,  solicitors  of  the  different  firms  of  the  chamber  of  commerre. 
These  traveling  agents,  before  they  are  permitted  under  the  rules  of  the  organisation  i: 
represent  a  ^rain  firm,  are  obliged  to  sign  an  agreement,  which  is  set  forth  in  the  book 
of  rules  o{  tms  organization,  wherein  and  whereby  they  agree  to  be  bound  bj  the  raJee 
customs,  and  regulations  of  the  association,  in  the  same  way  that  a  member  is.  So  tha* 
all  of  the  employees  of  this  organization  are  subject  to  the  same  disciplinary  measunf 
as  the  members  themselves.  This  regulation  is  set  forth  in  the  book  of  rules  unda 
what  is  known  as  Circular  No.  286.  The  pmctical  effect  of  this  is  that  no  trav^tinz 
agent,  no  matter  what  the  provocation,  dares  to  sav  anything  derogatory  to  any  mem- 
ber of  the  chamber  of  commerce;  but,  on  the  otner  hand,  this  body  of  eniiplo)*>:'e9 
traveling  over  the  Northwest,  visiting  the  managers  of  farmers'  elevators  as  often  tt 
they  possibly  can,  are  as  a  rule  pouring  out  their  false  accusations  against  the  Cooper* 
tive  Exchange  at  Minneapolis.  These  solicitors  are  a  i>art  of  the  machinery  of  tbi- 
neat  monopoly,  this  grain  combine,  whereby  it  is  seeking  to  crush  and  throttle  iIk 
Cooperative  Exchange,  through  the  instrumentality  of  the  abuse  and  villi fication  •- 
the  majority  of  these  traveling  agents  or  solicitors— all  who  will  stoop  to  do  the  bidding 
of  the  combine. 

Starting  as  the  chamber  of  commerce  did,  with  only  550  memberships,  it  at  oi^v 
adopted  the  policy  of  permitting  any  individual  or  any  firm  within  its  member^ p  *. 
buy  and  own  as  many  memberships  as  his  or  its  money  could  buy;  at  the  same  tictf 
the  b^  firms,  the  nulling  firms  and  the  elevator  firms,  began  to  organise  sub^diar* 
and  affiliated  companies. 

These  in  turn  accumulated  as  many  memberships  as  they  could  in  each  instant 
so  that  to-da^  we  have  the  spectacle  of  the  Van  Dusen-Hamngton  Co.,  suppoef^  • 
be  a  commission  house,  but  owning  as  subsidiaries  terminal  elevators  and  coon  try  hiy 
elevators.  We  have  the  spectacle  of  the  Van  Dusen-Hanington  Co.  and  its  mi  9u* 
8idiar\*  companies  owing  21  of  the  limited  memberships  of  the  chamber  of  commnTY 
and  Mr.  Ewe,  one  of  the  managing  heads  of  that  great  company,  with  its  subaidiah*- 
is  here  to  represent  the  chamber  of  commerce.    We  have  the  spectacle  of  the  Wa^ 
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buin-C  rosby  Co.,  with  ita  numerouB  subsidiariefl,  ownisg  24  of  those  limited  member- 
ships;  the  F.  H.  Pcavy  Co.  owning  8;  the  E.  S.  Woodworth  Co.  owning  9;  the  Pills- 
bury  Flour  Mills  Co.  owning  9;  the  McCaul-Dinncore  Co.  owning  7;  the  £.  L.  Weldi 
Co.  owning  7;  T.  M.  McCord  Co.,  9;  the  Big  Diamond  Mills  Co.  owning  10,  and 
so  on. 

Every  one  of  these  companies  which  I  have  described,  gentlemen,  is  either  in  the 
milling  or  the  elex-ator  business;  and  some  of  them  are  in  the  milling,  the  elevator,  and 
the  commission  business  combined. 

In  addition  to  permitting  these  companies  to  own,  vote,  and  control  as  many  mem- 
berships as  their  money  can  buy,  I  wish  to  say  that  it  is  beyond  all  peradventure  that 
40  of  tne  companies  of  the  chamber  of  conunerce  own  and  vote  an  actual  majority  of 
all  the  memberships  within  the  oivanization. 

The  otganization  has  also  adopted  the  policy  of  tucking  away  a  membership  wherever 
it  will  do  no  harm  and  wherever  it  may  do  them  some  good.  In  this  way  the  banks  of 
Minneai>oli8  own  eight  memberships,  the  Minneapolis  Gas  light  Co.,  a  public  service 
corporation,  owns  two;  the  Soo  Railroad  owns  one:  the  Gluck  Brewery  Co.  owns  one; 
a  hardwood  manufacturing  company  owns  one.  But,  never  in  the  whole  historv  of 
the  institution  has  a  cooperative  organization  been  permitted  to  own  a  single  member- 
ship. They  are  prodigal  so  far  as  the  public-service  corporations  are  concerned, 
prcxiigal  to  the  point  that  they  permit  a  single  member  to  own  and  vote  24  member- 
ships, but  they  will  permit  no  cooperative  organization  to  own  a  single  share.  And 
at  Faigo,  in  Nivth  Dakota,  on  the  3d  of  July,  1912,  and  again  at  Sioux  Falls,  S.  Dak., 
about  the  I6th  day  of  December,  1913,  at  the  latter  place  in  the  hearing  of  many  of 
the  men  here  to-day,  Mr.  McHugh,  the  secretary  of  the  chamber  of  commerce,  stated 
boldly  that  a  cooperative  association  would  not' be  permitted  to  own  a  share  or  to  do 
business  upon  the  floor  of  the  chamber  of  commerce. 

I  wish  to  say  on  that  point  further,  as  showing  the  manner  and  method  in  which 
this  sionopoly  is  entrenched,  that  outside  of  the  eight  meml>ershipH  which  are  owned 
directly  by  the  officers  of  banks  in  Minneapolis,  considering  the  two  lai:ge8t  banks  of 
the  city  of  Minneapolis,  a  majority  of  its  board  of  directors  of  one  are  members  of  the 
chamber  of  commerce.  Taking  Uie  next  bank  in  order  of  importance,  13  out  of  30 
of  its  board  of  directors  are  members  of  the  chamber  of  commerce;  and  of  still  another 
hank  six  members  of  the  chamber  of  commerce. 

I  simplv  call  attention  to  these  facts,  in  order  to  show  the  means  by  which  this 
monopoly  ramifies  its  control,  roaches  out  and  attempts  to  control  even  the  credit  of 
its  competitors. 

I  am  eoing  to  do  an  unlawyerlike  thing  and  here  anticipate  in  a  measure  a  defense 
of  the  chamber  of  commerce.  Mr.  McHugh  has  said  upon  many  occasions — and  I 
find  this  in  an  article  written  by  him — that  a  farmers'  elevator  company  in  North 
Dakota  has  been  a  member  of  the  chamber  of  commerce  for  many  years.  This  daim 
appears  upon  the  patent  insides  of  many  newspapers.  This  is  not  a  fact.  It  is  true 
that  the  Farmers'  Gram  Co.,  of  Devils  Lake,  N.  Dak.,  holds  a  membership  in  the  cham- 
ber of  commerce,  but  it  does  not  use  it.  It  does  its  business  through  some  other  mem- 
ber. More  than  that,  it  is  not  a  farmers'  organization  at  all;  it  is  an  aggregation  of 
capitalists,  a  corporation  incorporated  for  the  sum  of  $250,000  and  owning  18  old-line 
elevators  at  18  different  points  in  North  Dakota.  I  have  in  my  possession,  here 
exhibit,  but  will  not  offer  it  in  evidence,  the  report  of  a  commerciiu  agency  which 
shows  that  these  are  the  facts. 

At  the  investigation  held  in  St.  Paul,  Minn.,  during  the  \^inter  of  1912-13  the  sec- 
retary of  the  organization  was  unable  to  show  a  single  directorate  in  the  entire  30  years* 
existence  of  the  organization  which  had  not  been  made  up  of  a  majority  of  the  big 
millers  and  elevator  men.  In  other  words,  these  interests  have  ^ways  controlled 
the  Chamber  of  Commerce  of  Minneapolis,  and  if  the  committee  will  inquire  into  the 
situation,  I  think  you  will  find  that  practically  every  abuse  which  the  producers 
complain  of  to-day  is  the  result  of  this  control  of  the  organization  by  the  millers  and 
^'levator  men,  intecests  which  are  antagonistic  to  those  of  the  producers.  These  buying 
interests  are  interested  in  getting  the  ^rain  as  cheap  as  possible,  and  all  of  their  rules 
and  their  practices  are  framed  with  this  in  view. 

•  •  «  *  «  *  » 

Another  device  by  which  comjjetition  has  been  further  eliminated  in  the  Minne- 
apolis Chamber  of  Commerce's  private  market,  is  this:  They  have  instituted  there  a 
svstem  of  subsidiarj^  ownership,  a  system  of  interlocking  directories  and  officials  of 
the  various  companies,  the  milling  companies,  and  the  elevator  companies,  on  the 
one  hand,  and  tne  commission  houses  on  the  other.  I  make  the  charge,  and  I  defy 
any  of  the  members  of  the  chamber  of  commerce  to  disprove  it,  that  the  commission 
companies  which  are  supposed  to  represent  the  farmer^— God  save  the  mark — at  the 
Minneapolis  terminal — the  commission  houses,  the  large  ones  handling  more  than 
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one-half  of  the  coiisigfned  grain  that  comes  into  that  tenninal,  are  absolutelv  own^i 
by  the  milling  and  elevator  interests  which  buv  the  grain.  This  is  not  an  unsupported 
cnaige.  iiut,  first,  the  diitv  of  a  commission  merchant,  of  course — it  is  almost  An 
insult  to  the  intelligence  of  this  committee  to  suggest  this— but  I  would  sav,  the  dui> 
of  a  commission  merchant  is  one  of  fidelit\-.  He  is  bound  in  law  and  bound  in  businesv 
honor  to  get  the  he.M  price  he  can  for  consigned  yrain,  and  to  sell  it  to  the  best  posdble 
advantage.  He  has  no  right  to  sell  it  as  a  subsidiarv  to  a  company  with  which  he  \» 
afliliited.     That  is  wrong. 

Then  what  is  the  meaning  of  this  community  ownership  bv  big  mills  and  elevaii)? 
of  Minneapolis,  of  the  commission  houses,  under  names  which  suggest  no  connect  iod 
whatever,  and  which  connection  is  absolutely  unknown  h\-  reason  of  the  aecrec"  h> 
which  this  institution  has  been  able  to  enshroud  itself?  I  wish  to  make  this  statement 
on  the  matter.  Prominent  among  these  subsidiary  groups  is  the  \'an  Dusen-Haning- 
ton  g;oup,  a  group  which  is  represented  here  to-day  by  Mr.  Ewe,  one  of  the  thiee  men 
who  constitute  the  managing  head  of  that  group  of  subsidiaries.  It  consists  first  of 
the  Van  Dusen-Harrington  commission  house,  wnich  is  one  of  the  largest  commissioo 
houses  upon  the  floor  of  the  chamber  of  commerce.  In  addition  it  owns  all  the  stock 
of  the  three  terminal  elevators  in  Minneapolis— the  Star,  the  Crescent,  and  the  Pionwr 
Steel .  It  also  owns  the  National ,  the  Atlas,  the  I nterstate,  and  the  \'an  Dusen  elevator 
companies,  all  of  which  are  old-line  elevator  companies,  altogether  comprising  more 
than  300  line  elevatx)r  companies.    This  concern,  as  shown  at  the  Minnesota  investi- 

fation,  sold  grain  consigned  to  it  to  its  own  subsidiaries.  During  the  month  of  January. 
913,  as  shown  by  the  records  of  that  investigation,  this  commission  house  recei%in5 
the  grain  impressed  with  this  trust  to  secure  the  highest  possible  price  for  it  and  owing 
the  duty  of  fidelity  to  its  principal,  this  commission  house  sold  to  its  own  subsidiarief* 
197  cars  of  grain  in  one  month. 

Mr.  Ewe,  who  is  here,  also  testified  that  when  the  miller  sent  in  an  order  for  grain 
and  they  were  able  to  fill  it  out  of  their  own  receipts  of  consigned  grain,  they  would 
charge  a  commission  both  for  selling  and  for  purchasing  that  grain.  The  Van  Dusen 
Co.  is  one  of  the  large  companies;  it  owns,  controls,  and  votes  21  of  the  limited  mem- 
berships in  this  close  club  known  as  the  Minneapolis  Chamber  of  Commerce. 

Another  subsidiary  group  is  the  Washburn-Crosby  Co.,  of  which  Mr.  CVosby,  prwi- 
dent  of  the  chamber  of  commerce,  is  a  prominent  member.  These  subsidiaries  in- 
clude the  following,  which  the  Washburn-Crosbv  Co.  owns  or  controls  by  a  sysit'Oi 
of  interlocking  directors:  The  St.  Anthonv,  the  St.  Anthonv  &  Dakota,  the  Imperial, 
the  Iluhn,  Rocky  Mountain  &  Great  Western  elevators,  and  the  Great  Western  (.Tram 
Co.,  the  Barniun  Grain  Co.,  and  the  Brown  Grain  Co.  The  last  two  named  compAnH-^ 
are  commission  houses.  Each  is  a  subsidiary  of  the  Washburn-Crosby  Co.,  with  offi- 
cers practically  identical  with  the  parent  company.  During  the  past  summer  thl* 
company  issued  a  statement  showing  that  of  its  total  assets  over  $100,000  was  at  th* 
time  owing  from  other  Washburn-Crosby  subsidiariee,  which  would  seem  to  indirat*' 
a  healthy  and  flourishing  condition  of  business  between  this  company  and  its  sub- 
sidiaries. It  is  also  probable,  it  seems  to  me.  that  the  Heising  Grain  Co.,  anoth«*r 
commission  company,  is  owned  by  the  Washoum-Crosby  group.  This  group  oivu-* 
and  controls  24  of  the  chamber's  limited  memberships. 

Another  group  is  the  Big  Diunond  Mills  Co.  This  milling  company  owns  tbt 
following  smmoiaries:  The  Commander  Mill  Co.  and  the  Commands  Elevator  i\>.. 
the  Midway  and  Powers  and  Sheffield  elevator  companies.  It  also  owns  or  contn>b 
the  Gregory-Jenmson  Co.,  a  commission  house,  and  one  of  the  large  commisBionhoiaeB 
on  the  floor  of  the  chamber  of  commerce. 

In  a  similar  way  the  McCaul-Dinsmore  commission  house  also  owns  or  is  affiliated 
with  the  McCaul- Webster  and  Hawkeye  elevator  companies. 

E.  S.  Woodward  &  Co.,  a  commission  house,  is  also  in  the  elevator  buBinesB,  as  th« 
Concrete  and  Woodwaid  elevator  companies  bear  witness. 

E.  L.  Welch  &  Co.,  a  commission  company,  is  affiliated  with  or  owns  the  Secuhty 
Elevator  Co . ,  and  is  also  interested  in  a  mill  at  Fairfax,  Minn.  Mr.  Welch  is  here  to^ay 
representing  the  chamber  of  commerce. 

The  T.  M.  McCord  Co.  is  affiliated  with  the  Merchants*  Elevator  Co. 

The  Nye,  Jenks  Co.  is  affiliated  with  the  Itasca  Elevator  Co.  and  the  Calumet  Ki<^ 
vator  Co. 

The  Standard  Grain  Co.  is  afiiliated  with  the  Federal  Elevator  Co.;  the  Caisil  Com- 
mission Co.  with  the  Victoria,  and  E.  E.  Moero,  Superior  Tenninal,  and  Montana 
Centml  Elevator  Cos.,  as  well  as  the  Minneapolis  Seea  Co.  and  the  Tri-State  Imple- 
ment Co.:  the  W.  H.  Poehler  Comnussian  Co.  with  the  Pacific  £le^'ator  Co.  The 
Kellogg  ConmiisBion  Co.,  genendly  speaking,  is  manned  by  the  same  men  as  th< 
George  C.  Bagley,  Royal,  Atlantic,  and  Homestead  Elevator  Cos.  W.  D.  Gregory,  c: 
the  hrm  of  Gregorv-Jennison  Co.,  is  also  president  of  the  Carter-Sammis  Co.,  a  com 
mission  house,  ana  is  also  president  of  the  Powers  Elevator  Co.    Hie  Uatton  4irai:. 
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Co.,  acommiffiionhouse,  is  owned  jointly  by  the  Northwestern,  St.  Anthonv  &  Dakota, 
and  Andrews  Grain  Co.,  and  the  Washburn-Crosby  Co.  I  have  some  otners  on  my 
list,  but  I  shall  not  read  all  of  them.  I  will  say,  however,  that  the  Quinn-Shepherdson 
Co.,  a  commiasion  firm,  owns  Elevator  D  on  the  C.  <&  G.  Western  Railway  tracks. 
The  International  Grain  Co.,  McCarthy  Bros.  Co.,  and  a  laroe  elevator  at  St.  Louis 
Park  are  all  under  the  same  management.  The  Electric  Steel  Elevator  Co.  is  owned 
by  the  Russell  Miller  Milling  Co.,  and  thereby  hangp  a  tale* 

A  farmer  from  North  Dakota  wrote  ii\  to  the  Russell-Miller  Co.  and  asked  them  why 
it  was  that  they  refused  to  buy  a  bushel  of  the  pndn  handled  by  the  Cooperative 
[Exchange,  and  why  it  was  that  all  the  Minneapolis  mills  have  for  months  refused  to 
buy  a  bushel  of  the  grain  handled  by  the  £quit>r  Cooperative  Exchange,  and  this 
letter,  which  I  shall  oner  in  evidence,  was  received  in  reply.  This  in  on  the  stationery 
of  the  Russell-Miller  Milling  Co.,  and  is  dated,  MinneapoBs,  Minn.,  February  7, 1914. 
I  wiU  read  it: 

L».  NoLTiMiEB,  Secretary y 

ValUy  City,  K  Dak. 

Deab  Sir:  We  have  your  valued  favor  of  February  4  and  will  be  very  glad  to  answer 
your  questions  in  regard  to  our  wheat  buyine  as  fully  as  we  can. 

As  you  know,  we  buy  at  our  Dakota  mills  a  great  deal  of  our  wheat  supply  from 
£qui^  feurmers  and  from  Equity  elevators.  We  feel  sure  no  flour  sold  in  North 
Dakota  is  manufactured  so  lai^ly  from  Equity  wheat  as  ours. 

As  to  our  wheat  supply  for  our  Minneapous  mill  will  say,  that  we  do  not  buy  a  bushel 
of  this  wheat  ourselves,  nor  do  we  have  any  oi^nization  here  for  buying  wheat. 
Our  wheat  here  is  all  bought  for  us  by  the  Electric  Steel  Elevator  Co.  on  a  brokerage 
basis.  We  sunplv  tell  them  the  kina  of  wheat  and  the  amount  we  want  and  ask  no 
questions  as  to  who  sells  it.  This  arrangement  is  cheaper  for  us  than  to  put  in  our 
own  wheat-buying  organization;  so  that  as  long  as  we  are  buying  no  wheat  whatever 
through  our  own  organization,  we  are  of  course  not  direct  buyers  of  Equity  wheat  at 
this  point,  though  presume  much  of  our  wheat  ground  here  is  ndsed  by  Equit}*'  i^rmon 
and  shipped  by  Equity  elevators. 
Very  truly,  yours, 

RUSSELL-MILLER  MlG.    Co. 

H.  S.  Helm,  General  Manager. 

Now,  I  wish  to  offer  in  evidence,  and  1  do  offer  in  evidence,  the  statement  of  a 
financial  agency,  showing  that  the  Electric  Steel  Elevator  Co.  is  in  fact  a  subsidiary 
owned  by  the  Kussell-Miller  Milling  Co.    I  offer  this  in  connection  with  that  letter. 

(The  statement  referred  to  is  as  follows:) 

"Electric  Steel  Elevator  Co., 

**75  Chamber  of  Commerce, 
**  Minneapolis,  Minn.,  October  12,  191i. 

'^This  is  a  Blinnesota  corporation  organized  in  February,  1901,  with  an  authorized 
capital  of  $200,000,  which  was  increased  by  amendment  in  January,  1905,  to  $300,000. 
The  corporation  owns  and  operates  a  large  terminal  steel  elevator  plant  on  Marshall 
Street  NE.,  and  the  company  was  controlled  until  some  weeks  ago  by  the  Messrs. 
L.  S.  and  George  M.  Gillette  and  associates.  In  the  early  part  of  August  it  was 
reported  that  arrang^jements  had  been  made  whereby  the  capital  stock  oi  this  com- 
pany would  be  acQuired  by  the  present  officers  and  associates,  who  are  the  principals 
of  the  RuBBell-Miller  Milhng  Co.  of  this  city.  It  was  reported  that  the  plant  was 
bought,  based  on  a  valuation  of  $450,000,  and  that  former  stockholders  received 
some  cash  and  also  preferred  stock  amounting  to  $200,000  and  common  stock  $50,000. 
The  bond  issue,  amounting  to  $200,000,  was  floated  and  now  appears  against  the 
property. 

**  Edward  P.  Wells  has  long  been  a  resident  of  this  city,  is  president  of  the  Wells  & 
Dickey  Co.,  investment  bankers  of  this  city,  and  also  president  of  the  Russell-Miller 
M'lHng  Co.,  a  man  in  excellent  standing  ana  of  considerable  means. 

"Mr.  Lyon  has  also  been  a  resident  of  this  city  for  several  years  and  was  formerly 
located  in  North  Dakota.  He  was  the  principal  of  the  Lyon  Elevator  Co.,  which  waa 
taken  over  bv  interests  controlled  by  the  above  officers,  and  he  is  also  vice  president 
of  the  Russell-Miller  Milling  Co.,  and  one  of  the  important  stockholders.  Ue  is  alsQ 
president  of  the  Mandon  Mercantile  Co.,  a  large  institution  of  this  city. 

"Mr.  Helm  is  prominently  identified  with  the  management  of  the  Russell-Miller 
Milling  Co.  and  has  been  associated  with  that  concern  for  years.  Also  well  regarded 
in  all  respects  and  represents  some  resources." 

This  is  the  way  in  which  the  producers  of  the  Northwest  are  hoodwinked  and  the 
way  in  which  they  are  robbed  oy  this  system  of  interlocking  directorates,  by  this 
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ownership  of  the  commiflsion  houses  by  the  very  interests  which  buy  the  grain ;  by  this 
interlocking  of  officials;  by  this  secret  manipulation  of  the  members  of  this  institii- 
tion,  some  of  whom  are  here  to-day  and  will  prate  to  you  about  their  high  standards 
of  honor — an  institution  whose  by-laws  set  forth  as  one  of  its  objects  that  it  is  incor- 
porated to  inculcate  the  principles  of  equity  in  the  trade. 

Mr.  McLaughlin  of  Michigan.  You  would  propose  the  admission 
of  these  associations  to  a  grain  exchange  on  condition  that  they  com- 
ply with  all  the  rules  of  the  grain  exchange  ? 

Mr.  Stbenerson.  No;  the  bill  I  offer  provides  that  they  shall  be 
admitted  if  they  comply  with  the  other  rules,  but  they  must  not  be 
excluded  because  they  pay  a  patronage  dividend  to  their  members. 

Mr.  McLaughlin  of  Michigan.  But  otherwise  you  would  have 
them  complv  with  all  the  rules  of  the  exchange  ?  Of  course  it  would 
be  impossible  to  have  one  member  of  the  exchange  operating  freely 
as  he  might  please  and  all  the  other  members  of  the  exchange  bound 
down  bv  rules. 

Mr.  Steenerson.  Well,  there  would  be  no  such  condition.  This 
is  only  a  condition  of  membership.  The  onlv  objection  that  has  ever 
been  made  to  cooperative  societies  is  that  tney  construe  the  patron- 
age dividend  that  is  paid  as  a  division  of  commissions,  and  it  is  not  a 
division  of  commissions.  Under  this  bill  they  are  forbidden  to  pre- 
scribe a  different  rule  for  admission  than  is  prescribed  in  the  bill. 

Mr.  McLaughlin  of  Michigan.  Do  you  believe  that  the  rule  forbid- 
ding  the  splitting  of  commissions  is  a  good  rule  1 

Mr.  Steenerson.  The  rule  may  be  all  right,  but  if  you  construe 
it  to  exclude  these  societies  it  is  really  a  misapplication  of  it,  because 
in  the  end  the  profit  arising  from  a  commission  accrues  to  the  parties 
that  do  it.  Now,  if  a  bank  has  a  membership  in  an  exchange — and 
nearly  all  the  leading  banks  of  Minneapolis  nave  a  seat — and  that 
bank  makes  810,000  by  reason  of  one  of  their  clerks  having  a  seat  on 
the  exchange,  that  profit  goes  to  the  benefit  of  the  stockholders. 
There  may  be  a  thousand  stockholders.  Here  is  a  cooperative 
society  with  a  thousand  farmers,  and  they  furnish  a  hundred  tnousand 
bushels  of  wheat.  Instead  of  paying  a  dividend  on  the  capital 
stock  invested  in  the  elevator,  or  simply  the  -8  per  cent  dividend 
that  they  pay  on  the  borrowed  money,  we  pay  it  to  those  1,000 
farmers.     There  is  no  difference  in  principle. 

Mr.  McLaughlin  of  Michigan.  Has  there  ever  been  any  objection 
on  the  part  of  the  exchange  to  admitting  a  bank  to  a  seat  on  the 
exchange? 

Mr.  Steenerson.  Why,  no. 

Mr.  McLaughlin.  Has  that  rule  against  the  splitting  of  commis- 
sions ever  been  invoked  against  a  bank  ? 

Mr.  Steenerson.  No.  They  do  not  even  invoke  it  against  tht* 
corporations  that  have  a  half  dozen  or  15  or  20  subsidiaries.  There 
was  one  instance  cited  in  the  evidence  here  of  a  concern  that  had 
21  memberships.  It  is  testified  to  that  they  control — a  majority  of 
the  stock,  at  least,  is  owned  by  one  concern,  and  all  of  those  concerns 
may  profit  by  having  seats  on  the  exchange,  and  eventually  that 
profit  finds  its  way  to  the  proprietor. 

Mr.  McLaughlin  of  Michigan.  Then  it  would  not  be  enough,  if 
your  bill  were  passed,  to  have  it  provide  simply  that  the  representa- 
tive of  the  cooperative  exchange  should  be  admitted  and  tnat  their 
method  of  distributing  dividends  or  making  returns  to  their  members 
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should  not  be  considered  contrary  to  the  rules  against  the  splitting 
of  commissions  ?    That  would  not  be  sufficient  in  your  bill,  would  it  ? 
Mr.  Steenerson.  Why,  I  think  it  is  better  the  way  it  is  in  the  bill. 
T  will  read  it: 

Sec.  2.  That  every  such  market,  whether  heretofore  or  hereafter  organized,  shall 
be  open  to  membership,  with  equal  rights  and  privileges  with  all  other  members,  to 
any  person,  firm,  company,  or  corporation  desmn^  to  trade  in  such  commodity  on 
such  market  who  shall  make  application  for  membership  and  whose  methods  of  business, 
operation,  or  plan  of  organization  shall  not  conflict  with  or  contravene  any  reasonable 
rule,  regulation,  or  by-law  of  such  market.  All  members  shall  be  required  to  comply 
with  all  reasonable  rules,  regulations,  and  by-laws  of  such  organisation,  which  may 
include  the  payment  of  a  reasonable  membeiBhip  fee  and  reasonable  assessments 
equally  applicable  to  all  members.  The  words  ** company"  or  ** corporation," 
lierein  designated  shall  include  cooperative  associations  oigamzed  imder  tne  laws  of 
the  United  States  or  of  any  State.  Any  rule,  regulation,  or  by-law  of  such  market 
which  shall  be  designated  or  construed  as  controlling,  limiting,  or  modifying  articles 
of  incorporation,  constitution,  or  by-laws,  of  any  association,  company,  or  corporation 
in  the  distribution  of  its  profits  to  its  stockholders  and  membens  shall  oe  deemed  to  be 
unreasonable  and  void. 

Mr,  McLaughlin  of  Michigan.  Well,  who  is  going  to  determine  the 
reasonableness  of  the  other  rules  and  regulations  of  the  grain 
exchange  ? 

Mr.  Steenbbson.  That  might  come  up  in  court,  in  litigation.  If 
they  refuse  membership  for  an  unreasonable  or  captious  cause  they 
can  bring  the  case  into  court  to  be  determined. 

Now,  this  grievance  that  the  cooperative  societies  in  the  Northwest 
had  against  the  grain  exchanges  of  Minneapolis  and  Duluth  was 
brought  before  the  Committee  on  Rules  here,  and  this  testimony 
was  offered,  and  there  was  no  action  taken  by  the  committee,  it 
was  right  at  the  end  of  the  session,  and  nothing  came  of  it. 

Mr.  McLaughlin  of  Michigan.  At  that  time  was  there  a  bill 
similar  to  this  pending  ? 

Mr.  Steenerson.  No. 

Mr.  McLaughlin  of  Michigan.  How  did  it  come  up? 

Mr.  Stebneeson.  It  came  up  on  a  resolution  to  appoint  an  inves- 
tigating committee  to  investigate  the  facts  and  all  things  connected 
with  what  you  are  investigating  here.  Of  course,  all  oills  creating 
commissions  are  first  referred,  as  a  parliamentary  matter,  to  the 
Committee  on  Rules. 

A  year  or  two  thereafter,  in  1917,  the  President  issued  an  order  to 
inquire  into  food  prices.  The  Federal  Trade  Commission  was  ordered 
to  investigate  the  handling  and  deahng  in  foodstuffs,  the  cost  of 
handling,  etc. 

Mr.  McLaughlin  of  Michigan.  Was  it  under  that  order  of  the 
President  that  the  investigation  by  the  Federal  Trade  Commission 
of  the  packers  was  made  ?  ' 

Mr.  Steenerson.  No;  I  do  not  think  so.     I  am  nbt  sure  about  that. 

When  the  President  issued  this  order  the  Federal  Trade  Commission 
notified  Members  of  Congress  who  had  introduced  bills  on  the  subject 
of  the  grain  markets  to  appear.  I  appeared,  among  others^  and 
referred  to  the  exclusion  of  the  cooperative  societies  from  the  grain 
exchanges  as  one  of  the  causes  whicn  I  believed  affected  the  price  of 
food,  and  outlined  the  condition  in  regard  to  the  market,  as  to  whether 
it  was  open  to  the  producer,  and  pointed  out  that  the  men  who  raised 
the  wheat  were  the  only  ones  who  could  not  sell  on  the  market.  They 
have  to  hire  some  member  of  the  board  of  trade  or  chamber  of  com- 
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merce  to  sell  it  for  them,  and  they  would  very  much  prefer  to  have  h 
man  of  their  own  representing  their  society. 

As  I  indicated  the  other  day,  markets  fluctuate.  If  you  take  the 
market  reports  from  Mmneapolis  for  last  Saturday  you  will  find  that 
the  same  ^ade  of  wheat  vanes  from  10  to  15  cents,  and  often  there  is 
a  fancy  price.  Now,  if  the  cooperative  society  has  it  own  man  he  cad 
take  advantage  of  these  premiums  and  reahze  the  best  price,  whereas 
if  thejr  simply  ship  it  on  consignment  all  they  know  is  that  they  get 
the  price  oi  the  grade,  but  nowadays  the  grade  is  but  a  slight  indica- 
tion of  the  real  value  of  the  wheat.  It  is  all  right  for  a  contract 
price  to  have  the  grade,  but  when  you  come  to  a  cash  market  or  on 
a  board  of  trade  tnere  are  perhaps  100  buyers,  and  some  of  them  are 
mixers,  some  are  millers,  some  are  shippers — I  have  been  there  myself. 

A  man  comes  along  and  says,  '"This  is  No.  2,''  but  you  can  see  that 
it  is  really  very  dry;  there  is  very  little  moisture  in  it,  and  for  that 
reason,  although  it  falls  below  the  Federal  grade  No.  1,  in  some  other 
respect,  it  is  a  very  meritorious  wheat,  and  a  miller  that  wants  that 
particular  quality  of  wheat  would  pay  5  cents  above  the  grade  price. 

Now,  those  things  can  not  be  done  unless  you  are  a  member  of  the 
exchange.  If  a  farmer  simply  consigns  his  wheat  to  Tom,  Dick,  and 
Harry,  somebody  that  he  does  not  know,  he  has  got  to  depend 
entirely  upon  their  using  their  best  efforts. 

It  is  true  that  the  members  of  the  ^ain  exchanges  all  say  that  it  is 
only  in  the  bucket  shops  where  the  mterests  of  the  buyer  and  seller 
are  directly  opposite;  that  the  interest  of  the  manager  of  the  bucket 
shop  is  directly  opposed  to  the  interest  of  his  patron,  and  that  on  the 
board  of  trade  it  is  exactly  the  reverse  and  that  the  interest  of  the 
man  who  sells  that  wheat  for  another  is  always  identical  with  that  of 
his  client.  Well,  that  is  probably  an  exaggeration.  Brokers  on  the 
grain  exchanges  are  not  all  angels  by  any  means.  We  know  from 
experience.  I  have  shipped  wheat  ever  since  I  have  been  in  the 
Red  River  Valley;  lately  I  have  sold  it  to  local  elevators,  but  I  have 
shipped  a  great  many  carloads  to  Minneapolis,  and  I  know  that  a 

freat  many  shippers  are  not  given  the  very  best  treatment  by  these 
rokers;  and  farmers  would  very  much  prefer — I  would  very  much 
prefer  if  I  could  ship  it  to  a  representative  of  the  cooperative  societv 
that  operates  in  that  neighborhood. 

Tliere  is  such  an  unlimited  scope  there.  The  market  may  fluctuate 
on  the  same  day  8  or  10  cents,  and  often  does,  especially  in  the  last 
year.  There  is  that  much  difference  in  the  premium  that  can  be 
obtained  if  you  can  find  the  right  buj^er. 

Now,  that  service  is  renderea  by  the  agent  of  a  cooperative  societv. 
and  he  gets  big  results;  a  good  deal  more  than  the  commissions  ^^ould 
amount  to.  It  is  not  so  much  the  broker's  commission  as  it  is  the 
enhanced  price  that  is  obtained  by  having  a  faithful  servant  on  tht- 
board.  lou  are  not  there  and  you  are  unable  to  find  out  whethi^r 
your  broker  has  sold  it  to  a  subsidiary  companv,  or  his  own  parent 
company,  and  they  resell  it  to  another.  There  have  been  cases  that 
we  know  of  where  it  has  been  sold  several  times  at  a  premium,  but 
the  first  sale  was  at  the  regular  price  for  that  grade. 

Mr.  McLAroHLm  of  ]£chigan.  Would  the  representative  of  the 
cooperative  society  know  just  whom  he  was  selUng  to  in  eaci 
instance? 
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Mr.  Steenerson.  Yes:  that  is  what  he  is  on  the  board  of  trade  for. 
If  you  are  on  the  board  of  trade  you  have  these  samples,  and  the 
moisture  is  given  and  the  grade  is  given,  and  you  examine  it,  and 

fenerally  you  can  find  out  how  much  dockage  there  is.  It  is  certified, 
'here  is  an  official  State  sampling  bureau  and  private  samplers  also. 

Mr.  McLaughlin  of  Michigan.  Would  he  know  that  tne  purchaser 
was  not  somebody  who  was  going  to  pass  it  along  to  some  subsidiary  ? 

Mr.  Steenerson.  He  comd  not  know  that,  no;  but  he  could  get 
more  for  it  than  the  price  of  the  grade,  because  that  is  what  he  is 
there  for;  he  is  there  to  try  to  get  a  premium.  He  finds  a  man  who 
is  a  mixer,  who  has  got  an  elevator  and  who  has  bought  four  carloads 
of  grain  of  1()  per  cent  moistiu'e,  No.  2.  Everything  else  is  No.  1. 
Here  are  two  carloads  that  aie  only  10  per  cent.  Lots  of  wheat  this 
year  was  only  9  or  10  per  cent  moisture.  By  mixing  those  one  or  two 
carloads  witn  those  four  carloads  vou  reduce  the  total  moisture  con- 
tent  to  14^  per  cent.  That  makes  it  No.  1.  For  mixing  purposes 
that  wheat  is  worth  a  premimn  to  that  man,  and  it  would  be  worth 
B,  premiimi  to  the  miller,  because  the  less  moisture  there  is  the  less 
water  you  pay  for. 

Now,  these  are  things  that  you  can  accomplish  by  being  a  member 
of  the  board  of  trade  or  chamber  of  commerce.  You  go  and  spend  a 
ilay  or  two  there,  and  you  will  see  that  it  is  very  easy  for  a  repre- 
sentative of  the  cooperative  society  to  earn  a  great  many  times  more 
than  the  mere  commission,  by  reason  of  the  higher  price.  The  other 
man  simply  gets  a  commission  and  that  is  all,  but  this  man  tries  to 
<rot  the  rignt  buyer. 

Now,  you  take  a  miller.  He  may  have  a  lot  of  wheat  that  would 
make  good  patent  flour  if  he  only  had  some  hard  wheat.  He  wants 
that  hard  wneat  to  raise  the  strength  of  his  flour,  and  he  is  willing  to 
pay  a  premium  for  it:  but  you  have  got  to  find  the  man  that  needs 
that.  You  can  get  more  tKan  the  No.  1  price,  because  you  find  a 
man  that  needs  exactly  that  wheat,  because  it  is  extraordinarily  hard 
w^heat. 

Mr.  McLaughlix  of  Michigan.  You  think  that  would  result  in  the 
producers  of  the  wheat  getting  a  higher  price  ? 

Mr.  Steenerson.  Surely;  that  is  the  reason  they  are  asking  for  it. 

Mr.  McLaughlin  of  Michigan.  What  would  become  of  the  con- 
sumer then  ? 

Mr.  Steenehson.  The  consumer  would  not  be  mulcted  in  the  price 
at  all.  This  is  the  extraordinary  profit  that  I  am  speaking  of .  Why 
is  it  that  some  of  these  grain  elevator  people  who  have  their  seats  on 
the  exchanges,  like  Peevy,  for  instance,  in  10  years  become  worth 
forty  or  fifty  million  dollars  ?  It  is  because  they  own  all  the  facili- 
ties ;  they  own  the  elevators,  they  can  mix,  and  they  have  an  interest 
in  the  mill.  It  is  not  the  mere  profit  that  you  see  on  paper;  the 
profits  are  in  controlling  it,  and  this  law  would  not  increase  tne  price 
to  the  consTuner,  but  would  reduce  the  concealed  and  illegitimate 
profit  of  the  brokers. 

Mr.  McLaughlin  of  Michigan.  This  is  a  plan  by  which  the  pro- 
ducer would  get  a  higher  price  and  the  consumer  would  get  it  for  less  ? 

Mr.  Steenerson.  No,  not  less.  It  is  exactly  carrying  out  Mr. 
Hoover's  proposition  that  you  just  listened  to,  that  you  reduce  the 
margin  between  the  consumer  and  the  producer.     And  as  a  general 
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thing  it  stimulates  production,  and  stimulated  production  eventually 
reduces  the  price  to  the  consumer. 

The  Chairman.  Mr.  Steenerson,  just  one  ouestion.  A  wrong  may 
be  committed  by  selling  on  grade  instead  of  the  actual  conimercia! 
value,  may  it  not  ? 

Mr.  Steenerson.  Yes,  on  the  Board  of  Trade,  if  it  is  a  cash  sale. 

The  Chairman.  And  therefore  he  wants  his  own  representative 
there,  because  he  is  in  a  position  to  ascertain  the  difference  between 
the  commercial  value  and  the  grade  value  ? 

Mr.  Steenerson.  Yes.  The  Federal  Trade  Commission  pro- 
vides: * 

Whenever  the  commiflsion  shall  have  reason  to  believe  that  any  8U(*h  peraon,  imrtnK- 
ship  or  corporation  has  been  or  is  using  any  unfair  method  of  competition  in  comukerce 
and  it  shall  appear  to  the  commiaaion  that  a  proceeding  by  it  in  respect  thereof  would 
be  in  the  interest  of  the  public,  it  shall  issue  and  serve  upon  such  person,  partnership 
or  corporation  a  complaint,  stating  its  charges  in  that  reepect. 

Now,  the  proceeding  that  was  initiated  by  the  President  in  1917, 
resulted  in  an  investigation  by  the  Federal  Trade  Commission,  which 
they  conducted  for  over  two  years.  After  having  examined  the 
evidence  that  was  submitted  they  sent  out  their  examiners  to  Minne- 
apolis and  examined  the  methods  of  doing  business  and  everj*^thing 
of  that  kind,  and  as  a  result  they  recently  issued  the  complaint  that 
Mr.  Wells  referred  to  in  answer  to  Mr.  Tincher's  question  addressed 
to  Mr.  Lough  ton.  I  was  not  here,  but  I  read  it  just  a  moment  a^c 
in  the  transcript.  I  would  like  to  have  that  complaint  inserted  id 
the  record.     I  nave  it  here. 

The  Chairman.  A  complaint  by  whom  ? 

Mr.  Steeneksgn.  By  tne  Federal  Trade  Commission  against  the 
Chamber  of  Commerce  of  Minneapolis,  accusing  them  of  unfair  prac- 
tices and  charging  them  with  doing  these  things  that  I  have  related 
here.  That  is,  they  exclude  cooperative  societies  and  prosecute  them 
by  not  allowing  them  to  trade. 

The  Chairman.  Is  this  the  report  or  the  complaint^ 

Mr.  Steenerson.  This  is  the  complaint. 

The  Chairman.  Bvwhom? 

Mr.  Steenerson.  IBv  the  Federal  Trade  Commission.  Under 
this  law,  you  see,  they  have  got  to  be  satisfied.  They  examine  ail 
the  evidence  first,  and  they  have  got  to  be  satisfied.  It  is  an  official 
complaint  against  them,  but  of  course  they  will  have  to  have  a  hearing 
later  on.  You  are  not  bound  here  by  strict  rules  of  evidence.  And 
it  is  (fa  this  very  point  that  they  complain  in  this  investigation,  that 
they  are  excluding  these  cooperative  societies  and  bovcotting  them 
so  they  can  not  sell  their  grain  to  anybody  If  a  miller  buys  occasioD- 
ally  from  the  board  of  trade  and  they  find  out  that  he  buys  privately 
from  a  farmer  or  a  farmer's  i^ent  lie  can  not  buy  any  more  on  the 
board  of  trade. 

Mr.  MoLauohlin  of  Michigan.  Is  that  in  pursuance  of  a  rule,  or 
is  it  just  a  practice  of  the  board  of  trade  ? 

Mr.  Steenerson.  It  is  the  result  of  both. 

Mr.  McLaughlin  of  Michigan.  Have  they  a  rule  to  that  effect  < 

Mr.  Steenerson.  They  have  a  rule  that  iio  member  may  deal  witli 
Qonmembers. 

Mr.  McLauohun  of  Michigan.  That  would  mean  that  if  a  man 
became  a  member  of  the  board  of  trade  he  could  never  deal  in  any 
other  way  in  that  commodity  ? 
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ilr.  Steenersox.  Well,  the  rules  have  been  put  in  evidence  here. 
I  do  not  know  whether  I  can  state  it  correctly. 

The  Chairman.  And  all  except  members  are  excluded  from  the 
exchanges  in  buying  and  selling  ? 

Mr.  Steexkrson.  Yes. 

The  Chairman.  I  think  we  have  the  testimony. 

In  that  behalf  I  want  to  oflfer  in  evidence  some  pages  of  the  in- 
vestigation which  was  made  before  the  Committee  on  Rules  five 
years  ago,  also  the  complaint  of  the  Federal  Trade  Commission  and 
excerpts  from  the  testimony  given  in  a  former  investigation  by  a 
committee  of  the  House. 

Mr.  Steenerson.  With  that  I  have  finished.  I  am  satisfied  that 
Congress  ought  to  act  and  provide  a  law  something  like  the  one  I  have 
introduced. 

(The  matter  referred  to  is  here  printed  in  full,  as  follows:) 

I^ KITED  States  of  America, 

Before  Federal  Trade  Covnnisisionj  88: 

At  Sk  regular  session  of  the  Federal  Trade  Conimiiwion.  held  at  its  office  in  the  city 
<.f  Washington,  T).  C,  on  the  7th  day  of  December,  A.  I).  1920. 

Present:  Huston  Thompson,  chairman,  Nelson  h.  Gat»kill,  John  Garland  Pollard, 
N'ictor  Murdock,  Commissioners. 

Federal  Trade  Commission  r.  the  Chamber  of  Commerce  of  Minneapolis;  the 
«.)tlicer8,  board  of  directors,  and  members  of  the  Chamber  of  Commerce  of  Minneapolis; 
"Nfanager  Publishing  Co.,  John  11.  Adams;  and  John  F.  Flemming.  Pocket  No.  694. 
(.'omplaint  in  the  matter  of  the  alleged  violation  of  section  5  of  the  act  of  Congrees 
approved  September  26,  1914. 

1.  The  Federal  Trade  Commission,  having  resuson  to  believe,  from  a  preliminary 
investigation  made  by  it,  that  the  (Chamber  of  Commerce  of  Minneapolis;  the  officers, 
board  of  directors,  and  members  of  the  Chamber  of  Commerce  of  Minneapolis;  Manager 
Publishing  Co.;  John  H.  Adams,  and  John  F.  Flemming,  all  hereinafter  referred  to 
and  named  as  re6])ondents  herein,  have  been,  and  are,  using  unfair  methods  of  compe< 
tition  in  interstate  commerce  in  Wolation  ol  the  pro\'i9ion8  of  an  act  of  Congress  ap- 
proved September  26,  1914,  entitled,  "An  act  to  create  a  Federal  Trade  Commission, 
to  define  its  powers  and  duties,  and  for  other  pui poses,"  and  it  appearing  that  a  pro- 
ceeding by  it  in  respect  thereof  would  be  to  the  interests  of  the  public,  issues  this 
complaint,  stating  its  charges  in  that  respect  on  infonnation  and  belief,  as  follows: 

Paragraph  1.  That  the  respondent,  the  Chamber  of  Commerce  ot  Minneapolis, 
hereinafter  referred  to  as  chamoer  of  commerce,  is  a  nonstock  or  membersfaii)  corpo- 
ration, organized  and  existing  for  the  profit  of  its  members  under  and  by  virtue  of 
the  laws  of  the  State  of  Minnesota,  and  engaged  in  the  business  of  conducting  a  grain 
exchange,  or  market,  for  the  exclusive  use  of  its  members,  wherein  approximately 
200,000,000  bushels  of  grain  are  bought,  sold,  and  exchanged  annuallv  bv  and  between 
sucn  members  dealing  on  their  own  account  and  for  the  account  of  otners;  that  said 
chamber  of  commerce  is  also  eng^ed  in  the  business  of  buying,  selling,  and  exchan^ng 
valuable  business  and  commercial  information  consisting  chiefly  of  price  quotations 
of  various  kinds  of  grains  and  other  market  news  which  it  causes  to  be  transported  by 
means  of  mail,  telephone,  telegraph  and  otherwise,  to  and  from  its  said  exchange 
located  at  its  principal  office  and  place  of  business  at  the  city  of  Minneapolis,  in  the 
State  of  Minnesota;  and  to,  from  and  among  numerous  other  so-called  r^ular  grain 
exchanges  and  members  thereof  located  throughout  numerous  states  of  tne  United 
States,  and  to  and  among  its  said  members  and  to  thousands  of  the  general  public 
who  are  not  members  of  said  exchange  and  who  are  located  throughout  the  various 
States  of  the  United  States;  that  the  government  of  the  respondent  chamber  of  com- 
merce is  vested  in  a  board  of  13  directors,  including  its  president  and  two  vice  presi- 
dents; that  as  a  condition  precedent  to  and  in  consideration  for  membership  in  said 
chamber  of  commerce,  members  are  required  to  agree  to  be  governed  by  the  charter, 
rules,  regulations,  usages  and  customs  oi  said  chamDer  of  commerce  and  bv  all  amead- 
ments  and  additions  to  said  rules  and  regulations  and  to  bind  by  such  agreement 
their  heirs,  executors,  administrators  and  assigns;  that  said  rules  provide  penalties 
which  may  be  imposed  for  violations  thereof  in  uie  nature  of  fines,  censure,  suspension 
or  expulsion;  that  said  rules,  resolutions,  regulations,  customs  and  usages  of  respondent 
chamber  of  commerce  are  opposed  to  and  prohibit  members  thereof  from  conducting 
their  business,  hereinafter  described,  on  the  principle  of  cooperative  grain  marketing 
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providing  for  the  pavment  of  patronage  di\'idends  in  proportion  to  sales  and  purchii — 
on  the  basis  of  value  and  quantitv  of  patronage,  and  prohibit  admiasion  to  menaberpJ.r 
of  any  person  or  organization  conducting  its  business  on  said  principle  of  cooperati^  (- 
grain  marketing;  that  the  said  members  of  the  respondent  chamber  of  commerce  a*^* 
possessed  of  great  financial  power  and  that  bv  the  use  thereof,  and  with  commimirv  ' 
stock  ownership,  interlocking  interests,  and  directorates  among  themselves,  to^reth*^' 
with  the  assistance  of  said  chamber  of  commerce  and  other  so-called  regular  irr^ir 
exchanges  with  interlocking  memberships  and  intimate  communitv  rules,  piup««5«H- 
and  action,  now  have,  and  for  several  years  have  had,  a  monoplv  in  the  selling,  bu\inr 
and  distributing  of  grain  at  Minneapolis.  !Minn.,  and  within  a  radius  of  100  hmU- 
thereof. 

Par.  2.  That  the  members  of  the  respondent,  chamber  of  commerce,  are  indiNiduair. 
firms,  copartnerships,  and  corporations,  who  are  located  in  the  State  of  Minnesou 
and  in  numerous  other  States  of  the  United  States;  that  many  of  said  members  a<T 
as  grain  commission  merchants  and  many  others  operate  mills  and  line  and  terminal 
elevators  in  several  States  of  the  United' States,  while  others  are  engaged  in  banking 
and  various  other  lines  of  business;  that  among  the  said  members  are  both  thoee  whc 
buv  and  those  who  sell  grain  on  commission,  those  who  are  actually  purcbasei?  ariU 
sellers  thereof,  and  also  those  who  are  members  of  firms  and  corporations  engaged  il 
dealing  in  grain,  both  on  commission  and  as  actual  purchasers  and  selleiB  thereof 
and  who,  as  members  of  said  chamber  of  commerce,  are  botmd  in  the  conduct  of  their 
business  and  the  business  of  said  firms  and  corporations  with  which  tiiey  are  cofi- 
nected  to  observance  of  and  compliance  with  the  rules  of  said  chamber  of  commerce 
that  practically  all  of  said  memoers  in  carrying  on  their  said  business  now  are,  aL' 
during  all  the  times  herein  mentioned  have  been,  on  their  own  account  and  for  the 
account  of  others,  engaged  m  storing  or  otherwise  handling,  caring  for,  purchaeiii^r 
selling,  and  shipping:  of  various  kinds  of  grain  throughout  the  States  andf  Territories 
of  thej&nited  States  m  competition  with  others  so  engaged ;  that  the  business  methods. 

Sractices,  and  relations  of  the  said  members  while  so  engaged  in  said  conmierce  &r<=' 
ictated,  regulated^  and  controlled  by  the  rules,  resolutions,  customs,  and  usae^^ 
prescribed,  maintamed,  and  enforced  by  the  respondent,  chamber  of  commeri*-. 
that  by  reason  of  the  size  of  its  membership  and  the  large  number  of  firms  and  corpo- 
rations with  which  its  members  are  connected  and  which,  by  virtue  of  such  conne 
tion,  transact  their  business  in  accordance  with  the  rules  of  said  chamber  of  commerrv 
said  chamber  of  commerce  has  become  and  is  a  commercial  center  for  the  transactioi 
of  business  in  wheat,  com,  oats,  rye,  and  other  grain  wherein  none  but  said  member" 
are  permitted  to  transact  such  business;  that  a  large  portion  of  said  busineBs  L^^  ii 
grain  purchased  in  the  States  other  than  Minnesota  for  shipment  to  and  delivery  ai 
Minneapolis,  and  in  ^rain  shipped  from  points  in  States  other  than  Minnesota  to  Mir- 
neapolis  for  sale  at  Mmneapolis,  which  said  grain  is  an  articlia  of  commerce  among  tt* 
States,  and  that  a  large  part  of  the  business  transacted  upon  said  exchange  maiatain^i 
bv  said  chamber  of  commerce  is  in  connection  with  the  purchase,  sale,  and  handii'.; 
01  such  interstate  shipments  of  grain;  that  many  members  of  respondent,  chamWr 
of  commerce,  and  many  firms  and  corporations  with  which  said  members  are  con- 
nected, purchase  and  deal  in  grain  throughout  the  territory'  tributary'  to  Minneapolis 
which  includes  the  States  of  Wisconsin,  Mmnesota,  North  Dakota,  South  Dakota 
Montana,  and  Wyoming,  for  shipment  to  and  delivery  at  Minneapolis;  that  sucb 
members,  firms,  and  corporations  purchase  grain  which  has  been  shipped  to  Minii*- 
apolis  from  points  within  said  temtor^'  upon  its  arri\^l  at  Minneapolis,  sell  and  rhif 
such  pain  to  points  in  States  other  than  the  State  of  Minnesota,  and  purchase  and  <i»i 
in  grain  which  is  in  transit  to  Minneapolis  upon  the  lines  of  the  %*ariou8  carrier^s  oir^- 
ing  said  citv. 

rAH.  3.  'fhat  the  respondents,  (\  A.  Magnuson,  ('.  M.  <'asp,  William  I)alr\m{'' 
and  John  J.  McHugh,  reside  at  Minneapolis,  Minn.,  and  are  respectivelv  preside:,' 
first  vice  president,  second  \-ice  president,  and  secretary*  of  said  chamber  6t  commer  - 
that,  with  the  exception  of  John  J.  McHugh,  the  said  respondents,  together  with  t* 
respondents,  A.  ('.  Andrews,  B.  F.  Benson,  W.  F.  Fraser,  H.  P.  Gallaher,  J.  B.  'i 
fillan,  jr.,  H.  S.  Helm,  Asher  Howard,  John  Mcl^eod,  J.  H.  MacMillan,  and  I'  ' 
Van  Dusen,  who  also  reside  at  Minneapolis,  Minn.,  are  directors  and  memben>  of  •nu^ 
chamber  of  commerce. 

Par.  4.  That  there  are  approximately  550  of  respondent  members  of  said  chaml  *  r 
of  commerce,  nearly  all  of  whom  are  engaged  in  business,  as  hereinbefore  desrribfo: 
that  many  of  such  members  reside  at  the  city  of  Minneapolis,  in  the  State  of  Minnesota 
while  some  reside  at  other  cities  in  said  State  and  otiiers  reside  in  cities  located  i£ 
various  other  States  of  the  United  States;  that  all  of  such  members  are  subject  in  th« 
conduct  of  their  said  business  to  the  rules^  regulations,  customs,  and  usagos  of  easi 


chamber  of  commerce  when  bu>dn]^,  shipping,  or  otherwise  dealing  in  various  kin  i* 
of  grain  and  seeds  shipped  to,  or  mtenaed  for  shipment  to,  Minneapcdisi,  lyKnn. 
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when  dealing  in  various  kinds  of  grain  and  seeds  at  Miniicupolis,  Minn.,  and  that  said 
respondent  members  constitute  a  class  so  numerous  as  to  make  it  impracticable  to 
name  them  all  as  parties  respondent  herein,  but  those  designated  herein  are  fairly 
representative  of  the  whole. 

Par.  5.  That  the  respondent,  Manager  Publishing  Co.,  is  a  corporation  organized 
and  existing  under  and  by  virtue  of  the  laws  of  the  State  of  Elaine,  haAdng  its  prin- 
cipal office  and  place  of  bupiness  at  the  city  of  Minneapolis,  in  the  State  of  Minnesota, 
and  is  the  owner  and  publisher  of  a  periodical  or  grain  trade  paper  known  as  "The 
Co-Operative  Manager  and  Farmer,"  published  at  the  said  city  of  Minneapolis,  State 
of  Minnesota,  and  circulated  among  farmers,  grain  growers,  and  persons  engaged  in 
the  grain  trade  throughout  the  Northwestern  States  and  elsewhere  among  the  Statee 
of  the  United  States;  that  the  respondent,  John  H.  Adams,  who  resides  at  the  city  of 
Minneapolis,  in  the  State  of  Minnesota,  was  a  stockholder  and  an  oflRcer  of  the  said 
Manager  Publishing  Co.  and  the  editor  of  the  eaid  **The  Co- Operative  Manager  and 
Farmer**  dunng  the  time  hereinafter  alleged;  and  the  respondent,  John  F.  Flemming, 
who  also  resides  in  the  city  of  Minneapolis,  in  the  State  of  Minnesota,  was,  during  the 
time  hereinafter  alleged,  and  still  is, a  stockholder  and  managing  officer  of  the  said 
Manager  Publishing  Co.  and  the  editor  of  the  said  *'The  Co-CTperative  Manager  and 
Farmer." 

Par.  6.  That  the  Equity  Cooperative  Exchange,  hereinafter  referred  to  as  the  c<' 
operative  association,  is  a  cooperative  association  or  corporation,  or^nized  and  ex 
i  sting  under  and  by  virtue  of  the  laws  of  the  State  of  Nortn  Dakota,  with  its  principal 
office  at  the  city  of  St.  Paul,  in  the  State  of  Minnesota,  and  other  offices  at  Far^, 
K.  Dak.;  Superior,  Wis.;  and  Great  Falls,  Mont.;  that  the  said  cooperative  associa- 
tion has  approximately  7,000  stockholders,  none  of  whom  are  members  of  the  said 
chamber  of  commerce,  and  practically  all  of  whom  reside  in  the  States  of  North 
Dakota.  South  Dakota.  Montana,  and  other  Northwestern  States,  and  are  engaged  in 
the  business  of  raising  various  kinds  of  grain  and  in  selling  and  shipping  it  from  points 
in  said  Northwestern  States  to  the  said  cooperative  association;  that  much  of  said 
grain  is  shipped  to  said  cooperative  association  at  St.  Paul,  Minn.,  at  which  place 
and  under  which  circiunstances  the  said  cooperative  association  acts  as  the  selUng 
agent  for  its  said  stockholders;  that  much  of  said  grain  so  sold  is  immediately  shipped 
to  points  in  States  other  than  Minnesota;  that  while  so  engaged  said  stockholders  are 
in  direct  competition  with  many  of  the  respondent  members  of  said  chamber  of  com- 
merce; that  the  said  cooperative  association  is  also  engaged  in  competition  with  many 
of  the  respondent  members  of  said  chamber  of  commerce  in  the  business  of  operating 
terminal  elevators  and  elevators  located  at  country  points  in  States  other  than  Min- 
nesota, and  in  shipping  and  selling  for  others  and  on  its  own  account,  various  kinds 
of  grain  bought  by  it  and  consigned  to  it  from  various  States  of  the  United  States  by 
others  than  its  said  stockholders,  and  in  disseminating  market  news;  that  said  cooper- 
ative association  is  also  engaged  in  generally  promoting  the  interests  and  principles 
of  cooperation;  that  the  rules  and  by-laws  in  conformity  with  which  said  cooperative 
association  conducts  its  business  provide  for  the  payment  of  patronage  dividends,  or 
dividends  based  on  apportionment  among  its  patrons  in  proportion  to  patronage  ^ven, 
of  any  earnings  or  profits  in  excess  of  the  amoimt  required  to  conduct  its  said  business; 
that  the  rules  of  said  respondent,  chamber  of  commerce,  and  the  rules  of  other  so-called 
organized  or  regular  grain  exchanges  prohibit  membership  to  any  association  or  other 
organization  which  returns,  or  propoees  to  return,  any  part  of  its  earnings  or  prospec- 
tive earnings  to  patrons  on  the  basis  of  such  patronage  dividends;  that  being  thus 
barred  from  representation  on  the.  market  controlled  by  said  chamber  of  commerce 
and  from  representation  on  markets  controlled  by  other  so-called  organized  or  regular 
exchanges,  said  cooperative  association  opened  a  market  8.t,  the  city  of  Minneapolis, 
in  the  State  of  Minnesota,  about  the  year  1912;  that  in  the  montE  of  Augiist,  1914, 
said  cooperative  association  moved  to  St.  Paul,  Minn.,  where  in  conjunction  with 
others  it  established  the  St.  Paul  Grain  Exchange  and  became  a  member  thereof; 
that  during  all  of  the  time  herein  mentioned  respondents  have  by  means  and  methods 
hereinafter  described,  harassed,  embarrassed,  and  attempted  to  destroy  the  said  co- 
operative association,  and  the  hereinafter  mentioned  St.  Paul  Grain  Exchange. 

Pab.  7.  That  the  St.  Paul  Grain  Exchange,  hereinafter  referred  to  as  competing 
exchange,  is  a  nonstock  or  membership  corporation,  organized  and  existing  imder  and 
by  virtue  of  the  laws  of  the  State  of  Minnesota,  and  is  engaged  in  conducting  a  grain 
exchange,  or  market,  for  the  use  of  its  members  and  all  persons  who  desire  to  make 
use  thereof,  at  its  principal  office  and  place  of  business  in  the  city  of  St.  Paul,  Statd 
of  ^^Lnnesota;  that  the  rules  and  reflations  of  the  said  competing  exchange  are  not 
opposed  to,  neither  do  they  prohibit,  the  members  thereof,  when  engaged  in  their 
business  as  hereinafter  descnbed,  from  conducting  the  ssune  on  the  principle  of 
cooperative  grain  marketing  or  the  payment  of  patronage  dividends;  that  the  mem- 
bers of  said  competing  exchange  are  individuals,  firms,  copartnerships,  and  corpora- 
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tions,  a  number  of  which  are  engaged  in  the  business  of  ^ain  commission  merchants 
operating  mills,  line  and  terminal  elevators,  and  various  other  lines  of  business 
that  many  of  said  members,  in  carrying  on  their  said  business,  now  are.  and  duiin: 
all  the  times  hereinafter  mentioned  have  been,  engaged  in  purchasing,  sellizi^ 
shipping,  storing,  or  otherwise  handling,  caring  for,  dealing  in,  and  mercnandisiTi. 
vanous  kinds  of  grain  on  their  own  account  and  for  the  accoimt  of  others;  that  sale 
members  when  engaged  in  their  said  business,  are  in  competition  with  the  inemlK'r> 
of  said  respondent,  chamber  of  commerce. 

Par.  8.  That  a  great  portion  of  the  grain  sold,  purchased, shipped, stored,  or  other 
wise  handled,  cared  for,  dealt  in,  and  merchandised  as  aforesaia  by  the  members  oi 
said  respondent,  chamber  of  commerce,  by  the  members  of  said  competing  exchan^. 
and  by  said  other  competitors  not  members  of  said  chamber  of  commerce  or  of  said 
competing  exchange,  consists  of  grain  which  has  been  shipped  from  various  pU4^«9 
in  the  State  of  Minnesota  and  from  various  places  in  States  other  than  the  State  a^ 
Minnesota  with  the  expectation  on  the  pirt  of  the  owners,  shippers,  sellers*  and  p'lr- 
chasers  thereof,  that  such  grain  will  end  its  transit,  after  it  has  oeen  so  sold  and  p^ir- 
chased,  in  States  other  than  the  State  from  which  such  grain  was  shipped;  that  such 
grain  does  in  effect  end  its  transit,  with  only  the  interruption  neces8ar>'  to  find  i 
purchaser  and  to  consummate  such  sale  and  purchase,  in  States  other  than  the  Stit>^ 
irom  which  such  grain  is  shipped;  that  this  is  the  typical  constantly  recurring  co*ir» 
of  the  grain  sold,  purchased,  shipped,  stored,  or  otherwise  handled,  cared  for.  deait 
in,  and  merchandised  as  aforesaid,  and  that  the  ciurent  thus  existing  is  a  curr^n: 
of  commerce  among  the  States  of  the  United  States  and  the  selling,  purchasing,  ship- 
ping, storing,  or  otherwise  handling,  caring  for,  dealing  in,  and  merchandising  of  su*  b 
grain  as  aforesaid  is  a  part  and  incident  of  such  commerce. 

Par.  9.  That  the  said  respondents  are,  and  for  more  than  three  years  last  past  have 
been,  engaged  in  a  confederation  and  conspiracy  among  themselves,  entered  into. 
carried  out,  and  conducted  with  the  purpose  and  effect  of  annoying,  embarraasine. 
and  destroying  the  business  of  said  competing  exchange,  whose  rules,  custoois,  an<: 
purposes  are  not  opposed  to  the  cooperative  plan  of  marketing,  and  to  the  payment 
of  patronage  di\iaends  to  producers  of  grain;  and  with  the  purpose  and  effect  ol 
annoying,  embarrassing,  ana  destro^ng  the  business  of  said  coopeiative  associatioE. 
and  other  members  of  said  competing  exchange  and  other  competitors  who  are  not 
members  of  said  chamber  of  commerce,  or  of  said  competing  exchange,  thereoy 
securing  and  perpetuating  to  the  said  members  of  said  respondent,  chaniber  of  com- 
merce, a  monopoly  of  the  grain  trade  at  Minneapolis,  Minn.,  and  within  a  radius  ci 
100  miles  thereof. 

Par.  10.  That  in  pursuance  of  such  conspiracy  and  as  part  thereof,  respondent? 
instituted  and  for  more  than  three  years  last  past  have  maintained  a  camp»aign  ci 
defamation  against  said  competing  exchange,  said  cooperative  association  and  oth«f 
members  thereof  bv  printing,  publishing,  circulating,  and  distributing,  or  causing  v- 
be  printed,  publiBned,  circulated,  and  distributed,  to  and  among  patrons  and  cuf- 
tomers  and  prospective  patrons  ana  customers  of  members  of  said  competing  exchans^" 
and  to  and  among  the  public  generally,  false,  misleading,  and  unfair  statements  con 
ceming  such  competing  exchange,  its  officers  and  members  and  the  officers  and  stocV 
holders  of  said  cooperative  association,  and  their  financial  responsibilitv  and  method- 
of  transacting  their  said  business;  that  such  statements  were  so  published  from  tim* 
to  time  in  various  newspapers,  periodicals,  and  pamphlets  and  circulated  and  dis- 
tributed through  the  vanous  States  and  Territories  of  the  United  States,  pa^tica!ar^ 
in  the  roguiaj  and  special  issues  of  said  the  Cooperative  Manager  and  Farmer  and  ir 
the  form  of  reprints  therefrom  and  in  issues  of  the  Northwestern  Grain  Grower,  tb« 
same  b^ng  a  grain  trade  paper  published  at  the  city  of  Fargo  in  the  State  of  Korti) 
Dakota. 

Par.  11.  That  as  part  of  said  campaign  of  defamation  many  of  the  respondeut.^ 
members  of  said  chi^ber  of  commerce,  by  and  through  the'  instrumentality  a  . 
agency  of  their  traveling  solicitors,  ageuts,  and  employees,  have  made  to  patrons  ar  t 
customers,  and  to  prospective  patrons  and  customers,  of  the  members  of  the  si*- 
competing  exchange  false,  misleading,  and  unfair  statements  concerning  the  au- 
competing  exchange,  its  officers,  and  members,  and  the  officers  and  stockholders  r^ 
said  membefs,  and  their  financial  responsibility  and  methods  of  transacting  their  sai^ 
business. 

Par.  12.  That  respondents  in  firther  pursuance  of  said  conspiracy  and  as  a  par 
thereof  and  for  the  purpose  and  with  the  e  lect  of  anno>'ing,  harassing  and  embairsaai:  : 
the  said  cooperative  assodatipn,  and  other  members  of  said  competing  exchange,  i: 
the  conduct  of  their  said  business,  submitting  them  to  great  expense,  injuring  tbfv 
credit  and  standing  generally,  and  rendering  tnem  lees  able  to  compete  with  the  si: 
respondents,  members  of  the  said  chamber  of  commerce,  instigatea  and  caused  to  \  * 
prepared  for  trial,  and  to  be  instituted  and  carried  on  almost  entirely  at  their  exp«L5" 
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during  the  years  1914  and  1915,  that  certain  action  in  the  United  States  District  Court. 
Fourth  Division,  District  of  Minnesota,  wherein  J.  Emerson  Greenfield  and  Samtiel 
Crumpton,  copartners  doing  business  as  Greenfield  &  Crumpton,  were  plaintiffs;  also 
that  certain  poceeding  in  the  District  Court,  Third  Judicial  District,  Worth  Dakota, 
wherein  Frea  Schmidt,  J.  Emerson  Greenfield,  and  Samuel  Crumpton  were  plaintiffs; 
and  that  certain  other  proceeding  in  the  said  District  Court,  Third  Judicial  District, 
North  Dakota,  wherein  the  State  of  North  Dakota  ex  rel  Henry  J.  Linde,  its  attorney 
general,  wasplaintiff. 

Par.  13.  Tnat  one  of  the  objects  and  purposes  of  the  incorporation  of  respondent 
chamber  of  commerce  is  "to  acquire  ana  disseminate  valuable  commercial  informa- 
tion'*; t^iat  in  partially  carrying  out  such  purpose  it  supplies  tel^raphic  market  quo- 
tations to  its  members  and  to  many  thousands  of  brokers,  hotels,  resteurantSj  and  per- 
sons who  are  not  its  members;  that  pursuant  to  the  said  conspiracy  and  as  part  of  a 
general  |>lan  to  embarrass  said  competing  exchange,  its  members  and  patrons,  and  to 
prevent  its  growth  as  a  grain  market,  respondents  chamber  of  commerce,  its  officers, 
directors,  and  members  have  continuously  and  persistently  refused  and  still  refuse  to 
allow  said  competing  exchange  and  its  members  to  have  such  telegraphic  quotations 
from  the  grain  market  which  respondent,  chamber  of  commerce  and  its  members 
control  and  have  influenced  and  induced  other  chambers  of  commerce  and  boards  of 
trade  and  their  members,  to  aid  said  respondents  in  preventing  said  competing  ex- 
change and  its  members  from  securing  such  quotations  from  any  terminal  gram  market. 

Pau.  11.  That  in  pursuance  of  said  conspiracy  and  as  part  of  such  general  plan  to 
embarrass  said  competing  exchange  and  its  members  in  the  course  6i  its  and  their  said 
business  and  for  the  purpose  and  with  the  effect  of  destroying  said  competing  exchan^ 
as  a  grain  market  and  destroying  the  business  of  its  members  as  competitive  grain 
dealers,  respondents,  chamber  of  commerce,  its  said  officers,  directors  and  members, 
have  boycotted  and  continuously  and  persistently  refused  to  buy  grain  from  tiie  saia 
cooperative  association,  member  of  said  competing  exchange;  that  said  boycott  is 
sought  to  be  maintained  among  other  ways,  by  the  aaoption,  enforcement  and  interpre- 
tation of  certain  resolutions,  or  special  rules,  directed  against,  and  prohibiting  certain 
classes  of  members  from  dealing  with  the  said  cooperative  association,  member  of  said 
competing  exchange;  that  said  resolutions  or  special  rules  read  in  part  as  follows: 

''CiRCULAB  No.  405. 

''OCTOBBB  8,  1912. 

''  Whereas  from  time  to  time  certain  individuals^  firms,  and  corporations,  not  members 
of  the  chamber  of  commerce,  eneage  in  busmess  in  the  cities  of  Mimteapolie,  St. 
Paul,  or  elsewhere,  and  solicit  shipments  of  grain  from  farmers  and  others;  and 

''Whereas  the  above-mentioned  individuals,  firms,  and  corporations  in  many  cases 
employ  members  of  the  chamber  of  commerce  to  sell  the  grain  so  received  for  them, 
for  which  the  regular  commission  is  charged;  and 

*  *  Whereas  in  many  cases  the  shipments  are  secured  from  the  country  shipper  entirely 
as  result  of  false  statements  made  hy  the  individuals,  firms  and  corporations  above 
mentioned,  to  the  effect  that  by  shipping  to  said  inaividuals,  firms  or  ccMporations 
(not  members  of  the  chamber  of  commerce),  the  shipper  would  avoid  the  payment  of 
any  commission  whatever,  and  would  have  his  grain  sold  for  as  high  a  pnce  as  could 
be  secured  in  the  exchai^  room  of  the  chamber  of  commerce^  or  that «  less  com- 
miasion  would  be  charged  for  selling  the  grain  than  that  provided  by  the  rules  of 
the  chamber  of  commerce;  and 

''Whereas  in  fact,  the  tdupper  in  many  cases  pays  two  commissions,  which  Aict  is 
entirely  concealed  from  mm  by  various  methods;  and 

"Whereas  the  action  of  the  members  of  the  chamber  of  commerce  in  selling  the  grain 
for  the  above-mentioned  individuals,  firmB  of  c<»rporations  on  the  floor  of  the  ex* 
change  room  assists  them  in  canying  on  such  fraudulent  budness;  and 

''Whereas  the  chamber  of  commerce  has  no  control  over  such  fraudulent  conduct  or 
eruch  representations,  except  to  regulate  its  own  members  in  the  furtherance  of  such 
schemes;  and 

"Whereas  this  association  is  wiUin£[  for  its  members  and  all  others  to  do  legitimate 
trading  in  the  grain  business,  and  does  not  wish  to  curtail  the  trade  of  inmvidualB 
outside  of  its  association  where  not  done  in  fraud  oar  on  misrepresentations  to  the 
shippers;  and 

' '  Whereas  it  is  the  opinion  of  the  board  of  directors  of  this  association  that  the  mem- 
bers of  this  association  should  be  regulated  so  as  not  to  allow  them  to  handle  grain 
of  any  kind  which  is  procured  under  circumstances  such  as  aie  above  mentioned, 
or  any  other  circumstances  which  mislead  the  shipper  into  believin|g  that  he  ia 
getting  the  advantages  of  this  association  when  in  tact  he  is  not  getting  such  ad* 
vantages;  and 
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"Whereaa  it  Ib  quite  neceaaaiy  that  this  aaBOciation  keep  complete  control  of  iti 
memben  to  require  them,  and  all  who  represent  them  to  tzanaact  buanefls  with 
the  shippers  in  perfect  good  fedth:  Now,  therefore  be  it 

"Reiolvea,  That  members  of  the  chamber  of  commerce  are  hereby  foibidden  to  act 
in  any  manner  as  the  agent  or  representative  of  any  individuals,  firms  or  cofpofa* 
tions,  in  the  cities  of  Minneapolis^  St.  Paul,  or  elsewhere,  not  memben  oi  the 
chamber  of  commerce,  who  are  sohciting  shipments  of  grain  from  the  farmeis  or 
country  shipperB  in  the  manner  above  mentioned,  or  through  any  scheme,  artifice, 
or  device,  by  which  this  association  is  falsely  represented,  either  in  its  dealing  or 
in  the  ri^t  which  the  shippers  get  with  respNect  tno^to,  or  at  all.  unless  the  perscm 
so  soliciting  such  shipment  can  show  a  written  statement  of  tne  shipper  to  the 
effect  that  ne  realizes  that  the  person  receiving  such  shipment  is  not  a  member  of 
the  chamber  and  can  not  get  advantages  out  of  the  chamber  which  he  could  not 
himself  get." 

"OiBCUL^B  No.  634. 

"ThB  GhAHBBR  of  COMMXROBy 

'*Sbobbtabt*8  Ovfigb, 

'*  /ofiuory  11,  191$. 
'*  To  memben: 

"Your  very  careful  attention  is  called  to  the  following  rescdution  which  wbb  unani- 
mously adopted  by  the  board  of  directors  at  a  meeting  held  this  date,  and  made 
effective  immediately. 

"Yours,  respectfully, 

"John  G.  McHuoh,  Secreianf. 

"Whereas  there  are  persons  in  the  grain  trade,  not  members  of  this  associatioii,  still 

using  the  practices  prohibited  to  members  of  this  association  by  the  resolution  of 

October  8,  1912  (Circular  No.  405);  and 
"Whereas  some  of  such  persons  use  various  schemes  and  pretences  to  fraudulently 

conceal  the  fact  that  the  formers  and  other  shippers  pay  more  than  reasonable 

amounts  to  market  their  grain  through  them :  and 
"Whereas  some  of  such  parties  have  inducea  some  members  of  this  association  to 

make  purchases  of  that  grain  outside  of  the  exchange  at  prices  so  low  that  the 

member  of  the  chamber  of  commerce  can  sell  it  in  the  exchange  room  of  the  chambe 

of  commerce  at  unreasonable  gains  to  himself,  thus  causing  the  shipper  to  pay,  io 

form  but  one  commission,  but  in  effect,  the  equivalent  of  nom  two  to  ten  commis- 

8i<ms;  and 
"Whereas  the  fanners  and  country  shipp^ers  are,  in  the  average  cases,  unable  tc 

either  know  or  ascertain  the  real  truth  with  respect  thereto;  and 
"Whereas  it  is  the  policy  of  this  association  to  prevent  its  memben  from  dealins  i/ 

bucket-shops  or  otiiens  carrying  on  schemes  whereby  the  public  is  d^randea  ic 

mia  matters:  Now  therefore  be  it 

^*  Resolved,  That  no  member  of  this  association,  either  as  owdsx  or  commlwdon  mer- 
chant or  at  alL  shall  hereafter  sell  any  grain  in  the  exchange  room  of  the  Chamber  oi 
Oommerce  of  Minneapolis,  which  such  member  knows,  or  has  reason  to  b^eve,  was 
oriffinally  consigned  to  any  one  either  as  commission  merchant,  or  otherwise,  froc 
either  funmers  or  country  shippers  as  the  result  of  anv  of  the  fraudulent  or  wrongful 
practices  or  methods  described  in  said  resolution  of  October  8, 1912,  or  herein:  Be  it 
further 

^* Resolved,  That  it  is  the  opinion  of  the  board  of  directors  of  this  associatioii  that  the 
making  of  either  profits  or  commissions  which  directly  or  indirectly  result  fwoxn  deceit 
tbn  practiced  upon  shippers  in  the  marketing  of  their  min  can  not  be  too  stioogly 
condemned  at  all  times,  oy  all  people,  and  in  all  places.*^ 

Par.  15.  That  said  respondents,  chamber  of  commerce,  its  said  officers,  directcHB  sue 
members,  have  for  more  than  three  yean  last  past  promulgated  and  effectively 
enforced  by  means  of  severe  x>enalties,  and  otherwise,  rules,  resolutions,  r^;uLatictiis. 
customs,  and  usa^  other  than  the  rules  referred  to  in  paragraph  14  hereof,  ^diich  ai*: 
said  respondents  in  Two-intAiniTig  eaid  monopoly  and  in  carrying  out  said  conspiia<  ; 
and  in  nirtheiing  their  general  plan  of  destroying  said  comjieting  exchange  as  a  gzmic 
market  and  in  destroying  the  business  of  the  members  of  the  said  competing  exchange, 
that  among  others  thereof  is  Rule  VIII  of  the  general  rules  of  the  respondent  c^iamber 
of  commerce,  otiierwise  known  as  the  **  Uniform  commission  rule  " ;  that  said  rule  sc^ 
and  aestroys  competition  between  said  respondents,  members  of  said  chamb^' 


of  commerce,  in  the  conduct  of  their  aforesaid  busiiieeB,  discriminates  against  Dot- 
memben  in  tavor  of  members,  depresses  prices  paid  for  grain  bought  by  said  resposc- 
ents'  members^  from  producers  and  other  shippers^  compels  said  respondent  memben 
when  purchasuig  grain  "on  track"  at  country  points  for  shipment  to  Minneapolis  t*' 
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impoae  an  arbitrary  charge  on  grain  in  the  guise  of  a  commiaBJon  when  no  commission 
or  other  service  is  rendmd  the  seller  l^ereoL  for  the  purpose  and  with  the  effect  of 
eliminating  competition  between  such  purchasers  and  respondent  members  acting 
as  commission  merchants,  discriminates  a^s^mst  producers  and  coimtry  shippers  by 
reciuiring  the  regularly  prescribed  commission  rates  to  be  charged  on  grain  shipped  to 
Minneapolis  from  country  points  and  from  certain  terminal  markets  while  exemptinfi; 
from  the  payment  of  such  commission  rates  grain  so  shipped  from  other  favored 
terminal  markets,  establishes  unreasonably  high  rates  not  justified  by  the  service 
rendered,  with  the  purpose  and  effect  of  arbitrarily  keeping  more  members  in  the 
commissbn  business  than  competition  would  justify  if  competition  were  allowed  to 
exist,  ahd  by  arbitrary  interpretation  of  such  rule  prohibits  and  prevents  said  mem- 
bers from  transacting  their  said  business  on  the  principle  of  cooperative  marketing 
or  the  payment  of  patronage  dividends  hereinbefore  described  ana  renders  ineligible 
to  membership  in  respondent  chamber  of  commerce  all  individuals,  firms,  copartner- 
ahipe,  and  corporations  conducting  tiieir  businees  on  such  cooperative  or  patronage 
dividend  principle:  that  said  rule  is  in  part  as  follows: 

"Sec.  10.  In  addition  to  the  above  there  shall  be  charged  such  legitimate  expenses 
aa  are  necessarily  incurred  in  caring  for  the  property  and  guarding  the  interests  of 
both  consiflior  and  consicnee^  incluoing  intcorest  on  advances  at  the  legal  rate  then 
in  force  in^/Qnnesota.  Nothing  in  this  rule  c^all  be  so  construed  as  to  prevent  any 
special  agreement  between  consignor  and  consignee  by  which  a  higher  rate  of  com- 
miflBion  may  be  charged  in  special  cases. 

' '  Every  member  of  this  association,  and  every  person,  firm,  and  corporation  admitted 
to  trade  or  to  do  business  therein,  hereafter  buying  directl>r  or  indirectly  for  his, 
their,  or  its  own  account  or  otherwise  any  grain  or  seeds  dealt  in  upon  this  exchan^, 
in  carload  lots  on  tract  at  country  points,  for  shipment  to  Minneapolis,  or  buyins 
any  of  the  same  to  be  delivered  at  Minneapolis^  shall  make  their  bids,  offers,  ana 
purchases  therefor  on  the  basis  of  the  Minneapolis  market  values  less  commission  or 
a  profit  at  least  equal  to  the  established  rates  of  commission  on  said  grain  or  seeds: 
and  in  addition  such  bids,  offers,  or  purchases  shall  be  made  subject  to  the  usual 
and  the  same  charges  of  this  association  to  include,  and  they  shall  include^  switching. 
inspection,  weighing,  freight— if  a  '^  delivered  "  bid  and  freight  on  dockage  if  a  "track"' 
bid — ^interest  on  advances  and  all  other  charges  according  to  the  rules  of  this  asso- 
ciation, the  same  as  if  said  grain  or  seeds  were  handled  on  commission  throiigh  said 
association;  and  they  shall  render  an  account  to  the  seller  for  all  such  purchases, 
including  said  charges  separately  stated  in  detail;  and  any  person,  firm,  or  corpora- 
tion who  shall  violate  any  of  the  provisions  of  this  section  shall  be  liable  and  suDJect 
to  the  same  penalties  as  are  provided  in  Section  II  of  Rule  VIII  and  section  7  of  Rule 
IV  of  the  fi»neral  rules  of  this  association. 

"Sbo.  11.  Every  member  of  the  association,  and  everv  person,  firm,  and  corpora- 
tion admitted  to  trade,  or  to  do  business  therein  who  shall  cnaige  less  than  the  regular 
rates  of  commission  established  by  the  rules  of  the  association;  or  shall  assume,  or 
rebate,  any  portion  of  the  same;  or  shall,  with  intent  to  evade  in  any  way  directly  or 
indirectly,  tne  regular  rates  of  conmiission  established  by  the  rules  of  the  association, 
purchase,  or  offer  to  purchase,  any  grain  or  seed  consiened  to  him,  them,  or  it,  for  saJe; 
or  shall,  with  intent  to  cut,  or  to  evade  in  any  way  oirectly  or  indirectly  the  r^^ular 
rates  of  commission  established  by  the  rales  of  the  association,  purchase,  or  offer  to 
purchase  any  erain,  or  seed  on  track,  at  any  railway  station  outside  of,  and  for  delivery 
at  the  city  of  Minneapolis;  or  shall  make  or  report  any  false  or  fictitious  sales  or  pur- 
chases; or  shall  resort  by  any  method  of  accduntine  directly  or  indirectly  in  violation 
of,  or  contrary  in  purpose  and  effect  to  a  strict  adherence  to  the  reg:ular  established 
rates  of  commission  of  the  association;  or  shall,  with  intent  to  evade  the  regular  rates  of 
commission  established  by  the  rules  of  the  association,  directly  or  indirectly  pay,  or 
give,  or  offer  so  to  do,  any  money,  or  other  consideration  of  whatsoever  natiire  to  any 
person,  to  procure  or  influence  shipments  or  consignments  of  grain  or  seed  in  any  form; 
or  shall,  with  intent  to  cut  or  to  evade  in  any  way  directly  or  indirectly  the  regular 
rates  of  commission  established  by  the  rules  of  the  assodation,  make  use  of  any  shift 
or  device  whatsoever,  shall  be  deemed  guilty  of  violating  the  rules  of  the  association 
establishing  rates  of  commission,  and,  on  conviction  thereof,  eihall  be  fined  by  the 
association  not  less  than  1250  nor  more  than  $1,000  as  the  board  of  directors  may  de- 
termine, such  sum  to  be  paid  into  the  general  fund  of  the  association. 

''Any  charge  of  violation  of  the  foregoing  provision,  or  any  part  thereof  shall  be  by 
complaint  in  writing,  filed  with  the  secretary  of  the  association.  The  party  charged 
shall  be  summoned  by  written  notice  from  tne  secretary,  and  shall  appear  before  the 
board  of  directors  of  the  association,  who  shall  investigate  and  try  the  charge. 

"The  enforcement  of  the  provisions  of  this  section  of  this  rule  shall  not  in  any 
manner  prevent  the  enforcement  of  additional  penalty  for  the  violation  of  any  rule 
as  provided  for  in  section  7,  of  Bule  IV,  of  these  rules  and  by-laws. 
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''The  board  of  directore  shall  offer  a  reward  not  exceeding  $1,000  to  any  person 
who  shall  furnish  evidence  that  does  convict  any  member  of  the  chamber  of  commerce, 
or  any  firm,  corporation,  or  party  admitted  to  trade  or  to  do  bosiness  in  the  chamber 
of  commerce  of  a  violation  of  the  established  rates  of  commission;  that  object  of  this 
rale  being  to  prevent  the  demoralization  resulting  from  the  giving,  either  directly  or 
indirectly,  of  compensation  to  station  agents,  elevator  agents,  bankers,  brokeiB,  mer* 
chants,  or  any  other  parties  at  any  locality  whatsoever,  to  influence  shipmentB  o{ 
consignnients  of  grain.  But  this  rule  shall  not  prevent  the  regular  employment  by 
members  of  this  association  of  traveling  men,  but  shall  prohibit  a  divimon  of  commio- 
sions  with  such  traveling  men  who  are  not  resident  members  of  this  aseociatioii.'* 

Par.  16.  That  respondents,  chamber  of  commerce,  its  officers,  directors  and  mem> 
bers  are  materially  aided  in  carrying  out  said  conspiracy  and  general  plan  to  destroy 
said  competing  exchange  as  a  grain  market  and  said  members  of  said  competing 
exchange  as  competing  grain  deiuers  by  means  of  contracts  and  arrangements  buidinr 
country  shippers  to  smp  all  or  the  greater  part  of  their  grain  to  the  said  chamber  <2 
commerce  members  financing  such  shippers;  that  such  contracts  and  arrangements 
are  made  possible  and  effective  by  reason  of  said  respondents'  control  of  great  finan- 
cial power  and  bv  interlocking  interests  within  and  without  said  chamber  of  com- 
merce and  used  for  the  purpose  and  with  the  effect  of  unduly  controlling  countrr 
shippers  in  the  manner  and  method  of  both  purchasing  and  disposing  of  gram. 

Par.  17.  That  by  reason  of  the  foregoing  facts,  respondents  have  been,  aatd  are, 
using  unfair  methods  of  competition  in  commerce  within  the  intent  and  meaning  oi 
section  5  of  an  of  Congress  entitled  "An  act  to  create  a  Federal  Trade  GommiaBion.  tc 
define  its  powers  and  duties,  and  for  other  purposes,'*  approved  September  26,  1914. 

11.  The  Federal  Trade  Commission,  having  reason  to  oeUeve  mm  a  preliminanr 
investigation  made  by  it,  that  the  Chamber  of  Commerce  of  Minneapolis;  the  officeii 
board  of  directors,  ana  members  of  the  Chamber  of  Commerce  of  Minneapolis;  all  hen- 
inafter  referred  to  and  named  as  respondents  herein,  have  been,  and  are,  usuig  unfaii 
methods  of  competition  in  interstate  conmierce  in  violation  of  the  provisions  ol  an 
act  of  Congress,  approved  September  26,  1914,  entitled  "An  act  to  create  a  Federal 
Ttade  Commission,  to  define  its  powers  and  duties,  and  for  other  purposes,"  and  it 
appearing  that  a  proceeding  by  it  in  respect  thereof  would  be  to  the  interests  of  thp 

Euolic,  issues  this  complaint,  stating  its  charges  in  that  respect  on  information  and 
elief  as  follows: 

Par.  1.  That  the  seversd  recitals  in  paragraphs  one,  two,  three,  four,  six,  seven 
and  eiffht  of  Count  1,  hereof,  are  herein  charged  as  fully  and  completely  as  though  thf 
several  paraeraphs  were  repeated  verbatim. 

Par.  2.  That  respondents  instituted  and  for  more  than  three  years  last  past  baT> 
maintained  a  campaign  of  defamation  against  competitors  by  printing,  publishing 
circulating,  and  distributing,  or  causing  to  be  print^,  publishea,  circulated,  and  dis- 
tributed, to  and  among  patrons  and  customers,  and  prospective  patrons  and  craetxf- 
mers,  of  said  competitors  and  to,  and  among,  the  public  ^nerally,  false,  fni«l«aM<imr 
and  unfair  statements  concerning  such  competitors  and  their  financial  responsilMbn 
and  methods  of  transacting  their  said  business;  that  such  statements  were  so  pul^ 
lished  from  time  to  time  in  various  newspapers,  periodicals,  and  pamphlets  ana  d^ 
ciliated  and  distributed  through  the  various  States  and  Tenitoriee  of  the  United 
States,  particularly  in  the  regular  and  special  issues  of  said  Cooperative  Manager  and 
Farmer,  and  in  the  form  of  reprints  therefrom  and  in  issues  of  the  Northwestern  Gniz 
Grower,  the  same  being  a  grain  trade  paper  published  at  the  city  of  Fargo,  in  the  Stale 
of  North  Dakota. 

Par.  3.  That  said  respondents  by  and  through  the  instrumentality  and  agency  <i 
their  traveling  soUcitors,  agents,  and  employees  are  now  making  and  for  more  tbas 
three  years  last  past  have  xnade  to  patrons  and  customers,  and  to  prospectivB  patrco? 
and  customers,  of  competitors,  false,  misleading,  and  unfair  statements  concemiu  I 
said  competitors,  and  tneir  financial  reeponsibihty  and  methods  of  traosacting  thn^ 
said  business. 

Par.  4.  That  respondents,  for  the  purpose  and  with  the  effect  of  aimoyiQff^  liara» 
ing,  and  embarrasamg  competitors  in  the  conduct  of  their  said  busineas,  submitticf 
them  to  great  expense,  injuring  their  credit  and  standing  generally,  and  reDderi&r 
them  unable  to  compete  with  me  said  respondents,  members  of  the  said  chamber  A 
commerce,'  instigated  and  caused  to  be  prepared  for  trial,  and  to  be  instituted  aat 
carried  on  almost  entirely  at  their  expense  certain  legal  actions  or  proceedings  xeciu'c 
and  described  in  paragraph  twelve  of  Coimt  I  of  this  complaint  and  the  said  comiD:^ 
fllon  relies  on  said  recital  and  description  to  the  same  extent  as  though  the  aUegatirs* 
thereof  were  set  out  at  length  her^,  and  said  recitals  are  incorporated  henin  -  • 
reference  and  adoption  as  part  of  the  allegations  of  this  count 

Par.  5.  That  one  of  the  objects  and  purposes  of  the  incorparatioa  of  reapood^t 
chamber  of  commerce  is  '*to  acquire  and  disseminate  valuable  commercial  mfono 
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tion;"  that  in  partially  carrying  out  such  puipoee  it  supplies  telegraphic  market 
quotations  to  its  members  and  to  many  thousands  of  brokers,  hotels,  restaurants,  and 
persons  who  are  not  its  members;  that  for  the  purpose  and  with  the  effect  of  annoy- 
ing and  embarrassing  said  competing  exchange,  its  -members  and  patrons,  and  to 
prevent  its  growth  as  a  grain  market,  respondent  chamber  of  commerce,  its  officers, 
directors,  and  members  have  continuously  and  persistently  refused,  and  still  refuse, 
to  allow  said  competing  exchange  and  its  members  to  have  such  telegraphic  quota* 
tions  from  the  gram  market  whicn  respondent  chamber  of  commerce  and  its  members 
control,  and  have  influenced  and  induced  other  chambers  of  commerce  and  boards  of 
trade  and  their  members  to  aid  said  respondents  in  preventing  said  competing  ex- 
change and  its  members  from  securing  such  quotations  mm  any  terminal  gram  market. 
Pab.  6.  That  said  re^)ondents,  for  the  purpose  and  with  the  effect  of  annoying  and 
embarrasBing  said  comteping  exdiange  and  its  members  in  the  coiirse  of  its  and  their 
said  business  and  for  the  purpose  and  with  the  effect  of  destroying  said  competing 
exchange  as  a  grain  market  and  destroying  the  business  of  its  members  as  competitive 
grain  dealers,  respondents  have  adopted  and  are  now  enforcing  certain  resolutions, 
or  special  rules,  directed  against  and  prohibiting  certain  classes  of  members  from 
dealing  with  tiie  said  Cooperative  Association,  member  of  said  competing  exchange: 
that  said  resolutions  or  special  rules  are  set  out  in  part  in  paragraph  14  of  count  of 
Division  I  of  this  compliant,  and  said  conmiission  rehes  thereon  to  the  same  extent 
as  though  said  parts  of  such  resolutions  or  spedal  rules  were  set  out  at  length  herein, 
and  said  parts  of  such  resolutions  or  special  rules  are  incorporated  herein  by  reference 
and  adopted  as  part  of  the  allegations  of  this  count  or  division. 

Par.  7.  That  said  respondents  have  for  more  than  three  years  last  past  promulgated 
and  effectively  enforcea  by  means  of  severe  penalties,  and  otherwise,  rules,  resolu- 
tions, regulations,  customs,  and  usages,  other  than  the  rules  referred  to  in  paragraph 
6  hereof,  which  suppress  and  destroy  competition;  that  among  others  thereof  is  Rule 
VIII  of  the  general  rules  of  respondent  chamber  of  commerce,  otherwise  known  as 
the  "Uniform  commission  rule":  that  said  rule  suppresses  and  destroys  competition 
between  said  respondents,  memoers  of  said  chamber  of  commerce,  in  the  conduct  of 
their  aforesaid  business,  discriminates  against  nonmembers  in  favor  of  members, 
depresses  prices  paid  for  grain  bought  by  said  respondents'  members  from  producers 
and  other  shippers,  compels  said  respondents'  members  when  purchasing  grain  ''on 
track ''  at  countrjr  points  for  shipment  to  Minneapolis  to  impose  an  arbitnuy  chaige 
on  grain  in  the  guise  of  a  commission,  when  no  commission  or  other  service  is  rendered 
the  seller  thereof,  for  the  purpose  and  with  the  effect  of  eliminating  competition 
between  such  purchasers  .and  respondent  members  acting  as  commission  merchants, 
discriminates  against  producers  and  country  shippers  by  requiring  the  regularly  pre- 
scribed commission  rates  to  be  chaiged  on  grain  snipped  to  Minneapolis  from  countnr 
points  and  from  certain  terminal  markets  while  exempting  from  the  payment  of  such 
commission  rates  grain  so  shipped  from  other  favored  terminal  markets,  establishes 
unreasonably  high  rates  not  justified  by  the  service  rendered,  with  the  purpose  and 
effect  of  arbitranly  keeping  more  members  in  the  commission  business  than  competi- 
tion would  justify  if  competition  were  allowed  to  exist,  and  by  arbitrary  interpretation 
of  such  rule  prohibits  and  prevents  said  members  from  transacting  their  business  on 
the  principle  of  cooperative  marketing  or  tibe  payment  of  patronage  dividends  here- 
inbefore described  and  renders  ineligible  to  membership' m  respondent  chamber  of 
commerce  all  individuals,  firms,  copartnerships,  and  corporations  conducting  their 
business  on  such  cooperative  or  patronage  divident  principle;  that  said  rule  is  set 
out  in  part  in  paragraph  15  of  Count  or  Division  I  of  this  complaint  and  said  commis- 
non  relies  thereon  to  the  same  extent  as  though  said  part  of  such  rule  was  set  out  at 
length  herein,  and  said  part  of  such  rule  is  incorporated  herein  by  reference  and 
adoption  aspart  of  the  allegations  of  this  count  or  division. 

Par.  8.  Tnat  said  respondent,  members  of  said  chamber  of  commerce,  in  the 
cx>urse  of  their  said  business  are  now  and  for  more  than  three  years  last  past  have  been, 
by  means  of  contracts  and  arrangements,  binding  country  shippers  to  ship  all  or  the 
g;reater  part  of  their  grain  to  the  said  chamber  of  commerce  members  financing  such 
shippers;  that  said  contracts  and  arrangements  are  made  possible  and  effective  by 
reason  of  said  respondents*  control  of  great  financial  power  and  by  interlocking  interests 
within  and  without  said  chamber  of  commerce  and  used  for  the  purpose  and  with 
the  effect  of  unduly  controlling  country  shippers  in  the  manner  and  method  of  both 
purchasing  and  disposing  of  gram. 

Par.  9.  That  by  reason  of  the  foregoing  facts,  respondents  have  been,  and  are, 
jsing  unfair  methods  of  competition  in  commerce  within  the  intent  ana  meaning 
)f  section  5  of  an  act  of  Congress  entitled  "An  act  to  create  a  Federal  Trade  Commis- 
don,  to  define  its  powers  and  duties,  and  for  other  piuposes,'*  approved  September 
J6,  1914. 
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Therefore,  notice  is  hereby  given  you,  the  said  respondents  and  each  of  you,  that 
the  charges  of  this  complaint  will  be  heard  by  the  Federal  Trade  GommisBioii  at  its 
office  in  the  dty  of  Washington,  D.  C,  on  the  7th  day  of  February.  A.  D.,  1921,  at 
10.30  o'clock  in  the  forenoon  Of  said  day,  or  as  soon  thereafter  as  tne  same  may  be 
reached,  at  which  time  and  place  you  shall  have  the  right  to  api>ear  and  show  cause 
why  an  order  should  not  be  entered  by  the  Federal  Trade  Commission  requiring  3rOD 
to  cease  and  desist  from  the  violations  of  law  charged  in  tiiis  complaint. 

And  you,  and  oach  of  you,  will  further  take  notice  that  within  30  days  after  the 
service  of  this  complaint,  you  are  required  to  file  with  the  commission  an  answer  in 
conformity  with  Rule  III  of  the  rules  of  practice  before  the  commisBion. 

In  witness  whereof,  the  Federal  l>ade  Commission  has  caused  this  complaint  to  be 
issued,  signed  by  its  secretarv,  and  its  official  seal  to  be  affixed  hereto,  at  the  dty  of 
Washington,  D.  C,  on  the  7tn  day  of  December,  A.  D.,  1920. 

By  the  commission. 

[seal.]  J.  p.  YoDBB,  Searetaijf, 

(Thereupon;  at  12.50  o'clock  p.  m.,  the  committee  adjourned  to 
meet  at  10.30  o'clock  a.  m.,  to-morrow,  Friday,  January  21,  1921.) 
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Committee  on  Agriculture, 

House  of  Representatives, 
Washington  J  D.  C,  Monday  ^  January  17,  1921. 

The  committee  met,  pursuant  on  Saturday  at  10.30  o'clock  a.  m., 
Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

The  Chairman.  Mr.  Barnes,  the  committee  is  very  glad  to  have 
you  appear  before  it  this  morning.  As  a  result  of  your  wide  expe- 
rience undoubtedljr  vou  are  in  a  position  to  give  us  some  valuaole 
information,  we  will  be  glad  to  have  your  advice  and  suggestions 
on  this  matter, 

STATEMEXTT  OF  MB.  JXTLmS  H.  BABNES,  ITEW  TOBE,  IT.  T.,  FOB- 
MEB  PBESIDEKT  TJinTED  STATES  OBAIBf  COBPOBATIOIT. 

Mr.  Barnes.  Mr.  Chairman,  I  quite  appreciate  that  you  have  been 
over  a  great  deal  of  ground,  and  some  of  what  I  may"  say  may  be  a 
repetition.  In  that  event,  I  ask  your  forbearance  with  me,  because 
I  am  trving  to  develop  a  suggestion  which  I  hope  will  be  helpful  to 
you  and  which  has  grown  out  of  a  study  which  has  been  forced  on 
me  as  well  as  on  you.  If  you  will  allow  me  to  develop  this  stor '  in 
my  own  wav,  I  shall  be  very  glad  to  discuss  it  with  you  aftc^r  I 
have  finished. 

In  view  of  the  general  recognition,  in  Congress  and  out,  of  the 
national  service  rendered  by  grain  exchanges  through  their  hedging 
facilities,  a  discussion  of  the  economic  benefits  of  exchange  trading 
maj"  be  narrowed  to  a  consideration  of  the  defects  or  abuses  in  the 
national  marketing  structure,  and  of  the  feasibility  of  remedying  those 
defects  or  eliminating  those  abuses,  without  d.estroying  the  basic 
function  of  such  exchange  trading.  The  criticism  directed  at  these 
exchanges,  and  the  explanatory  defenses  aroused  thereby  in  recent 
years  have  apparently  led  to  a  very  general  understanding  and  accept- 
ance of  their  great  national  service  in  the  form  of  narrow  trade  margin 
between  producer  and  consumer,  due  solely  to  the  liquid  hedgmg 
facilities  of  those  exchanges. 

Competition,  active  ana  keen,  in  the  various  trade  processes  between 
farm  and  the  ultimate  table  is  the  great  protection  of  both  producer 
and  consumer.  That  this  competition  is  intense  and  lowers  the  trade 
tolls  along  the  lines  of  conversion  is  clearly  apparent  in  any  compari- 
son of  marketing  and  trade  tolls  on  commoaities  which  do  have  the 
security  of  exchange  hedging,  as  against  commodities  not  so  handled. 
This  competition,  m  its  ease  of  creation  and  in  its  ability  to  readily 
expand  by  credit  facilities,  rests  largely  on  the  fact  that  large  capital 
investment  is  not  necessary  and  that  banking  facilities  are  readily 
obtainable  bv  anv  man  or  firm  of  proven  character.     This  readv  credit 
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is  the  result  of  years  of  experience  by  banks  that  the  hedging  system 
provides  a  minimum  of  risk.  Lenders  prefer  the  security  of  sucli  loans 
as  against  trades  in  which  the  merchant  must  assume  a  large  price- 
fluctuation  hazard,  besides  the  ordinary  hazard  of  all  business.^ 

I  assume  there  is  general  agreement  as  to  this  particular  service  bv 
the  hedging  security  of  exchange  trading,  but  I  put  particular  emphasis 
on  this,  that  it  is  not  alone  the  security  against  a  wide  change  of 
basic  price,  but  also  the  ability  to  close  contracts  for  domestic  or 
foreign  sale,  quickly  and  with  a  minimum  of  fluctuation  duriiig  the 
process  of  purchase  or  sale,  that  maintains  the  narrow  mai^ns  m 
all  these  trade  processes. 

If  there  is  a  general  acceptance  then  of  the  usefulness  of  exchange 
trading  in  those  respects,  then  the  point  at  issue  and  under  considera- 
tion narrow  to  the^  question  as  to  whether  trading  on  exchanges  can 
be,  or  should  be,  limited  only  to  actual  hedging  against  actual  prop- 
erty bought  and  sold. 

^  it  is  impossible  to  reach  a  fair  conclusion  on  this  without  considera- 
tion of  the  service  secured  by  ready  removal  or  placing  of  hedges 
with  a  minimum  of  fluctuation  during  the  process.  Manifestly,  it  k 
not  possible  for  the  exact  quantity,  of  the  exact  grade,  and  in  the 
exact  location  offered  for  sale  by  actual  owners  at  any  given  moment, 
to  exactly  meet  the  buyer,  for  actual  consumption  at  home  or  abroad, 
with  his  exact  requirements  of  particular  grades  and  quantities  and 
locations.  These  particular  buvers  and  particular  sellers  may  not 
match  in  their  trading  desires  dfuring  the  same  day,  nor  during  the 
same  week.  If  then  there  is  to  be  the  instant  aoility  to  place  or 
remove  hedges  without  material  fluctuation,  there  must,  in  the  inter- 
est of  sheer  liquidity,  be  attracted  a  class  of  trading  that  will  on  very 
minor  fluctuations  carry  the  hedging  needs  between  the  operation? 
of  the  actual  hedgers. 

In  this  service,  they  assume  the  character  of  insurers  of  narrow 
trade  margins  for  the  large  hourly  needs  of  millers,  dealers,  and 
exporters.  Their  gains,  such  as  they  are,  may  well  be  looked  upon 
as  the  moderate  toll  of  an  insurance  premium  for  providing  the 
ordinary  commodity  trade  with  security  against  losses  W  large  pric< 
fluctuations  before  their  purchases  and  sales  could  be  matched. 
Their  trading  inducements  are  of  various  kinds.  A  large  part  of 
them  take  no  position  as  lon^  or  short,  nor  of  aiming  to  profit  by  a 
rise  or  fall  in  the  general  pnce  level.  There  are  spreaders  between 
markets,  selling  in  one  on  a  minor  rise,  against  a  purchase  in  another 
market,  and  waiting  for  their  profit  until  the  counter  influence  of 
surplus  orders  that  can  not  be  readily  matched  again  without  the 
attraction  of  a  coimter  fluctuation,^  closing  back  their  spreads.  There 
are  spreaders  between  commodities,  as,  for  example,  buying  com 
when  in  their  judgment  the  grain  is  unduly  depressed  in  its  relative 
value  with  packinghouse  products  of  the  hog  that  consumes  tie 
com.  The  readiness  with  which  this  insurance  service  may  be  securer 
with  the  attraction  of  a  minor  relative  fluctuation,  is  a  part  of  t!;- 
hedging  service  of  these  exchanges.  It  is  most  probable  that  ilif 
divergence  of  their  individual  opmions  fairly  checK  each  other,  an-: 
the  influence  of  their  trading  to  cither  advance  or  lower  the  pri<.: 
basis,  even  for  a  short  period,  is  probably  insignificant. 

There  is  another  phase  in  which  the  readiness  of  trading  en 
exchanges  performs  an  incidculable  service  to  the  farmer.     It  mu^ 
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sustain  the  weight  of  heavy  farm  marketing  during  the  early  crop 
moving  period.  The  pressure  of  the  early  farm  movement,  if  it  is 
not  to  be  imduly  depressive,  must  attract  buyers  beyond  current 
consumption  needs. 

These  buyers  can  not  be  so  attracted  unless  they  feel  that  the 
purchase  price  level  is  such  as  to  carry  a  fair  assurance  to  them  of  the 
actual  out-of-pocket  expense  for  storage,  insurance,  and  interest, 
plus  a  possible  profit,  wnich  justifies  the  risk  attendant  on  such  an 
investment.  A  countiy  whicn  matures  in  three  harvest  months  the 
12-months'  supply  of  flour  for  100,000,000  people,  plus  almost  the 
same  amount  more  for  overseas  12-months  distribution,  needs  all 
the  absorbing  power  which  buyers  of  every  kind  can  provide.  The 
entry  of  those  buyers  on  such  an  investment  must  oe  facilitated. 
It  is  at  once  apparent  that  the  circle  of  hives tment  and  speculative 
buyers  would  be  at  once  narrowed  should  it  develop  that  such  buyers 
could  only  effect  their  purchases  by  the  complicated  machinery  of 
purchasing  and  financing  actual  wheat  in  coimtry  or  terminal  ele- 
vators, with  the  necessary  compUcated  details  in  respect  to  every 
individual  buyer. 

Moreover,  reahzation  of  profits  or  liquidation  of  losses  in  the  final 
outcome  of  such  investments  should  be  consummated  also  by  some 
other  method  than  the  slow,  cumbersome  one  of  finding  actual 
buyers  for  particular  grades,  quantities,  and  locations  of  wheat. 
These  would  be  deterrents  that  would  distinctly  operate  to  reduce 
the  number  of  those  who  now  help  to  carry  the  crop-marketing  pres- 
sure. Exchange  trading  has  developed  a  market  place  where  actual 
grain  handlers  who  arrange  storage  and  the  many  aetails  of  financing 
actual  movement  can  meet  with  these  investment  and  speculative 
buyers  who  by  their  purchases  help  to  maintain  the  general  price 
level  against  undue  depression  during  the  crop  pressure.  We  must 
be  very  sure  that  the  defects  or  abuses  incident  to  this  marketing 
system  produce  injustices  outweighing  all  the  advantages  obtained 
by  liquidity  and  simplicity,  before  these  simplified  trade  processes 
are  made  more  cumbersome. 

Seventy-five  per  cent  of  the  farmers'  yearly  marketing  of  wheat 
leaves  the  farm  in  the  first  half  year  and  only  26  per  cent  in  the  last 
half  year.  The  surplus  marketmg  from  the  farms  in  this  first  half 
year  must  be  carried  by  someone  into  the  distribution  of  the  last 
naif.  And  it  is  important  that  investment  and  speculative  absorp- 
tion of  that  surplus  should  not  be  frightened  away  by  hasty  regulation. 

It  is  recognized  also  by  every  student  of  marketmg  that  it  is  possible 
to  use  these  same  tradmg  facilities  for  short  selling,  that  by  its  own 
volume  and  weight  becomes  manipulative  in  character.  Tne  check 
on  such  influence  lies  in  the  fact  that  such  sales  must  be  bought  back 
to  a  corresponding  amount.  Even  such  weighty  selling,  not  met  by 
equally  weighty  buying,  can  produce  permanent  decUnes  only  by  the 
foresight  that  recognizes  in  advance  the  coming  development  of  nat- 
ural influences.  Otherwise  the  very  attraction  of  a  clearly  forced 
price  would  attract  an  absorptive  buying  that  would  nullify  such 
efforts  at  depression. 

But  it  is  also  true  that  even  enough  such  a  price  depression  must 
be  temporary  in  character  it  may,  during  its  period  of  effectiveness, 
do  substantial  injustice  by  forcing  the  liquidation  of  grain  held  on 
margins,  or  by  the  price  tendency  thus  displayed,  frightening  owners 
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otherwise  confident  of  the  ultimate  value  of  their  goods.  The  ethics 
of  business  morality  frown  upon  such  purely  manipulative  attempts. 
Traders  possessed  of  resources  extensive  enough  to  make  such  manipu- 
lative  selling  eflFective,  increasingly  recognize  the  social  injustice  of 
deliberately  creating  a  price  level  oy  sheer  pressure  of  offerings.  I  am 
convinced  that  the  greater  part  of  the  grain  trade  condemn  such 
attempts,  infrequent  as  they  are.  I  am  convinced  they  are  stead- 
fastly trying  to  devise  methods  of  reducing  or  eliminating  this  char- 
acter of  trading  without  destroying  the  market  fabric  itself. 

Exchange  authorities  have,  step  by  step,  in  the  past  developed 
both  the  business  conscience  that  conaemns  comers  in  grain  and  de- 
veloped* the  methods  to  make  them  ineffective  until  they  are  almost 
now  a  matter  of  history. 

It  may  not  be  too  much  to  hope  that  a  more  enlightened  business 
conscience,  plus  methods  and  practices  developed  dv  actual  expe- 
rience, may  succeed  in  time  in  the  reduction  cuso  of  this  admitted 
evil.  Until  that  day  care  should  be  taken  that  the  great  daily  and 
hourly  service  producing  the  low  trade  tolls  be  not  wrecked  or  dam- 
aged, and  it  is  equally  important  that  regulations  be  not  imposed 
wnich  tend  to  put  a  premium  upon  the  unscrupulous  in  business. 

I  can  not  help  but  feel  that  there  has  not  been  enough  effort  to 
ascertain  the  exact  facts  regarding  phases  which  have  forced  them- 
selves unduly  on  the  public  attention  by  their  spectacular  character. 
The  iustification  most  conunonly  presented  for  the  present  proposed 
legislative  regulation  of  exchange  trading  may,  I  think,  oe  sum- 
marized thus: 

First,  that  the  exchange  f acihties  this  fall  provided  the  means  by 
which  the  organized  attack  on  grain  values  reduced  the  price  level 
on  which  the  grower  must  thereafter  sell  his  crop. 

Second,  that  the  exchanges,  with  their  national  price  lev^,  con- 
stitute the  machinery  by  which  unscrupulous  dealers  mav  depress 
the  price  level  at  the  time  of  crop  marketing  and  later  aavance  it, 
vdth  resultant  profit  on  the  purchases  which  were  secured  from  the 
actual  grower  during  the  manipulated  depression. 

I  thmk  a  study  of  the  relative  price  level  in  wheat  and  of  the 
actual  marketing  returns  of  the  wneat  grower  disproves  the  first. 
I  think  a  study  of  the  crop  icnovement  and  of  price  cmrents  over  a 
series  of  years  will  show  that  the  second  has  not  been  done  and  is  not 
possible.  If  we  can  estabUsh  the  data  in  respect  to  these  two  charges 
against  the  misuse  of  exchange  facihties  we  may  obtain  a  truer  per- 
spective of  the  actual  defects  in  the  system  and  frame  possible 
remedies  with  more  chance  of  success. 

In  a  study  of  the  first  phase,  namely,  the  actual  marketing  record 
on  this  years'  crop,  I  ask  you  to  consider  the  attached  Table  A.  Tliis 
table  is  constructed  on  the  most  exact  data  obtainable  and  data 
which  I  beUeve  to  be  as  accurate  is  humanly  possible.  The  results 
disclosed  by  this  table  run  directlv  counter  to  the  hearsay  and 
conjecture  statements  which  have  formed  too  large  a  part  of  this 
fall^s  discussion  of  the  farmer's  position. 

(Table  A,  submitted  by  Mr.  Barnes,  is  here  printed  in  full,  as 
follows:) 
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T  ABLB  A. — Analysia  of  returns  to  growers  and  of  losses  falling  on  merdiants  on  wheat 
Tnarheted  July  1,  to  Dec.  SI,  19^0,  on  the  basis  of  average  monthly  farm  prices  applied 
to  both  farmers'  and  merchants'  stocks. 

[000,000  omitted.] 


ANALYSIS  OF  PASM  WHEAT  VA.UTB. 

1.  Wheat  in  fanner's  hands  beginning 
of  month, bushels. . 

2.  Add  1920  crop,  less  18  per  cent  for 
seed  and  farm  oonsomption . .  bush^ . . 

3.  Deduct  farm  marketings  for  month, 
based  on  monthly  percentage  move- 
ment (Qrain  Corporation  »-year 
average) bushels.. 

4.  Leaves  wheat  in  farmers'  hands,  end 
of  month busnels. . 

5.  Average  farm  price  for  month  (aver- 
age of  Agricultural  Department  farm 

grioes.  first  and  last  of  month),  per 
ushel 

6.*  Value  of  farm  marketings  at  average 

price 

7.  Guarantee  price  basis  netted  average 
farm  price,  f2.02i,  1917-18.  Applied 
to  this  year's  marketings  to  date  (483,- 
000,000  bushels) 


July. 


8.  Wheat  marketings  this  crop  (75  per 
cent  of  total  to  market)  has  netted 
above  guarantee  equivalent 

9.  (Average  weighted  farm  price  of  all 
wheatsold  byfarmers  to  Dec.  31, 12.12 
per  bushel  against  last  year,  same 
period,  12.13.) 

ANALYSIS  OF  MERCHANT  LOSS. 

10.  Wheat  and  wheat  flour  in  mer- 
chants' hands  beginning  of  month, 
bushels 

11.  Add  farm  marketings  for  month, 
bushels 

12.  Deduct  net  exports  and  home  con- 
sumption (38,000,000) bushels. . 

13.  Leaves  stocks  in  meiiihants' hands, 
end  of  month bushels.. 

14.  Shrinkage  in  value  per  bushel, 
month  to  month,  was 

15.  Total  loss  to  merchant  due  to  this 
drop  in  farm  price,  based  on  stocks  on 
hand  at  the  end  of  each  month,  was  in 
millions  of  dollars 


48 
470 

103 
415 

$2.43 
1250 


August. 


415 


110 

103 

73 

140 

10.17 

124 


Sep- 
tember. 


Octo- 
ber. 


123 
292 

12.26 
1278 


140 

128 

71 

192 

iao9 

117 


292 

I 

171  i 

97, 
366 

12.17 
S210 


366 


Novem- 
ber. 


286 


192 
97 
71 

218 
90.16 

$33 


80 
286 

$2.01 
$162 


46 
240 

$1.66 
$76 


218 
80 
70 

228 
$0.35 

$80 


228 
46 
59 

215 
$0.19 

$41 


Decem- 
ber. 


240 


34 
206 

$1.47 
$50 


215 
34 
56 

193 
13$0.02 

i$4 


Total. 


641 


483 


$1,026 


980 


46 


483 
400 


$193 


1  Increase. 

2  January  1, 1921,  farm  price  used  instead  of  average  for  month. 

Mr.  Barnes.  For  instance,  line  9  clearly  indicates  that^  treating 
the  wheat  crop  as  a  whole,  75  per  cent  of  the  marketing  from  this  crop 
has  been  sold  in  the  first  half  of  the  crop  year  in  such  manner  as  to 
average  the  grower  almost  exactly  the  same  price  as  was  secured  for 
the  first  hall  of  the  last  crop  year,  at  which  time  there  had  been  no 
substantial  deflection  in  the  general  commodity  price  level. 

More  than  that,  this  remafl^able  situation  is  disclosed:  That  with 
75  per  cent  of  his  wheat  marketings  from  this  crop  now  complete,  the 
farm  returns  to  the  grower  may  Be  calculated  to  have  actually  ex- 
ceeded by  $46,000,000  the  returns  which  would  have  been  received 
under  the  average  farm  price  reflecting  the  guaranty  basis.  Of 
course,  on  the  25  per  cent  of  wheat  marketings  still  to  leave  the  farm, 
assumiae  that  this  remnant  of  the  crop  must  be  marketed  at  the 
present  larm  value,  there  will  be  a  material  fall  below  that  general 
price  level.    But  I  presume  it  will  be  surprising,  even  to  yourselves, 
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to  realize  that  a  careful  analysis  in  this  manner  justifies  the  belief 
that,  treating  the  wheat  movement  as  a  whole,  tnree-quarters  of  it 
has  left  the  farm  at  such  a  high  average  price — an  average  price 
equaling  267  per  cent  of  the  prewar  1913  average  price. 

This  showing  is  worthy  of  the  most  serious  consideration.  The 
law  of  average  is  always  cruel  to  the  individual  exception,  and  there 
are  undoubtedly  individuals  who,  not  having  market^  the  customary 
proportion  of  their  crop  in  the  customary  manner,  have  suffered  the 
effect  of  the  recently  lower  prices  beyond  that  of  the  average  grower. 
In  the  same  manner,  there  are  fortimate  individuals  who  have  un- 
doubtly  profited  by  marketing  their  entire  wheat  surplus  at  actuaUv 
higher  figures  than  in  the  last  crop  year  and  at  an  extraordinary  per 
cent  of  relation  to  the  prewar  price. 

Certainly  the  shrinkage  in  value  from  the  high  farm  price  level  of 
July,  August,  and  September  to  the  average  farm  price  of  January  1 , 
1921,  even  though  that  January  1  price  be  188  per  cent  of  the  1913 
average  price,  has  fallen  with  some  severity  on  some  one.  As  a  matter 
of  fact,  the  loss  by  reason  of  that  price  decline  has  fallen  most  heavily 
on  millers,  merchants,  and  dealers  who  absorbed  the  farm  movement 
during  those  earlier  high  priced  months,  and  to  the  extent  of  total 
losses  of  almost  $200,000,000. 

The  point  is  that  there  has  been  a  widespread  and,  I  believe, 
entirely  erroneous  impression  that  the  shrinkage  in  values  of  this 
year's  crop  has  fallen  solely  upon  the  farmer.  Please  note  I  refer 
thus  only  to  the  wheat  crop,  because  in  respect  to  the  other  grain 
crops  the  producer  is  undouotedly  in  a  less  favorable  position. 

Also,  I  want  to  make  clear  that  I  do  not  minimize  the  necessity  of 
extending  the  agricultural  industry  every  possible  aid  and  support  at 
this  time,  but  I  want  to  make  that  aid  effe  tive,  because  it  is  based 
first  on  ascertaining  the  exact  facts. 

If  action  intended  to  aid  agriculture  shoidd  1  e  based  on  false 
premises,  its  harm  would  be  twofold,  first,  it  would  be  ineffective  in 
its  remedy,  and,  second,  it  would  create  the  impression  that  effective 
action  was  under  way,  and  thus  relax  efforts  which  might  produce 
results  in  other  directions. 

I  desire  to  emphasize  that  a  marketing  structure  which,  in  thi- 
vear  of  commodity  value  collapse,  makes  the  extraordinary  showing 
Heretofore  referred  to,  in  respect  to  the  wheat  crop  of  this  country, 
is  entitled  to  be  studied  with  great  earnestness,  and  interfered  with 
only  with  great  care.  The  emphasis  has  been  laid  on  exchange 
trading  in  wheat  as  the  cause  of  a  large  wheat  producer  loss  tms 
year,  and  an  analysis  of  the  facts  does  not  sustain  this  statement. 

In  respect  to  tne  second  assertion  on  which  is  based  much  suspi> 
cion  ana  distruct  of  the  grain  exchanges,  it  is  well  to  apply  similar 
analysis  of  the  actual  facts.  There  has  been  bmlt  up  a  myth  of  a 
class  of  actual  traders,  unscrupulous  and  possessed  of  powers  of 
foresight,  that  by  superior  information  can  calculate  the  currents 
of  supply  and  demand,  with  their  resultant  price  movement,  and. 
knowing  in  advance  the  course  which  economic  currents  would  take, 
manipmate  the  national  price  level  of  these  exchanges,  to  profit  at 
the  expense  of  the  more  illy-informed  grower. 

It  is  impossible  in  advance  to  obtain  exactly  accurate  information 
on  probable  supply  and  probable  consumption.  That  story  is  only 
unfolded  week  by  week,  with  constant  maturing  of  crops,  the  demon- 
stration of  their  actual  flow  into  commerce,  and  the  current  con- 


PUTUBE  TRADING.  845 

sumption  record  made  week  by  week,  with  the  extraordinary  con- 
sumption fluctuations  which  necessarily  follow  the  exercise  of 
individual  preference  by  hundreds  of  millions  of  consumers. 

This  great  difficulty  of  ascertainins:  accurate  data  regardine: 
crops  aal  consumption  is  illustrated  by  the  wide  range  of  estimat^ 
given  by  trade  authorities. 

This  year  Canada  assumes  special  importance  as  a  contributor  to 
the  overseas  supply  of  wheat,  yet  in  respect  to  this  very  important 
factor  in  a  world  supply  and  demand  situation,  with  its  price  in- 
fluence, we  find  the  lollowing  situation: 

The  official  estimate  of  the  total  Canadian  crop,  made  by  the 
Dominion  Government,  for  this  last  year,  still  stands  at  293,000,000 
bushels,  of  which  western  Canada  supplies  264,000,000  bushels. 
Yet,  within  the  past  few  days  a  grain  firm  of  prominence  at  Winne- 
peg  has  issued  an  estimate  of  216,000,000  bushels  for  the  three 
western  Provinces,  and  this  estimate  is  confirmed  by  the  secretary 
of  the  Northwestern  Grain  Dealers  Association  as  bein^  in  his  judg- 
ment a  correct  estimate,  although  48,000,000  bushels  below  the 
Government  estimate. 

Manifestly,  the  world  prices,  to  rule  at  the  end  of  the  present 
crop  year  may  be  materially  influenced  by  the  gradual  demonstra* 
tion  of  the  accuracy  of  one  or  the  other  of  these  widely  divergent 
anticipations. 

In  the  same  way,  we  have  a  large  variation  in  the  estimate  both 
of  crop  production  and  of  the  factors  of  home  consumption  as  ap- 
plied to  our  own  United  States,  where,  certainly,  if  anywhere,  accu- 
rate information  should  be  possible.  The  estimate  by  our  own  Agri- 
culture Department  for  this  yearns  wheat  crop  was  issued  in  Sep- 
tember at  750,640,000  bushels,  with  an  acerage  of  winter  wheat 
harvested  at  34,163,000  acres.  This,  was  the  most  authoritative 
caJculation  on  which  trade  policies  could  be  based,  and  it  stood  for 
three  months  as  the  official  Government  estimate,  until  in  December^ 
without  any  previous  warning,  the  Government  raised  its  fijgures 
of  winter  wheat  acreage  to  37,993,000  acres,  and  its  final  estimate 
on  the  total  crop  to  787,128,000  bushels.  Manifestly,  again,  the 
addition  of  almost  40,000,000  bushels  to  United  States  surplus 
would  be  a  price-making  factor  of  some  influence  in  the  final  balance 
sheet. 

In  the  same  way  the  very  important  factor  of  domestic  consump- 
tion of  flour,  even  with  the  record  of  some  years  for  guidance,  shows 
a  wide  variation  between  various  authorities.  The  average  consump- 
tion of  flour  per  capita  in  the  United  States  in  the  three  years  prior 
to  1917  was  1.06  barrels,  which,  applied  to  the  present  population, 
would  indicate  a  needed  distribution  for  food  purposes  of  113,000,000 
barrels  of  flour  for  this  crop  year.  The  official  Monthly  (>op  Re- 
porter for  September,  last,  page  101,  makes  a  normal  per  capital 
consumption  m  the  United  States  even  more,  at  1.18  barrels. 

Studies  of  production  and  distribution  of  flour  for  tiie  first  six 
months  ending  January  1  last  indicate  a  distribution  for  that  half 
year  of  onlj  51,100,000  barrels,  or  at  the  rate  of  annual  distribution 
of  approximately  102,000,000  bushels;  or  apparently  an  under- 
consumption of  flour  e<|ual  to  50,000,000  bushels  of  wheat.  Mani- 
festlv,  again,  the  creation  of  50,000,000  bushels  additional  export 
surplus  by  a  falling  off  in  domestic  consumption  will  have  an  im- 
portant influence  on  prices  at  home  and  abroad. 
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Turning  to  American  estimates  of  the  exportable  surplus  of  this 
country,  made  by  various  authorities,  after  calculation  of  theBe  va- 
rious factors,  we  have  here  also  a  considerable  variation. 

Prior  to  the  corrected  crop  estimate  which  added  39,000,000  bushels 
to  the  total  crop,  Statistician  Goodwin,  of  Clement,  Curtin  &  Co.. 
estimated  the  exportable  surplus  at  225,000,000  bushels,  or  adding 
the  increase  of  39,000,000  bushels  to  the  estimate,  we  assume  tiieir 
estimate  of  264,000,000  bushels  exportable  surplus.  On  the  other 
hand,  the  Chicago  Trade  Bulletin,  of  December  17  last,  using  the 
Government's  revised  estimate,  calculated  an  exportable  surplus  of 
302,000,000  bushels.  Manifestly,  again,  this  developing  of  40,000,000 
bushels  in  the  export  contribution  which  may  be  further  affected  by 
lightened  home  consumption,  will  introduce  a  price-making  factor  of 
considerable  importance. 

Again,  in  the  world  price  we  have  an  important  influence  in  the 
Arg;entine  overseas  contribution.  Here  apain  we  find  the  same 
variation  in  honestly  expressed  opinions.  As  late  as  last  November 
the  Northwestern  Miller  s  correspondent  estimated  Ai^ntina's  crop, 
then  approaching  harvest,  at  244,000,000  bushels.  Cm  January  14, 
last  week,  the  Argentine  official  estimate  of  the  wheat  crop  now 
secured  is  187,000,000  bushels.  Manifestly,  again,  the  question  as  to 
whetner  Argentina's  contribution  to  overseas  supplies  will  be  70,000,- 
000  bushels  greater  than  expected,  or  70,000,000  less,  will  have  a 
price  influence  as  the  truth  develops. 

Then  in  the  balance  sheet  of  the  world  we  have  estimates  which 
are  made  with  some  authority,  and  which  must  be  given  due  con- 
sideration, showing  a  ^eater  range  of  advance  calculation.  For 
instance,  there  is  a  balance  sheet  of  overseas  wheat  supplies  and 
demand  made  last  fall  by  the  Canadian  commissioner,  Mr.  i>ohertv. 
of  the  Institute  of  Agriculture,  Rome,  in  which  calculation  of  supply 
and  demand  needs  he  shows  a  probable  import  requirement  overseas 
of  594,000,000  bushels,  and  a  probable  surplus  from  exporting  coun- 
tries to  meet  it,  of  600,000,000  bushels. 

On  the  other  hand,  it  is  possible  now  to  take  the  same  list  of 
suppliers  and,  by  using  the  more  sanguine  of  the  estimates,  construct 
a  possible  supply  of  almost  800,000,000  bushels  instead.  Manifestly, 
again,  200,000,000  increase  in  overseas  offerings  would  develop  a 
price  influence,  if  it  should  materialize. 

The  point  I  want  to  make  is  that,  with  the  best  avenues  of  infor- 
mation in  the  world,  there  are  alwavs  such  possible  errors  in  advance 
estimates  of  supply  and  demand  that  it  is  impossible  to  accurately 
forecast  the  price  movement.  Only  by  the  passage  of  weeks  and  of 
nionths,  ana  by  their  gradual  demonstration  of  actual  movement 
into  commercial  channels  and  out,  can  more  accurate  information 
be  obtained  as  to  the  relation  of  supply  to  demand.  This  means 
that  merchants  and  millers,  exporters  and  importers,  must  be  con- 
stantly on  the  alert  to  revise  their  earlier  information  and  opinions, 
and  only  by  constant  vigilance  can  they  escape  disaster  ancl  wreck. 

Now,  let  us  see  how  the  wheat  trade  has  succeeded  in  anticipating 
the  actual  developments  of  supply  and  demand,  and  the  pri<$e  anected 
thereby.  I  will  ask  you  to  examine  this  Table  B,  analyzing  the 
wheat  crops  of  the  past  10  years,  with  the  omission  of  the  last  three 
crops,  which  were  affected  by  tne  Grovemment  fair  price  guaranty 
ana  stabilization. 

(Table  B,  submitted  by  Mr.  Barnes,  is  here  printed  in  full,  as  follows : 
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Mr.  Barnes.  Starting  with  the  crop  of  1910,  the  gram  tradp  tha- 
bought  the  first  half  year's  current  marketing,  month  by  month. 
from  the  farmer,  and  carried  the  sm'plus  over  the  cm'rent  month's 
export  and  consumption  needs,  for  the  later  profit,  made  no  record 
for  them  to  be  proud  of  as  investors.  The  theory  of  a  depreasion 
during  the  early  crop  movement,  to  be  followed  by  profitable  ad- 
vances later,  is  not  borne  out  by  this  analysis.  For  mstance,  this 
method,  followed  without  any  hedging  insurance,  for  the  first  sLx 

J  ears  referred  to,  including  three  years  of  actual  war  influence,  would 
ave  resulted  in  a  net  loss,  for  the  six  years,  on  the  accumulation  <:^ 
the  first  half  of  the  crop  year,  as  follows: 

Loss. 

If  the  surpluB  had  been  marketed  at  the  price  obtainable  in  January. . .  $52, 500,  OOO 

If  the  surplus  had  been  marketed  at  the  price  obtainable  in  February. .  100, 600, 000 

If  the  surplus  had  been  marketed  at  the  price  obtainable  in  March 112, 000,  OOA 

If  the  surplus  had  been  marketed  at  the  price  obtainable  in  April 118, 500, 00>^ 

If  the  surplus  had  been  marketed  at  the-  price  obtainable  in  May 160, 300, 000 

If  the  surplus  had  been  marketed  at  the  price  obtainable  in  June 186, 800, 000 

The  surplus  of  the  one  crop  of  1916-17,  bought  in  the  first  half  of 
the  crop  year,  was  aided  by  the  inflation  which  followed  our  entrance 
into  the  war  in  the  spring  of  1917 ; .  yet,  adding  all  the  increase  in  value 
of  that  one  extraordinary  crop  year,  the  grain  trade  result  for  the 
seven  vears  would  have  been  as  loUows: 

If  marketed  at  the  average  price  in  January,  a  gain  of $31, 800, 00i> 

If  marketed  at  the  average  price  in  February,  a  loss  of 7, 300. 00C> 

If  marketed  at  the  average  price  in  March,  a  gain  of 32, 200,  OOl- 

If  marketed  at  the  avenge  price  in  April,  a  gain  of 55, 900.  OOf* 

If  marketed  at  the  average  price  in  May,  a  gain  of 5, 000,  oni 

If  marketed  at  the  average  price  in  June,  a  loss  of 23, 900,  ont* 

There  is  nothing  in  this  showing  that  would  repay  the  cares  an.: 
anxieties  and  hazards  of  seven  years  of  absorption  of  crop  marketing: 
with  the  enormous  pledging  of  credit  and  resources  whicn  must  hav^ 
been  used  daily  ana  monthly  for  seven  years. 

There  is  notning  in  this  record  that  sustains  the  popular  nayth  < :' 
supematurally  astute  grain  interests  fattening  on  price  depression  ir 
harvest  time  and  price  inflation  later. 

But  what  we,  as  fair-minded  men  with  the  interests  of  the  gres* 
producing  class  at  heart,  want  to  accomplish  is  to  see  what  impn^vt- 
ment  in  the  position  of  the  producer  can  be  secured.  I  believe  then 
are  steps  which  can  be  taken  that  will  greatly  improve  the  grower  > 
position.  These  suggestions  which  I  shall  make  require  the  study  i* 
experienced  and  able  men;  they  require  the  influence  and  prestiirr 
of  an  agency  of  proven  ability  and  character.  The  changes  whi*  •. 
I  suggest  should  come  preferablj^  by  voluntary  trade  action  and  pri- 
vate initiative  rather  than  by  rigid  and  inflexible  regulation. 

I  make  the  sujggestion,  therefore,  that  you  seriously  consider  tL»' 
creation  of  a  national  marketing  commission,  to  be  composed  of  roer 
especially  fitted  by  ability  and  experience  and  by  an  appreciation  <  * 
the  public  service  to  be  rendered,  who  will  study  the  various  phase- 
of  our  national  marketing  in  all  its  aspects.  I  would  suggest,  perhaps, 
that  that  commission  be,  at  present  at  least,  solely  for  an  investiga- 
tion of  the  facts  and  recommendations  back  to  the  legislative  bodip> 
but  with  authority  to  endeavor  to  secure  by  a  voluntary  cooperati  •: 
of  the  trades  themselves  those  improvements  which  their  inquin 
leads  them  to  believe  to  be  desirable.    There  are  so  many  phases  < 
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service  to  be  rendered  by  such  intelligent  and  careful  consideration 
of  marketing  problems  tnat  I  can  only  touch  on  a  few  which  suggest 
themselves  most  insistently. 

Broadly  speaking,  the  grain  storage  facilities  of  the  country  are 
adequate.  Because  of  the  fluctuation  in  sectional  production,  local 
scarcity  of  elevator  storage  may  occasionally  develop,  but  even  this 
is  improbable  if  adequate  and  liquid  rail  transportation  be  main- 
tainea  so  that  grain  can  be  moved  to  the  ports  and  central  markets. 
The  licensed  elevator  capacity  in  the  United  States,  as  shown  by  the 
exact  records  of  the  Gram  Corporation,  was  as  follows: 

Bushels. 

Country  elevatora 521, 000, 000 

MiU  elevators 150,000,000 

Terminal  elevators 262, 000, 000 

Total 933,000,000 

At  the  highest  point  of  grain  in  storage  at  any  one  time  during  the 
administration  of  the  Grain  Corporation,  as  snown  by  the  weekly 
licensee  reports  from  all  operators,  there  were  480,000,000  bushels  of 
all  kinds  of  grain.  Unnecessary  duplication  now  of  storage  facilities 
would  be  a  distinct  additional  economic  burden  and  expense. 

Here  is  a  great  service  to  our  farmers  which  can  be  worked  out, 
again  preferably  by  voluntary  cooperation  rather  than  Government 
regulation.  This  service  would  be  to  make  storage  facilities  available 
for  every  individual  farmer  and  evidenced  by  a  negotiable  certificate, 
which  would  also  help  solve  the  farmers'  problem  of  finance.  The 
best  class  of  collateral  in  America,  and  the  collateral  most  readily 
accepted  by  banks  as  security  for  loans,  is  a  warehouse  receipt  for 
grain  in  storage,  adec^^uately  secured  as  to  responsibility,  and  its 
collateral  value  determmed  every  business  day  by  the  actual  trading 
value  on  the  terminal  exchanges. 

It  is  possible  to  extend  to  the  individual  solvent  farmer  this  ad- 
vantage of  ready  collateral.  It  is  certainly  not  in  the  public  interest 
that  a  solvent  farmer,  with  grain  which  can  be  properly  evidenced  as 
to  its  quantity,  quality,  and  position,  should  not  be  able  to  exercise 
his  marketing  judgment  as  to  its  time  of  sale,  the  same  as  any  mer- 
chant with  a  similar  stock  of  grain. 

It  is  also  greatly  in  the  interest  of  economy  of  farm  operation  that ' 
he  should  be  able  to  haul  his  grain  to  storage  or  to  market  at  those 
periods  when  the  absence  of  other  farm  work  allows  this  hauling  with 
most  economy.  It  is  greatly  in  the  interest  of  the  farmer's  final 
naarketing  return  that  he  should  be  able  in  this  way  to  put  that  grain 
in  a  position  for  sale  at  a  moment's  notice,  when  nis  marketing 
judgment  so  directs. 

Ml  of  this  can  be  accomplished  by  changes  in  the  methods  of 
operating  coimtry  station  elevators  in  certain  sections  of  our  country. 
At  the  country  station  the  grower's  first  contact  with  a  marketing 
system  develops.  If  there  be  only  a  single  elevator  and  a  single 
buyer,  and  thereby  without  local  active  competition,  this  facUity 
acquires  a  mild  form  of  monopoly  which  invests  it  with  a  public 
interest.  It  is,  to  be  sure,  a  great  local  service,  and  entitled  there- 
fore to  be  treated  with  great  consideration.  Moreover,  it  is  a  very 
hazardous  business  venture,  for  America  is  dotted  with  elevators, 
dismantled  and  useless,  as  grain  production  has  decreased  or  disap- 
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peared  in  their  localities.  But,  broadly  speaking,  these  country 
elevators  are  not  fulfilling  their  full  service  to  the  producer.  I  do 
not  believe  it  is  the  national  interest  that  a  producer  desiring  to  haul 
his  grain  to  the  local  elevator  should  be  compelled,  without  alterna- 
tive, to  accept  a  grade  and  a  price  named  in  the  judgment  of  a  single 
local  buyer,  no  matter  how  fau-ly  that  buyer  may  try  to  operate.  To 
be  sure,  occasionally,  there  is  some  measure  of  potential  competition 
as  between,  per  haps,  several  stations,  each  with  their  own  buyer. 
within  hauling  distance.  At  many  stations,  also,  there  are  several 
active  competitors  for  such  purchases. 

1  believe  most  of  these  country  elevators  could  do  a  warehousing 
business  far  beyond  the  actual  capacity  of  their  houses  and  under 
adequate  safeguards  which  will  give  the  farmer  his  opportunity  to 
haul  any  time,  accept  a  price,  or  store  and  receive  a  n^otiable 
certificate  which  will  oe  readily  accepted  by  banks  as  security  against 
loans.  To  do  this,  bevond  the  actual  storage  capacity  of  the  countrj 
elevator,  there  must  be  given  to  the  elevator  operator  the  right  to 
ship  on  to  the  large  terminal  warehouses  and  to  deliver  in  these 
terminals,  at  a  proper  freight  and  charge  relation,  the  grain  for  which 
he  has  issued  a  country  elevator  ticket.  To  make  these  CM^untrr 
storage  tickets  negotiable  and  safe  for  both  farmer  and  banker  on  a 
wider  security  than  the  character  and  resources  of  the  local  elevator 
operator,  there  can  be  developed,  I  am  sure,  a  form  of  insurance  of 
them  by  large  liability  companies.  This  is  not  a  new  phase,  except 
as  to  country  elevators,  for  the  terminal  warehouses  receipts  at  many 
of  our  large  primary  markets  are  secured  by  bonds  deposited  by 
liability  companies  with*the  local  exchange  authorities  for  whole  or 
part  value  of  outstanding  receipts.  The  development  thus  of  the 
securitj  of  such  country  tickets  representing  grain  in  storage  at  coun- 
try points  would  of  itself  create  the  opportunity  for  outside  buyer? 
to  compete  with  the  elevator  operator  in  the  purchase  of  such  tick- 
ets, ana  thus  assure  a  price  to  tne  owner  made  oy  active  competition, 
always  the  safest  measure  of  a  just  price. 

The  further  underlying  question,  nowever,  is  again  whether  the 

grower  must  submit,  unquestioned,  to  the  jud^ent  of  the  locai 
U3^er  on  the  question  of  grade,  or  dockage,  on  his  grain,  even  though 
there  is  set  up  a  form  of  active  competition  which  protects  him  as  to 
the  local  price  with  relation  to  the  terminal  market.  It  seems 
feasible  that  elevator  operators  and  state  authorities  by  mutual 
agreement  could  set  up  a  tribunal  of  appeal  which  satisfies  the  pro< 
ducer  of  fairness  of  treatment  in  these  respects,  on  which  a  differ^ 
ence  of  opinion  is  almost  inevitable.  The  majority  of  coimtry  buyer? 
are  absolutely  fair,  and  their  honest  judgment  as  to  the  proper  grade 
of  any  given  lot  of  grain  is  probably  as  accurate  as  the  grower's  own 
judgment,  but  there  is  a  perfectly  human  revolt  against  oeing  forced 
without  alternative  to  accept  the  judgment  of  the  other  side,  with  a 
self-interest  in  the  result. 

The  Grain  Corporation  recognized  this  clearly  and  in  the  contract^. 
executed  in  support  of  the  wheat  price  guarantee  in  the  year  191  v^ 
assuring  the  country  dealers  against  loss  on  wheat  bought  from  gnaw- 
ers on  the  guaranteed  basis,  there  was  written  a  voluntarv  agnv- 
ment  on  the  part  of  the  dealer,  that  any  producer,  dissatisfied  with 
the  grade  ana  dockage  proposed  by  the  buyer,  could  appeal  by  m&i 
with  a  sample  to  the  regional  vice  president  of  the  Grain  Corporate  •!. 
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and  the  dealer  agreed  to  accept  the  judgpaent  of  that  vice  president 
as  final,  subject  only  to  appetd  to  the  Wneat  Director. 

By  cooperation  with  tne  Bureau  of  Markets  administering  the 
Federal  standards  these  samples  were  passed  on  by  the  expert  super- 
visors of  the  Bureau  of  Markets  in  the  several  districts.  It  is  remark- 
able that  out  of  probably  5,000,000  wa^onloads  of  wheat  marketed 
during  the  year,  the  Gram  Corporation  in  all  its  offices  had  less  than 
500  appeals  for  such  revision  of  grades,  dockages,  or  even  of  the 
relative  price  offered — a  showing  which  stamps  the  coimtry  grain 
trade  with  a  presumption  of  fair  treatment. 

I  believe  ihere  is  also  a  wide  significance  in  this  as  showing  the 
desirability,  in  the  interest  of  commercial  harmony,  of  giving  an 
a^rieved  seller  an  opportunity  to  appeal  to  a  disinterested  arbi- 
trator on  the  simplest  possible  methods,  and  without  expense. 

There  are  now  prescribed  Federal  standards  applied  to  most  of 
our  standard  grains.  It  may  be  fairly  criticized  that  these  standards 
are  too  numerous  and  finely  drawn  for  the  greatest  economy  in  stor- 
age and  transportation,  as  necessarily  divisions  into  a  large  number 
of  lots  to  be  kept  separate  does  not  tend  to  economy  in  eiuxer  phase. 
To  facilitate  available  country  storage  in  the  manner  I, have  dis- 
cussed, there  must  be  modifications  of  these  nimierous  divisions  of 
Federal  standards,  or  certain  rights  to  combine  closely  related  quali- 
ties, in  the  judgment  of  the  elevator  operator,  for  the  piu^pose  of 
ready  storage  and  shipment.  These  are  details  which  can  be  readily 
worked  out. 

Such  a  marketing  commission  could  weU  consider  and  recommend 
some  method  by  v^ch  every  mdividual  grower  could  secure  promptly 
the  most  accurate  infonnation  on  the  market  prices  and  supplies. 
The  Department  of  Agricultiure  does  this  to  a  useful  extent  to-day, 
and  mi^ht  well  widen  and  quicken  their  service  following  experienced 
su^estions. 

Such  a  marketing  commission  could  well  ascertain  the  service 
possible  to  the  growers  of  this  coimtry  by  cheapening  the  transporta- 
tion cost  of  foreign  marketings,  such  as  is  apparently  quite  feasible 
in  the  proposed  St.  Lawrence  waterway. 

The  unprovement  to  be  effected  in  the  farm  price  relation  to  the 
foreign  consuming  market  which  would  follow  the  introduction  of 
ocean  carriers  to  the  western  lake  ports,  or  the  extension  of  the 
lake  carrier's  water  voyage  to  the  St.  Lawrence  seaports,  would  seem 
to  be  susceptible  of  demonstration.  The  improvement  in  the  readi- 
ness of  marketing  opportunity  in  the  sections  served  by  the  western 
railways,  if  those  lines  discharged  their  export  carloads  to  ocean 
steamers  at  western  lake  ports  instead  of  sending  their  cars  into  the 
congested  Atlantic  ports,  would  be  of  immense  marketing  service  to- 
the  producer. 

Such  a  commission  should  give  a  comprehensive  study  to  the  results 
of  cooperative  marketing  movements,  at  home  and  abroad.  Such 
study  might  relieve  the  cooperative  movement  of  its  present  danger  of 
hasty  duplication  of  existing  equipment,  and  such  a  marketing  com- 
mission might  work  out  a  fair  method  of  securiujg  the  advantages  of 
cooperative  development  throiigh  some  use  of  existing  trade  machin- 
ery. No  greater  national  service  could  be  performed  than  to  aid  this 
great  cooperative  movement,  which  has  legitimate  functions  in  its 
own  certam  fields,  from  wrecking  itself  in  aavance  by  over-extension 
and  over-burdening  by  superfluous  investment. 
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We  are  now  in  the  midst  of  an  appalling  collapse  of  commodity 
values.  Raw  materials  and  finished  products  of  many  kinds  are 
temporarily  imsalable  at  any  price.  Merchants  in  many  lines  have 
seen  their  capital  resources  impaired  or  wiped  out  entu*ely,  unable 
to  limit  their  losses  at  any  point,  no  matter  what  their  willmgness  to 
sacrifice  might  be.  What  would  it  have  been  worth  to  them,  and 
what  to  the  banks,  who  have  seen  the  security  behind  their  loans 
grow  doubtful  in  value,  for  such  merchants  at  some  point  to  have 
exchange  trading  in  their  commodities  or  the  basic  materials  whose 
price  fluctuates  with  their  finished  products,  so  that  they  could  pre- 
serve something  of  the  capital  investment  against  the  disaster  which 
follows  total  suspension  oi  possible  sales  ?  Through  all  this  collapse 
the  grain  markets  have  performed  their  daily  ana  hourly  service  of 
providing  such  protection.  Their  ouotations  of  values  have  been 
real  trading  points,  accepted  for  collateral  values,  and  effective  in 
limiting  the  losses  of  liquidation.  More  than  that,  measured  by  the 
record  m  wheat,  with  its  open  exchange  trading,  the  fall  has  been 
greatly  cushioned  and  retarded  by  the  trading  on  these  great  ex- 
changes. 

If,  in  wheat,  not  only  the  fall  has  been  lessened,  but  credit  retained, 
trade  solvency  preserved,  and  the  pubhc  benefit  of  low  trade  tolb 
preserved  through  such  price  dislocation  and  its  resulting  hazards,  is 
it  not  worth  a  great  national  study  by  men  eauipped  for  such  service, 
to  see  how  far  this  distinctly  American  heoging  marketing  system 
could  be  intensively  developed,  and  perhaps  extended  to  other  basic 
commodities  susceptible  to  the  standardization  that  permits  of 
trading  in  contracts  for  future  delivery  ?  Is  it  not  worth  while  to  see 
whether  the  same  methods  could  be  extended  to  dairy  products,  to 
packing-house  products,  to  wool  as  well  as  to  cotton,  and  to  semi- 
perishable  products,  such  as  beans,  or  rice,  or  potatoes)  The  very 
security  against  large  price  loss,  because  of  the  insurance  of  a  national 

[)rice  level  hedging,  enables  the  merchants  to  distribute  along  the 
ines  of  greatest  economy  to  the  most  necessitous  market  at  the  time 
of  their  exact  consumption  needs. 

Such  a  commission  could  perhaps  work  out  such  terms  of  contract 
deUvery  as  would  permanently  remove  from  the  hedging  markets  the 
danger  of  manipulative  congestion  and,  with  this  condition  created, 
a  wider  public  confidence  in  the  hedging  service  and  a  wider  use  of 
that  insurance  feature. 

This  further  development  is  possible  even  in  the  highly  orffanized 
wheat  trades  of  the  coimtry,  for  the  secondary  handlers  of  the  nniahed 
products  have  not  yet  learned  the  full  benefits  that  follow  the  use  of 
the  insurance  feature  in  the  handling  of  the  products  of  wheat. 
Would  there,  for  instance,  have  been  m  the  six  months  just  ended 
the  fallii^  off  in  mill  consumption  in  this  country  by  70,000,00() 
bushels  of  wheat  had  the  flour  jobber  generally  learned  the  seourity 
against  investment  loss  by  the  use  of  wheat  hedges)  If  the  miUs 
had  not  lost  a  large  part  of  their  usual  fall  trade  by  tms  timidity  of  the 
flour  buyer  would  they  not  have  absorbed  in  American  milling  pur- 
chases a  larger  volume  of  our  farm  marketing  of  wheat,  both  for  cur- 
rent grinding  and  in  anticipation  of  a  continuance  of  larger  mill 
consumption  thus  indicated  i  Would  not  this  mill  buying  dipping 
into  the  current  stream  of  wheat  marketing  have  lightened  me  actu£ 
pressure  on  wheat  markets  at  home  and  abroad,  ana  thus  have  tendcni 
to  a  better  protection  of  the  price  t 
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Would  our  textile  mills  stand  idle  to-day  awaiting  buyers  that 
hesitate  to  purchase  because  of  the  risk  of  trade  price  declines  if  those 
tuyers  had  been  trained  to  hedge  their  conunitments  in  the  basic 
raw  materical  markets  ? 

The  emphasis  I  put  upon  the  service,  and  the  findings  of  such  a 
commission  is  this:  That  the  benefit  of  the  future  deUvery  market 
system,  with  its  hedging  facilities,  should  teach  all  our  people  in  the 
form  of  narrower  trade  margins  on  the  commodities  handled.  All  the 
phases  of  ready  competition,  adequate  credit  which  creates  such 
competition,  and  avoidance  of  overloaded  markets  by  the  lack  of 
pressure  into  hastv  marketing  are  only  parts  of  the  complete  nationfd 
service  to  be  rendered;  but,  peyond  these  phases,  such  a  marketing 
commission  can  certainly  work  out  steps  which  will  put  the  producer 
where  we  all  agree  in  the  national  interest  he  should  be,  namely,  that 
solvent  as  he  is,  and  possessing  farm  products  of  universal  need,  he 
should  not  be  forced  oy  financial  obligations  into  a  position  where 
he  can  no  longer  exercise  his  individualmarketing  judgment. 

Vaguely,  and  perhaps  confusedly,  the  producer  fee&  to-day  that 
he  has  not  a  sufficient  voice  in  either  the  manner  of  marketing  or  the 
price  which  his  products  shall  receive.  The  issue  will  shortlv  be 
drawn  between  a  producer  attempt,,  by  combination  and  withholding 
farm  products,  to  force  a  price  basis  more  to  his  liking  and  a  method 
which  cultivates  self-reliance,  self -decision  on  the  part  of  the  producer, 
by  giving  him  more  complete  freedom  in  the  selecting  of  his  market- 
ing time  and  price.  I  beUeve  the  latter  method  is  the  American 
way  and  that  the  foimdation  for  that  solution  is  laid  in  the  American 
system  of  great  exchanges,  with  their  daily  price  information  avail- 
able to  every  producer.  Only  common  sense  and  resourcefulness  are 
necessary  in  order  to  extend  the  benefits  of  that  system  to  every  farm. 

These  are  big  questions,  of  great  national  import.  Perhaps  their 
solution  requires  the  support  of  legislation.  Very  probably  they 
can  be  worked  out  by  voluntary  action  of  the  affected  trades,  them- 
sdves.  For  either  purpose,  they  require  investigation,  public  and 
private,  aiid  the  resultant  opinion  of  men  of  ability,  experience, 
and  devotion  to  the  national  service. 

I  again  lay  special  emphasis  on  the  need  of  great  care  and  lack  of 
haste,  because  I  believe  fair-minded  men  in  Congress  have  been  in- 
fluenced by  statements  which  do  not  stand  impartial  analysis.  I 
think  Congress  and  the  trades  themselves  greatly  need  acciirate 
information  of  the  kind  I  have  suggested  before  they  can  safely  de* 
termine  a  proper  course. 

Therefore,  I  urge  the  total  suspension  of  such  legislative  attempts 
as  the  bills  before  you  contemplate  in  favor  of  an  effort  to  get  more 
exact  and  reliable  information  and  more  fully  considered  recommen- 
dations through  the  creation  of  a  national  marketing  conouoiission. 

Mr.  Chairman,  I  have  tried  to  lay  before  you  the  method  of  reason- 
ing by  which  I  reach  certain  conclusions.  The  important  one.  the 
one  of  most  interest  to  you,  is  that  legislation  such  as  is  contemplated 
in  either  of  the  two  bills  before  you  is  very  likely  to  do  more  harm 
than  good.  They  are  based  on  a  recognition  of  a  defect  in  the  con- 
duct of  the  business  which  every  fair-minded  man  must  recognize, 
but  we  differ  on  several  points. 

First,  I  believe  that  the  minor  speculation  which  is  present  in 
these  markets  repays  this  service  by  the  liquidity  of  ready  trading, 
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which  preserves  these  trade  tolls  narrow  in  the  public  interest ;  and 
that  the  manipulative  trading,  which  we  all  condemn,  is  very  in- 
frequent, and  unless  it  can  be  eliminated  without  destruction  of 
the  basis  fimction,  may  well  be  accepted  as  incident  to  the  manv 
public  services  of  exchange  grading. 

I  am  afraid  that  making  the  process  of  simple  trading  on  the  ex- 
changes more  cumbersome,  as  those  bills  would  do,  would  be  to 
narrow  the  circle  of  absorptive  buying,  and  this  country  which  pro- 
duces in  three  months,  as  I  have  said,  a  surplus  for  12  months^  must 
have  that  buying  encouraged  without  absorption. 

I  shall  be  very  glad  to  discuss  either  my  statement  or  any  other 
phase  of  the  subject  that  you  may  desire. 

The  Chairman.  Have  you  concluded  your  statement  ? 

Mr.  Barnbs.  Yes. 

Mr.  Wilson.  There  has  been  a  lot  said  in  the  hearings  about 
hedging  and  speculating.  I  wonder  if  you  can  give  us  your  idea  as 
to  the  difference  between  the  speculator  and  the  man  who  hedges^ 
What  is  the  restdt  of  the  two  methods  of  trading  ? 

Mr.  Barnes.  I  think  the  trade  definition  of  a  hedger  would  be 
one  who  used  the  exchange  future  trading  for  the  purpose  of  having 
an  equivalent  amount  bought  or  sold  against  actual  grain  or  actu^ 
contracts  made  on  the  other  side,  so  that  he  has  no  expense  in  the 
form  of  a  surplus  of  more  grain  bought  than  sold  or  more  grain  sold 
than  bought. 

Speculation  is  a  very  indefinite  term.  Of  course  every  man 
speculates  when  he  makes  any  investment,  in  securities  or  anv- 
thin^  else,  but  I  would  not  define  speculation  in  that  wav  at  all. 
I  thmk  those  transactions  serve  a  very  useful  economic  function. 
But  what  we  generally  have  in  mind  in  the  use  of  the  word  *' specu- 
lator" is  that  a  man  might  have  more  grain  bought  than  sold  or 
more  grain  sold  than  bought. 

Mr.  Wilson.  Mr.  Chairman.  I  would  like  to  ask  some  questions, 
but  I  know  you  will  go  into  tms  grading  proposition,  so  I  shall  not 
go  into  that.  I  want  to  hear  what  you  have  to  say  with  reference 
to  that,  and  for  the  time  being  I  do  not  care  to  ask  anything  more. 

Mr.  McLaughlin  of  Michigan.  I  have  no  questions. 

Mr.  PuRNELL.  Do  you  differentiate,  Mr.  Barnes,  between  specu- 
lation and  what  we  commonly  cdl  gambling  on  the  board  of  trade ! 

Mr.  Barnes.  I  think  you  can  only  measure  that  difference  by  the 
intent,  after  all.  There  certainly  is  a  class  of  speculation  which  is. 
by  its  very  intent,  pure  gambling. 

Mr.  PuRNELL.  I  believe  some  of  the  witnesses  who  have  testifie<I 
before  the  committee  have^  directly  or  indirectly,  given  us  the 
impression  that  speculation  is  necessary  to  stabilize  the  market.  I 
am  wonderii^,  assuming  that  some  manipulative  or  gambling  busi- 
ness is  done,  u  that  could  be  eliminated  without  in  any  way  hazarding 
the  stabihzation  ? 

Mr.  Barnes.  Frankly,  I  have  not  been  able  to  see  any  way  to 
protect  against  manipulative  speculation,  which  may  well  be  classe<i 
as  objectionable  in  every  way.  To  eliminate  that  without  destroying 
the  hquidity  or  readiness  to  trade  and  coyer  contracts,  which  is  the 
very  essence  of  these  narrow  trade  tolls,  it  is  not  enough  to  proto<*? 
the  trades  against  radical  changes  in  price — that  is  a  great  securitr — 
but  there  is  a  further  service  performed  by  this  trading,  whic&  i> 
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the  ability  to  cover  a  contract  in  two  minutes,  which  could  not  be 
done  if  you  limit  the  trading  to  hedging  against  actual  grain. 

Mr.  !ruBNELL.  Then  it  is  your  idea  that  these  features  must  be 
maintained  in  the  present  system,  in  order  to  give  this  liquidity  to 
the  market  about  which  you  speak  i 

Mr.  Babnes.  The  minor  features  of  that,  yes.  I  do  speak  of  the 
exaggeration  which  I  hope  to  see  the  trade  themselves  work  out  in 
time.  At  least  we  have  made  this  much  progress,  that  it  is  frowned 
upon  as  being  unethical  to  use  large  resources  to  purchase  wheat  and 
influence  the  price  level,  even  tcSnporarily.  It  is  not  good  ethics, 
any  more  than  spitting  on  the  carpet  is  good  ethics  these  days. 

Mr.  PuBNELL.  I  think  that  is  all  now,  Mr.  Chairman. 

Mr.  Young.  Mr.  Barnes,  about  how  many  boards  of  trade  and 
exchaziges  are  there  that  operate  in  the  grain  markets  in  our  country  ? 

Mr.  Sabnes.  With  future  trading  ? 

Mr.  Young.  Yes. 

Mr.  Babnes.  Of  course  the  great  market  is  Chicago.  Its  geographi- 
cal position,  being  surrounded  with  a  great  grain  country  producing 
various  kinds  of  grain,  gives  it  an  immense  trade  advantage;  but 
besides  Chicago  uiere  are^  Duluth,  Minneapolis,  St.  Paul,  Kansas 
City,  and  Omaha.  There  is  no  future  trading  in  any  of  the  eastern 
seaooard  markets.  I  should  say  that  six  or  eight  grain  markets 
practically  constitute  the  exchanges  to-day  where  there  are  future 
tradings.  ^     .        ' 

Mr.  Young.  Would  a  decrease  or  increase  in  the  number  of  ex- 
changes have  any  particular  effect  upon  market  conditions  ? 

Mr.  Babnes.  I  snould  not  think  so;  I  think  they  follow  naturally 
where  the  grain  flows  and  needs  security. 

Mr.  Young.  Do  they  have  such  exchanges  in  foreign  countries 
operating  upon  pretty  much  the  same  line  as  the  exchanges  operate 
in  this  country  ? 

Mr.  Babnes.  No:  I  do  not  think  any  of  their  exchanges  are  de* 
veloped  as  ours  are  nere. 

Mr.  Young.  Are  there  any  countries  producing  wheat,  for  instance, 
that  are  absolutely  without  exchange  facilities  1 

Mr.  Babnes.  On,  yes.    Russia  has  no  exchange  facilities. 

Mr.  Young.  And  not  much  of  anything  else  at  the  present  time  ? 

Mr.  Babnes.  India  has  none  and  never  did  have. 

Mr.  Young.  How  about  Argentina? 

Mr.  Babnes.  Ai^entina  has  a  central  markets  They  are  trying  to 
frame  it  so  as  to  get  the  benefits  of  our  system.  ^  But  the  benefit  of 
the  system  is  not  alone  in  the  system  itself :  it  is  in  the  genius  of  the 
people,  and  they  have  not  a  people  of  self-reliance  and  resourcefulness 
such  as  we  have,  and  they  never  would  successfully  develop  a  market 
system  along  the  line  of  ours. 

Mr.  Young.  Is  Argentina  a  very  great  wheat-producing  country } 

Mr.  Babnes.  Yes;  it  is  very  important. 

Mr.  Young.  And  they  have  not  developed  their  exchanges  to  the 
point  that  our  country  has  developed  them  ? 

Mr.  Babnes.  No. 

Mr.  Young.  With  reference  to  the  actual  marketing  of  grain  in 
Argentina,  how  do  the  prices  to  the  fanner  there  compare  with  the 
prices  to  the  fanner  in  our  country  t 
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Mr.  Babnes.  I  do  not  want  to  make  the  statement  without  accu- 
rate data,  but  by  report,  such  as  the  comment  of  men  who  have  traded 
there,  without  tne  exact  figures,  there  is  a  general  expression  of  con- 
viction that  the  farm  price  in  relation  to  the  seaboard  price,  ^v^hich  is 
their  market  price,  is  dictinctly  less  advantageous  than  ours. 

But  remember  this,  that,  broadly  speaking,  there  is  not  a  farm  in 
Argentina  with  a  rail  haul  longer  than  150  miles  to  a  seaport,  while 
in  the  United  States  we  have  nums  that  are  2,000  miles  from  a  sea* 
port. 

Mr.  YouNQ.  Do  you  happen  to  know  the  condition  of  the  Argentine 
wheat  producer  or  grain  producer  with  reference  to  the  return  from 
his  product  based  on  his  expense  account  in  producing  the  different 
crops?  How  will  his  condition  compare  with  that  of  the  average 
American  farmer  who  produces  like  grain « 

Mr.  Barnes.  I  certainly  have  a  very  clear  impression  that  he  is 
not  in  the  same  class  by  any  means. 

Mr.  Young.  Better  or  worse  ? 

Mr.  Babnes.  Much  worse. 

Mr.  Young.  Not  so  prosperous  1 

Mr.  Barnes.  Not  nearly  so  prosperous. 

Mr.  Young.  Do  you  consider  tnat  their  marketing  system,  not 
being  developed  so  well  as  our  marketing  system,  is  one  cause  for  that  I 

Mr.  Barnes.  It  certainly  would  contribute  to  it. 

Mr.  Young.  There  is  another  branch  of  this  bill  that  refers  to  the 
cotton  exchanges.  We  have  onl^  two  cotton  exchanges  in  this 
country,  one  in  New  York  and  one  in  New  Orleans.  Have  you  given 
any  particular  study  to  that  branch  of  the  marketing  question  ? 

Mr.  Barnes.  Only  to  this  extent,  that  I  have  made  some  inquiry 
as  to  whether  this  same  method  of  f acihtating  farm  storage  and  giving 
a  negotiable  certificate,  against  which  he  could  borrow  for  his  pressing 
financial  needs,  is  practical  with  reference  to  cotton.  I  am  convinced 
that  it  is.  I  am  convinced  the  same  system  could  be  set  up  for  the 
relief  of  the  cotton  grower. 

Mr.  Young.  As  a  matter  of  fact,  Mr.  Barnes,  it  has  actually  been 
proved  that  a  bale  of  cotton,  as  I  recall,  in  one  of  the  warehouses 
m  the  South  has  been  kept  in  storage  for  nearly  a  hundred  years, 
and  when  it  was  put  in  the  mill  its  spinning  value  liad  not  deteriorated 
in  the  least.  In  other  words,  that  lint  cotton  will  not  deteriorate  if 
you  keep  it  out  of  the  weather.  Of  course  that  q[uality  of  that 
product  would  render  it  especially  fitted  for  warehousing  ? 

Mr.  Barnes.  Yes.  You  are  probably  more  familiar  with  that  tnan 
I  am,  but  is  it  not  possible  to  set  up  warehouses  for  that  cotton  at 
relatively  very  little  expense  ? 

Mr.  Young.  We  are  trying  to  do  that  very  thing  now;  it  is  the 
crying  need  in  the  South,  as  a  matter  of  fact.  Most  of  our  cotton 
goes  into  the  open  cotton  yards,  where  it  is  subject  to  weather  condi- 
tions and  forced  by  weather  conditions  to  go  on  the  market.  But 
we  are  developing  a  warehousing  system  very  rapidly  at  this  time. 
I  thoroughly  agree  with  you  that  that  is  one  of  the  important  things. 

Mr.  Barnes.  Let  me  ask  you  a  question,  because  I  like  to  get  all 
the  information  T  can.  Is  the  cotton  grower  forced  bv  his  obligations, 
due  to  the  local  storekeeper  largely  as  well  as  to  the  ^anks,  to  put  hl« 
cotton  into  the  market  against  his  own  marketing  judgment  ? 
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Mr.  Young.  That  is  absolutely  true  at  the  present  time.  That  was, 
of  course,  brought  about  by  an  unfortunate  condition  in  our  history, 
when  we  had  the  conflict  between  the  States.  After  the  War  tte 
South  was  left  completely  bankrupt  and  was  driven  to  a  one-crop 
proposition,  because  cotton  was  the  one  crop  out  of  which  they  could 
get  the  ready  money  which  the  people  had  to  have  to  pay  their 
debts.  But  we  have  had  the  haphazard  system  of  simply  marketing 
through  the  cotton  yards,  and  that  meant  that  the  farmer  had  to  sell 
within  a  period  of  60  or  90  days,  which  made  a  very  unfortunate 
season  of  marketing  for  him. 

Here  is  what  I  want  to  get  at.  About  65  per  cent  of  the  cotton  crop 
in  normal  times  is  an  export  proposition.  In  my  own  State  of  Texas 
we  produce  from  one-third  to  one-fourth  of  the  cotton  of  the  South, 
and  between  80  and  90  per  cent  of  the  Texas  crop  is  an  export  propo- 
sition, because  we  are  there  on  the  seacoast. 

Now,  there  are  exchanges  of  some  kind  in  Liverpool  that  deal 
largely  with  cotton,  and,  taking  the  course  that  public  sentiment 
seems  to  be  following,  there  is  a  great  element  of  our  people  that  are 
absolutely  in  favor  of  abolishing  the  two  cotton  exchanges  that  we 
have.  Aa  I  say,  they  function  somewhat  along  the  lines  of  the  wheat 
exchanges,  as  1  understand  it.  Now,  what  in  your  judgment  would 
be  the  result  if  that  line  of  thought  were  adopted  as  a  policy  and  the 
two  cotton  exchanges  in  this  country  driven  out  of  busmess  ?  Sixty- 
five  per  cent  of  the  commodity  is  exported,  and  there  would  be  left 
nobodj''  that  would  have  any  control  over  the  exchanges  in  Liverpool. 

Mr.  Baknes.  I  think  there  is  only  one  result  to  follow  that,  and 
that  woidd  be  an  early  and  extraordinary  price  fluctuation,  and  in 
extraordinary  price  fluctuations  the  man  of  large  resources  profits 
and  the  smaU  man  is  swamped,  almost  imiversally.  It  would  be 
definitelv  in  the  interest  of  large  combinations  of  traders  and  against 
the  small  grower,  in  mjr  judgment. 

Mr.  Young.  There  is  a  lurther  point  in  that  connection.  It  is 
very  natural  to  suppose  that  the  people  in  Liverpool  who  consume 
the  raw  cotton  do  not  produce  it — except  some  of  their  colonial  pos- 
sessions— and  it  is  their  natural  inclination  to  be  a  bear  on  the  mar- 
ket, just  as  it  is  the  southern  producer's  inclination  to  be  a  bull  on 
the  market.  Now,  through  the  operation  of  the  exchanges  in  that 
consuming  part  of  the  world,  woidd  there  be  left  a  power  that  they 
could  exercise  that  we  could  not  offset  if  our  exchanges  in  this  country 
were  to  stop  ? 

Mr.  Barnes.  Without  question.  The  grower  would  be  thrown 
more  directly  on  the  interest  of  the  buyer,  whose  interest  runs  di- 
rectly counter  to  his  own. 

Mr.  Young.  So  that  if  that  were  true,  if  we  should  abolish  the  ex- 
changes in  this  country,  it  woiild  have  a  direct  effect  on  me  as  a 
producer  of  cotton  as  to  the  value  of  my  product  ? 

Mr.  Baknes.  I  think  so,  without  (question. 

Mr.  Young.  That  is  one  of  the  things  that  is  very  troublesome  in 
all  this  legislation.  We  had  that  same  question  here  some  seven  or 
eight  years  ago. 

Now,  to  get  back  to  our  exchanges  here.  You  take  a  county  like 
my  county,  one  of  the  black-land  counties  of  Texas.  We  have  prob- 
ably eight  towns  with  populations  ranging  from  1,500  to  as  high  as 
10,000.     It  is  an  agricultural  county.    Ejach  of  these  towns  has  a 
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local  cotton  market.  The  fanners  adjacent  to  these  various  towns 
go  to  the  nearest  town  to  sell  their  cotton  as  they  gather  it  from  their 
larms. 

There  are  other  towns  in  the  cqunty  with  a  population  of  from 
3.000  up  which  have  these  blackboards.  They  raise  a  purse  and  em- 
ploy a  man  whose  business  it  is  to  get  these  quotations  every  minute 
as  they  come  from  the  exchanges  in  Great  Britain  and  in  this  country. 

NoW;  I  discover  this  situation  in  traveling  aroimd  those  sections 
where  they  have  those  blackboards.  Here  will  be  a  business  man. 
a  man  on  the  street,  or  a  farmer,  who  will  drop  into  that  room.  He 
sees  these  quotations  for  the  various  months.  Here  is  the  month  of 
March,  for  instance,  and  the  quotation  is  so  and  so  on  cotton.  He 
decides  that  price  is  too  low,  and  he  tells  this  fellow  at  the  black- 
board, who  is  a  telegrapher,  ''You  buy  me  100  bales 'of  March  cotton," 
or  sell,  as  the  case  may  be.  Now,  although  that  fellow  may  be  a 
farmer,  he  does  not  expect  ever  to  handle  a  hundred  bales  of  actual 
cotton;  that  is  not  in  contemplation  at  all.  But  he  expects  to  take 
his  profit,  or  his  loss,  as  the  case  may  be,  on  this  March  contract. 
He  does  not  know  whom  he  is  deaUng  with  at  the  other  end  of  the 
line.  That  thing  has  grown  to  be  a  universal  custom  all  through 
that  country — aU  over  the  South. 

What  is  your  idea  as  to  the  elf ect  of  that  condition  that  has  devel- 
oped under  the  present  exchange  operation  as  applied  to  cotton? 
Is  it  a  healthy  condition  or  ought  that  condition  to  oe  stopped  ? 

Mr.  Barnes.  I  would  not  sav  that  it  ousht  to  be  stopped.  As  I 
say,  the  measure  of  that  depends  reaUv  on  uie  circumstances  and  the 
intent  of  the  individual.  But  certainly  a  man  in  the  cotton  district, 
a  farmer  or  a  business  man,  knowing  the  cost  of  producing  cotton 
and  feeling  that  it  was  at  this  time,  for  peculiar  reasons,  below  the 
cost  of  production  and  must  in  time  correct  itself,  performs  a  public 
service  b^r  making  an  investment  in  cotton.  His  investment  must 
be  made  in  one  of  two  ways.  He  goes  to  the  plantation  of  John 
Jones  and  buys  his  cotton,  stored  in  John  Jones's  warehouse  on  his 
own  farm  and  subject  to  fire  and  deterioration  and  theft,  or  else  by  a 
system  of  properly  safeguarded  warehouses  there  is  set  up  a  method 
by  which  that  cotton  is  lodged  in  the  terminal  market,  and  he  can 
bv  the  simphfied  hedge  reach  back  through  these  stages  to  the  exact 
identical  cotton.  We  simply  make  it  easy  for  him  to  go  into  the 
market,  instead  of  making  it  cumbersome  for  him,  and  thereby 
widen  that  absorption. 

Mr.  YouNO.  That  is  true;  in  fact,  these  particular  individuals 
that  I  am  talking  about  now — ^take  this  present  year.  Everybody 
in  the  cotton  belt  knows  that  we  made  this  crop  on  the  most  expen- 
sive basis  that  ever  a  crop  was  produced  on  in  the  South.  So  tnese 
individuals  who  go  into  these  rooms'  where  these  blackboards  are 
maintained  do  not,  as  a  matter  of  fact,  figure  on  the  cost  of  making 
this  crop,  but  they  are  just  blindly  guessing  that  the  March  contracts 
will  be  up  or  down,  and  buy  accordingly. 

Mr.  Barnes.  Well,  they  must  have  a  reason  for  believing  that 
those  March  contracts  will  be  higher  or  lower,  and  whether  they  have 
consciously  or  imconsciously  reasoned  it  out,  they  feel  that  the 

{ires^it  price  will  have  a  counter  swing  by  reason  of  the  econoniit" 
orces  which  will  put  it  back. 
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Now,  I  would  not  discourage  that  kind  of  trading.  I  believe  the 
American  genius  is  to  realize  the  future  r^ult  of  economic  price  levek, 
and  that  the  American  initiative  is  to  take  a  chance  on  it.  It  may 
be  classed  as  speculation  or  gambling  or  as  investment,  just  as  your 
own  particular  temperament  may  direct. 

Mr.  Young.  Let  me  take  another  angle  of  it — and  I  want  to  say 
I  am  tremendously  worried  over  the  proposition.  I  do  not  want  to 
take  a  wrong  step  in  voting  on  these  measures  that  we  have  under 
consideration.  What  I  do  want,  if  we  adopt  any  legislation,  is  legis- 
lation such  that  the  fellow  who  produces  these  raw  materials,  whether 
wheat  or  cotton  or  whatever  it  may  be  that  the  people  must  have 
to  live — I  want  a  system  of  markets  such  that  the  fellow  who  produces 
these  things  for  humanity  can  have  a  market  that  will  encourage  the 
country  boys  to  stay  on  the  farm.  In  my  opinion  that  is  the  hope  of 
our  country  in  the  future,  to  get  people  on  these  farms  to  be  stable 
citizens,  and  they  are  not  stable  under  conditions  as  they  exist  at 
this  very  moment  in  my  section.  I  never  saw  such  a  turmoil  as  we 
have  got  now.  It  makes  it  a  tremendous  question  for  us  to  pass  on 
here. 

Speaking  from  personal  knowledge,  I  know  a  2,200-acre  cotton 
plantation  within  a  mile  and  a  hdf  from  my  home  town.  It  is 
worked  by  tenants  on  the  basis  of  a  third  and  a  fourth — the  landlord 
gets  a  third  of  the  grain  and  a  fourth  of  the  cotton,  and  the  tenant 
takes  the  rest.  Under  that  system  the  tei^ants  not  only  furnish  their 
own  labor  but  hire  the  additional  labor  necessary  to  make  these 
crops.  That  labor  costs  them  $4  a  day  on  the  farm;  in  normal  times 
we  got  that  same  labor  at  $1.50.  Cotton  is  picked,  not  by  day  labor 
but  by  the  himdredweight.  In  normal  times  in  the  early  part  of  the 
season  we  paid  50  cents  a  hundredweight;  this  season  it  costs  $2  a 
hundredweight  to  pick  that  cotton,  which  means  $32  a  bale.  So 
with  the  uncertain  market  conditions  that  prevail  and  the  great 
expense  of  making  that  crop,  this  2,200-acre  farm,  if  the  crop  were 
cashed  in  at  this  time,  would  show  an  absolute  loss  on  the  operation 
to  both  the  tenant  and  the  landlord.  That  is  the  condition  that  is 
confronting  the  cotton  belt. 

Of  course,  those  people  are  in  such  a  frame  of  mind  that  they  are 
willing  to  have  us  do  something  drastic,  which  is  a  very  unsafe 
condition  of  mind  for  people  to  be  in. 

To  get  back  to  the  question,  here  is  your  marketing,  system.  Is 
there  any  suggestion  that  you  could  make  that  woidd  hSp  us  to  work 
out  a  more  suitable  system,  that  would  encourage  these  people  to 
produce  that  which  the  world  needs — and  they  do  need  every  bale  of 
cotton  that  is  now  on  hand  ? 

Mr.  Babnes.  Yes ;  I  have  a  verv  specific  suggestion. 

Mr.  Young  of  Texas.  I  would  liKe  to  hear  it— as  to  cotton,  I  say. 

Mr.  Barnes.  And  that  is  to  lay  right  hold  of  this  fundamental 
that  the  grower  has  a  right  to  have  a  voice  in  his  market;  that  it  is 
not  in  the  national  interest  when  he  is  forced  by  accumulated  obli- 
gations to  market — being  solvent — ^his  product  by  the  very  pressure 
of  those  financial  obligations,  if  you  can  put  him  in  shape  so  that  he 
can  have  a  measure  of  self-determination;  and  we  can  do  that. 

I  do  not  mean  by  that,  that  the  grower  of  cotton  or  the  grower  of 
other  necessities,  will  not  at  times  nave  to  take  less  than  the  cost  of 
production.    The  economical  law  does  not  work  that  way.     Cotton, 
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using  your  instance,  is  not  an  article  of  daily,  absolute  necessity. 
as  is  food;  and  when  half  the  world  is  wreckea  the  cotton  grower  Is 
not  goii^  to  find  a  ready  market  for  something  that  people  can  stare 
off  we  day  of  purchase  of.  That  is  what  he  is  feebng  to-day.  He 
will  only  recover  his  prosperity  when  the  consuming  portion  of  the 
world  recover  their  buving  power,  and  that  is  not  this  month  or  next. 

Mr.  Jacoway.  Would  you  sug^t  to  a  man  who  had  cotton  and 
could  hold  it  to  continue  to  hold  it  ? 

Mr.  Babnes.  I  woidd  not  dare  to  do  so,  on  the  present  price  level. 
All  I  emphasize  is  that  the  individual  cotton  grower  be  furnished  with 
accurate  information;  that  he  ought  to  be  put  in  position  where  he 
can  reach  his  own  marketing  position  without  being  forced  into 
it  by  pressure  of  financial  obligations  if  he  is  solvent. 

Mr.  Jacoway.  If  he  is  solvent  and  can  hold  it  ? 

Mr.  Barnes.  Yes.  Maybe  he  will  feel  it  wise  to  sell;  mavbe  he 
will  feel  that  next  year's  crop  will  not  be  so  good  and  that  he  will 
be  justified  in  holding  it  a  little  longer. 

Mr.  Jacoway.  My  reason  is  that  if  he  is  not  broke,  he  would  have 
all  to  gain  and  nothing  to  lose  by  holding  it. 

Mr.  Basnes.  It  does  not  seem  possible  that  the  world  is  going  t<> 
stop  using  cotton,  but  just  now  tne  world  is  temporarily  bankrupt, 
ana  they  can  not  buy  anything  except  what  they  need  to  keep  the 
breath  of  life  in  their  bodies. 

Mr.  Jacoway.  If  present  conditions  continue  to  exist,  are  you 
prepared  to  state  how  many  bales  of  cotton  will  be  carried  over  ^ 

Mr.  Babnes.  No,  I  can  not  comment  on  the  cotton  statistics. 

Mr.  Jacoway.  It  is  estimated  nearly  a  million  bales;  therefore 
that  would  be  correct. 

Mr.  Barnes.  I  would  not  care  to  express  an  opinion,  because  I 
have  not  studied  cotton  statistics. 

Mr.  Young  of  Texas.  Just  one  further  point,  and  then  I  am 
through,  Mr.  Barnes:  You  gave  the  figure  there  as  to  the  export  of 
the  vmeat  crop  from  our  coimtry  to  foreign  countries.  I  do  not 
recall  what  percentage  that  bears  to  the  tot^  crop  of  our  countr%\ 

Mr.  Barnes.  I  gave  you  a  number  of  estimates  from  the  daiiv 
price  bulletin,  whose  estimates  are  recognized  in  the  trade,  and  whicii 
estimated  that  we  had  300,000,000  busnels  of  wheat  for  export  from 
this  countrv  this  year.  That  would  be  a  little  more  than  30  per  cent 
of  our  total,  wheat  supply. 

Mr.  HuLiNGs.  Does  that  take  into  view  the  Canadian  exporta- 
tions? 

Mr.  Barnes.  No,  that  is  just  the  United  States. 

Mr.  Jacoway.  That  is  30  per  cent  in  round  figures  of  the  crop 
we  produced;  the  other  70  per  cent  would  be  home  consumption  f 

Mr.  Barnes.  Yes. 

Mr.  Jacoway.  Would  not  that  have  a  little  different  problematic 
bearing  on  foreign  marketing  of  cotton,  for  instance,  where  65  |>er 
cent  is  exported  T 

Mr.  Barnes.  Of  course,  that  is  very  different. 

Mr.  Jacoway.  It  makes  a  very  different  proposition? 

Mr.  Barnes.  Very  different.  But  there  is  also  American  raw  com* 
modities  and  finished  commodities  that  do  have  an  American  market 
for  70  or  SO  or  90  per  cent  that  are  imsalable  to^ay  because  t>f  the 
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temporary  condition  in  our  own  market's,  and  it  is  only  extendable 
to  cotton  because  they  hare  70  per  cent 

Mr.  Jacoway  (interposing).  As  a  matter  of  fact,  when  the 
IBuropean  people  by  reason  of  bankrupt  conditions  could  not  afford 
to  buy  cotton  which  they  really  need  to  keep  their  miUs  in  opera- 
tion—they are  not  nmning  in  any  part  of  Europe 

Mr.  Barnes  (interposing).    That  is  it. 

Mr.  Jacoway.  Which  brought  about  a  condition  in  our  oi^n 
market  that  the  American  manufactiu*er  withdrew  himself  from 
making  the  purchases  that  he  would  have  made  in  normal  times. 
Of  course,  the  situation  we  are  operating  under  is  both  abnormal  in 
t^e  foreign  coimtries  and  here,  and  the  question  is,  can  we  do  any- 
thing that  will  relieve  it  ? 

Mr.  Barnes.  Now  is  the  time  to  study  the  situation  and  stand 
four-square  against  popular  pressure  thai  may  be  all  wrong. 

Mr.  Jacoway.  My  point,  however,  is  that  about  the  only  thing 
we  can  do  is  to  establish  some  kind  of  foreign  credits  so  that  these 
people  can  get  in  the  market  and  buy  the  stuff  they  need  and  we 
nave  got.  How  that  can  be  worked  out  I  do  not  know.  Congress 
recently  reestablished  the  War  Fiannce  Board  in  the  hope  that  that 
wiU  do  some  good  in  that  direction. 

Mr.  Barnes.  They  are  all  helps. 

Mr.  Jacoway.  I  believe  that  is  all. 

Mr.  TiNCHBR.  Mr.  Barnes,  I  understood  you,  in  answer  to  a 
question  by  Mr.  Pumell,  do  you,  in  effect,  that  if  it  were  possible  to 
do  away  with  the  wild  specmation  or  gambling  in  grain  futures  and 
not  disturb  the  legitimate  hedge,  that  that  would  be  a  step  in  the 
right  direction.  With  that  idea  in  view,  I  introduced  a  bill  which 
is  pending  before  this  committee,  attempting  to  eliminate  the 
undersirable  gambler  in  futures  and  to  not  disturb  the  legitimate 
transaction.  As  I  understood  you,  and  as  a  good  many  witnesses 
have  also  testified,  who  are  familiar  with  the  exchanges,  the  objec- 
tion to  that  measure  is  twofold:  First,  that  three  times  the  sale 
would  narrow  the  trade  to  the  extent  of  injury;  second — and  the 
one  I  will  frankly  state  to  you  that  impresses  me  as  much,  if  not 
more  than  the  first — ^is  that  to  limit  the  transaction,  as  I  have 
attempted  to  in  my  measure^  would  probably  have  the  effect  of  en- 
abling certain  men  to  have  more  of  a  monopoly  than  thev  now 
exercise  in  the  grain  trade;  is  that  your  view  of  the  measure  1  ha^e 
introduced  ? 

Mr.  Barnes.  Yes,  sir.  Of  course,  I  start  on  a  different  assiunption, 
Mr.  Tincher.  I  believe  there  is  a  measure  of  pubUc  service  in  the  form 
of  insurance  service  rendered  by  liquid  and  ready  trading  that  the 
speculator  can  well  be  excepted  if  they  are  up  to  the  point  where  his 
trades  become  manipulative  in  character,  and  I  do  not  oelieveyou  can 
write  into  a  regxilation  a  protection  against  that  manipulative  trading 
without  disturbing  the  other  service. 

Mr.  Tincher.  My  bill  does  not  contemplate,  as  you  have  described 
in  the  beginning  of  your  testimony  there,  that  if  we  do  away  with  the 
exchange  that  fliere  would  not  be  anv  way  to  hedge.  I  did  not  con- 
template in  the  preparation  of  that  oil!  doing  away  with  the  hedge. 
I  recognize  the  need  for  an  exchange.  But  I  sought  to  eliminate  me 
unnecessary  gambling  in  futures  by  confining  a  man  not  as  to  quality 
but  to  three  times  the  quantity  of  tne  product  that  he  actually  handled 
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in  trading  in  futures ;  and  some  witnesses  have  said  if  that  was  sii 
times  it  would  be  all  right ;  others  have  said  that  when  we  confine  i\ 
to  any  number  of  times  it  will  hurt  and  have  a  tendency  to  narrow 
trade ;  some,  perhaps,  have  gone  so  far  as  to  say  that  it  would  destrov 
the  exchanges.  What  is  your  idea  about  whether  or  not  it  woolc 
destroy  the  exchange  ? 

Mr.  Barnes.  I  think  it  would  make  the  process  verv  cumbersome, 
and  that  instead  of  the  present  simpUfied  matter,  that  you  would 
xmdermine  the  usefulness  in  respect  to  this  liquidity  of  trading,  i 
do  not  believe  that  trading  conmied  to  the  actued  hedges  will  mat<^h 
enough  times  and  in  sumcient  quantities  to  furnish  this  instant 
trading,  which  is  the  very  life  of  narrow  trade  tolls  between  producer 
and  consumer;  it  is  the  very  life  of  it,  Mr.  Tincher. 

Mr.  TiNOHBR.  It  was  the  judgment  of  men  famihar  with  the  subject 
with  whom  I  conversed  during  the  simmier  that  this  limit  of  three 
times  would  probably  take  care  of  that  situation,  and  then  have  the 
benefit  of  doing  away  with  gambling.  Do  you  know,  Mr.  Barnes,  or 
what  is  your  best  judgment  as  to  the  number  of  times  the  actua. 
product  of  wheat  is  traded  in  ? 

Mr.  Barnes.  I  could  not  conceive  where  it  might  be  traded  in  just 
as  actual  hedges  above  six  or  eight  or  ten  times  in  the  trade  processes 

Mr.  Tincher.  I  did  not  know  whether  your  work  would  ^ve  you 
any  more  information  than  any  one  else,  but  we  have  been  unable  to 
get  any  satisfactorv  estimate  as  to  the  number  of  times,  counting  the 
actual  hedges  and.  the  speculative  or  gambling  trading  that  it  is 
traded  in. 

I  was  told  when  we  started  these  hearings  to  assmne  it  was  tradoii 
in  14  times  before  the  harvest  and  as  much  as  40  times  after  the 
harvest,  and  I  have  been  trying  to  see  if  I  can  not  get  an  explanation. 
One  man,  who  ought  to  be  the  best  of  authority,  Mr.  Gates,  of  Chicajro 
gave  the  figures  that  the  calculations  by  which  he  arrives   at  lii- 
figures  are  not  very  definite  or  certain.     He  places  it  at  10  time^ 
Some  witnesses  have  placed  the  actual  legitimate  hedges  at  10  ti^le^ 
Another  man  took  me  out  in  the  other  room  after  he  had  testified  aoti 
said — '^I  do  not  want  to  be  hard  on  the  other  witnesses — it  would  z 
to  one  hundred  times."     I  do  not  know  whether  he  was  trying  t- 
make  a  monkey  out  of  me  or  not.     jXaughter.]     But  it  does  seem  i- 
me  that  we  are  unable  to  get  any  accurate  information. 

Mr.  Barnes.  That  is  quite  possible,  because  there  is  not  anv  pr»^ 
scribed  method  of  hedging.  I  went  back  in  the  business  Septem\>cr  1 
One  of  the  first  things  we  bought  was  250,000  bushels  of  red  garlickv 
wheat  in  Baltimore — ^Maryland  county — raised  garlicky  wheat.  ! 
have  still  got  that  wheat.  At  least  five  times  in  the  three  monti  - 
which  have  elapsed  I  have  made  offerings  of  that  Baltimore  wheal 
at  least  five  times  I  have  had  cables  from  my  foreign  correspon<l«nt 
saying  '  *  We  have  an  inquiry  for  garlicky  wheat  overnight.  Buy  an«i 
offer  it  at  such  and  such  a  price,''  and  the  figure  being  one  which  I 
was  willing  to  accept  I  have  taken  in  my  hcSge  at  the  close  of  tl  • 
market  one  day,  in  order  to  cable  abroad  so  that  if  they  took  it  nv.^:- 
night  I  would  ne  even  on  the  market;  and  five  times  I  have  been  tli-; 
appointed  and  the  next  morning  I  put  back  the  hedge,  because  I  (ii^ 
not  want  the  fluctuations.  There  are  at  least  10  trades  right  th'T^ 
against  one  cargo  of  unsalable  wheat.  How  many  times  I  may  ba^  < 
to  do  that  before  I  can  get  it  placed  with  a  foreign  buyer,  I  do  n  •: 
know. 
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vir.  TiNOHEja!*T3ow  many  coiumission  men  have  you  that  wheat 
ed  with  for  sale  ? 

ilr.  Barnbs.  No  one  m  this  conntrv.     I  do  my  own  cabling. 
.Ir.  TiNCHEB.  I  mean,  how  many  Srokera  in  foreign  countries  are 
ing  to  sell  that  wheat  for  you  ? 

kir.  Barnes.  But  one;  and  he  reaches  many  buyers,  of  course. 
kir.  TiNCHEB.  One  of  the  arguments  which  has  been  used  in  fayor 
the  pr^ent  market  system  is  that  the  exchanges  are  eliminating 
tain  things  themselves:  For  instance,  if  the  conmtion  of  the  market 
the  United  States  warranted  you  in  believing  it  would  be  a  good 
a  to  sell  50,000  bushels  of  wheat  at  Galveston  for  export,  and  prob* 
y  it  would  have  the  same  effect  on  any  number  of  men  of  your 
aperament  in  Chicago,  that  they  would  each  one  wire  four  or  five 
ikers  in  Galveston  to  sell  50,000  bushels  of  wheat  for  export,  and 
TO  would  probably  be  several  million  bushels  of  wheat  more  than 
3  contemplated  sold  for  export  being  offered.  It  has  been  stated 
it  they  are  eliminating  that  themselves.  One  exchange  man  told 
that.  That,  of  course,  would  have  a  depr^ing  effect  upon  the 
.rket;  it  looked  like  a  lot  more  wheat  was  being  offered  than  was 
sale  for  export. 

^r.  Barnes.  I  doubt  if  that  would  have  any  market  effect,  Mr. 
icher,  really. 

VIr.  TiNOHER.  Do  you  not  think  that  the  news  going  out  over  the 
vate  wires  from  the  CSiicago  exchange  that  Armour  is  selling  to-day 
many  bushels  has  an  effect  on  the  market! 
Sir.  Barnbs.  Well,  on  account  of  Armour's  resources  and  prestige, 
doubtedly  there  are  some,  assuming  that  information  is  correct, 
Lo  would  trail  along. 

Vlr.  Wilson.  And  would  it  not  be  equally  true  in  respect  to  any 
ler  man  concerning  whom  such  information  was  being  sent  out  ? 

Mr.  TiNOHER.  I  am  not  citing  Mr.  Armom' . 

Sir.  Barnes  (interposmg) .  Is  not  that  a  fair  question  ?  Yes,  any 
.n  ofprominence  in  the  trade,  answering  Mr.  Wilson's  question. 
Sir.  TiNGHER.  I  won't  say  just  that  message,  but  messages  of  that 
iracter  and  nature  do  go  out  over  the  wires  when  they  are  not 
3n  reliable  and  not  even  facts  which  would  cause  a  disturbance 
even  the  grain  exchanges  and  the  smaller  exchanges  as  well  as 
)  trade? 

Sir.  Barnes.  Without  question. 

iiv.  TiNOHER.  As  a  condition  of  exchange,  if  there  is  some  way 
tt  could  be  eliminated,  it  should  be  remedied  ? 
^.  Barnes.  That  is  one  of  the  things  which  the  exchange  authori- 
3  recognize  and  are  eliminating,  as  they  feel,  by  sound  steps, 
ilr.  TmcHER.  But  that  has  been  one  oi  the  real  conditions  ? 
ifr.  Barnes.  Yes. 

ifr.  TiNGHER.  I  did  not  mention  Armour  in  any  disrespect,  but 
name  has  been  mentioned  perhaps  more  times  in  reffara  to  trad- 
;  in  the  wheat  exchai^e  than  any  other  man  in  the  Imited  States. 
It  is  my  information;  I  do  not  know  whether  it  is  true  or  not. 
[Jnder  our  present  marketing  system,  the  English  merchants  did 
ger  the  grain  market  in  this  country  once,  did  they  not  ? 
ifr.  Barnes.  I  would  not  call  that  a  comer,  no.  They  have  bought 
gr  large  quantities  for  delivery  in  Chicago  in  May.  Of  course, 
%  was  where  they  could  buy  tne  readiest.  That  was  all  changea 
p  actual  wheat  at  relative  differences. 
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Mr.  TmcHEB.  And  they  are  buying  wheat,  I  want  to  show,  asi 
government,  or  unit,  for  export;  that  is  their  method  of  buyinr 
wheat,  is  it  not? 

Mr.  Barnes  These  are  hold-over  conditions  of  the  war,  when 
governments  had  to  make  purchases  overseas,  because  merch^Qts 
could  not  take  the  hazard. 

Mr.  TmcHER.  So  long  as  they  continued  that  under  the  present 
market  conditions  in  the  United  States,  the  foreign  buyer  cominir 
here  to  buy  wheat,  can,  without  the  producing  pumic  or  the  people 
who  should  know,  knowing  it  first  go  on  the  market  and  sell  wheat 
for  the  purposes  of  depressmg  the  American  market,  can  they  not  do 
that  without  their  najnes-iiemg  known  or  being  given  to  the  pubhc^ 

Mr.  Babnes.  IbtSut  own  markets  ? 

Mr.  TiNCHER.  Yes. 

Mr.  Barnes.  They  can,  but  they  do  not. 

Mr.  McLaughlin  of  Michigan.  It  was  said  they  did;  is  that  & 
false  report  t 

Mr.  TiNCHEB.  I  know  the  distinction  Mr.  Barnes  is  ming  to  mat. 
that  the  time  they  cornered  the  market  they  did  not  do  it  that  way. 
I  will  say  I  had  been  advised  they  cornered  it.  I  do  not  know.  Oot* 
of  the  witnesses  representing  one  of  the  big  exchanges  testified  they 
did  comer  the  market  once. 

Mr.  McLaughlin  of  Michigan.  .1  may  have  misunderstood,  but 
my  impression  is  that  these  En^ish  agents  intending  to  buy,  first 
went  in  and  sold  lar^e  quantities. 

Mr.  Barnes.  I  understood  the  question  to  say  they  could  do  that. 
I  say  they  could,  but  they  do  not. 

Mr,  McLaughlin  of  Michigan.  We  were  told  that  they  actually 
did  it. 

Mr.  Barnes.  Went  and  sold  ? 

Mr.  McLaughlin  of  Michigan.  Yes. 

Mr.  Barnes.  I  have  no  hesitation  in  saying  that  must  be  abs*"- 
lutely  false. 

Mr.  TiNCHER.  I  want  to  get  you  gentlemen  tOLOther  here.  Mr 
McLaughlin  misunderstood.  They  did  not  go  and  sell;  they  wen' 
in  and  Dought  at  the  time  they  cornered  the  market.  That  is  tl:» 
statement  of  the  other  witness  who  testified. 

Mr.  McLaughlin  of  Michigan.  I  misunderstood  then.  I  under- 
stood they  were  intending  to  buy  either  for  actual  use  or  for  (tf 
piurpose  of  cornering  the  market,  and  in  order  to  get  the  price  dovr 
they  went  in  and  did  a  lot  of  selling. 

Mr.  TiNCHER.  I  am  not  much  of  a  grain  man,  but  I  think  the  ws; 
fchev  are  charged  with  making  that  comer  is  this:  They  bou^t  future 
and  then  bought  cash  wheat  to  such  an  extent  that  they  made  xh*^ 
money  in  demanding  delivery  on  the  futures  they  bought  when  lb- 
man  could  not  get  the  wheat.  They  had  put  the  cash  wheat  up  ? 
such  an  extent  that  they  took  their  profit, 

Mr.  Barnes.  They  were  at  war,  and  they  had  a  certain  amour' 
of  food  to  provide  for  their  people  and  the  allies.  Their  total  pu.*^ 
chases  in  this  country  were  made  for  the  purpose  of  supplying  tno?* 

Eeople  not  beyond  their  needs.  It  was  to  be  presumea  that  if  thr> 
oudit  in  the  trade  channels  that  they  were  to  be  delivered,  h 
developed  that  there  were  oversales  on  the  exchangea  of  artxx&t 
wheat  and  these  people  had  to  replace  that  wheat  in  other  marke** 
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and  other  sources  of  supply;  but  there  was  no  deliberate  intentioiL 
to  bid  the  market  up  and  profit  by  an  advance. 
Mr.  TiNCHEB.  They  took  a  lot  of  money  on  cash  settlements. 
Mr.  Barnes.  If  thejr  did,  they  bought  wheat  in  other  countries. 
Mr.  TiNCHER.  For  instance,  they  came  here  and  they  bought 
wheat  futures,  as  I  imderstand  it.    Then  they  went  and  bought  the 
cash  wheat.    They  kept  the  price  of  futures  up  and  the  cash  wheat 
up,  and  then  they  demanded  their  wheat  on  the  wheat  futures,  re-, 
quiring  a  big  cash  settlement,  which  reduced  the  price  of  their  cash 
wheat.    In  that  way,  it  was  stated  by  members  of  some  of  the  ex* 
changes,  they  effected  a  comer  of  the  wheat  market.    Of  course, 
the  proposition  is  they  were  after  the  wheat  and  took  the  money 
bhey  got  in  the  United  States  and  went  some  place  else  and  bought 
n^heat  ? 

Mr.  Barnes.  Let  us  clear  the  record^  because  I  think  a  ^oss  injus- 
tice might  be  done  these  people,  who,  m  all  my  contact  with  them,  I 
tiave  foxmd  to  be  uniformly  fair.  They  had.  a  certain  amoimt  of 
(vheat  to  be  supplied  for  England,  France  and  Italy.  That  was  cal- 
culated, I  imagine,  something  like  6,000,000  or  8,000,000  bushels  of 
wrheat.  People  at  war,  with  communications  jeopardized  by  sub- 
marine warfare,  who  must  supply  their  inhabitants,  have  some  dis- 
advantages in  advance.  They  can  only  secure  that  supply  by  buying 
iv^here  it  exists ;  it  was  most  readily  bought  in  America.  With  the  best 
)f  intentions,  they  have  a  right  to  forecast  their  requirements  six  or 
^ight  or  ten  weeks,  and  coming  into  this  market  to  supply  the  demand 
:.hat  they  expect  to  ship  from  this  market  in  various  forms-S^ash 
jv^heat  in  vanous  forms,  anywhere  they  can  make  their  purchases, 
aiowing  that  cash  was  turned  into  wheat  and  delivered.  That  was^ 
he  situation  which  developed,  and  because  they  were  dealing  in  ^ 
)verestimated  crop  in  America,  when  H  come  to  a  point  that  th& 
ihortage  of  actual  wheat  developed  they  had  to  go  into  other  coun- 
ries — ^Argentina  or  Australia — on  a  pnce  level  elevated  with  ours^ 
md  sell  out  their  surplus  contracts  in  this  coimtry,  or  place  them  on 
he  same  price  level  elsewhere.  There  is  no  question  of  profit  to 
hose  people,  as  it  is  unjust  to  talk  about  a  wheat  comer  by  which 
hey  profited. 

Mr.  VoiOT.  The  fact  is  they  make  the  American  people  pay  their 
Lifferences  ii?L  addition  to  the  wheat  which  they  took  out  of  this 
ountry. 

Mr.  Barnes.  All  right.  They  invested  those  differences  in  higher- 
Ticed  wheat  in  other  countries,  and  we  did  not  have  any. 

Mr.  VoiGT.  What  they  did  would  not  be  of  interest  to  the  people 
f  this  country. 

Mr.  Barnes.  Who  put  up  that  difference  ?  Theshort  sellerwho  sold 
rheat  beyond  what  existed  in  this  country,  expecting  that  the  price 
rouJd  decline. 

Mr.  TiNCHER.  The  criticism  of  it  did  not  come  from  this  committee  ;> 
.  had  come  from  some  of  the  representatives  of  some  of  the  exchanges 
nd  some  of  the  commission  men.  However,  every  gentleman  who* 
as  appeared  before  the  committee  has  admitted,  or  stated,  that  imder 
bie  existing  market  system  they  could,  with  their  organized  pur- 
tiasing  agency,  go  into  the  exchange  and,  without  the  public  know- 
\g  their  names,  could  sell  wheat  for  the  purpose  of  depressing  the 
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market,  as  a  part  of  their  transactions  in  purchasing  wheat  for  their 
clients,  and  could  manipulate  the  market  m  that  manner,  being  pur- 
chasers to  the  size  they  are. 

Mr.  Barnes.  They  could,  but  they  do  not.  It  is  unethical,  and 
those  people  would  not  do  that  sort  of  conmiercial  transaction. 

Mr.  TiNCfHER.  However,  without  discrediting  any  confidence  any 
one  has  in  the  British  representatives  here  or  British  nierchants,  it 
is  not  exactly  a  healthy  condition  to  have  our  markets  in  that  con- 
dition, is  itf 

Mr.  Babnes.  It  is  not;  and  as  long  afi;o  as  last  November,  Mr. 
Tincher,  in  consultation  with  the  Market  Committee  of  Seventeen,  I 
said  that  that  was  not  a  healthy  condition  and  that  if  it  was  to  be  a 
permanent  condition,  fair  play  to  our  producers  required  the  national 
Government  should  set  up  an  agency  to  counteract  concentrated 
buying.  But  these  people  niust  oe  extended  a  great  deal  of  con- 
sidferation  while  they  are  getting  out  of  a  war  disaster  and  while  they 
are  getting  down  from  this  trading.  To-day  a  merchant  can  ship 
wheat  into  Great  Britain  and  sell  outside  the  Ro^l  Commission: 
he  can  ship  it  in  there  and  have  a  free  market.  It  is  their  intention 
to  cease  operation  by  March,  when  their  official  agency  will  be 
retired  altogether. 

Mr.  Tincher.  My  bill  limited  the  sales  to  three  times.  Ther 
could  not  comer  the  market  if  they  were  limited  to  three  times,  could 
they? 

Mr.  Barkes.  Yes,  but  supposing  they  had  no  records. 

Mr.  Tikcher.  I  am  not  talking  about  the  evils  of  this  bill;  I  am 
trying  to  find  some  good  for  it. 

Mr.  Barnes.  I  want  to  try  to  make  a  [practical  suggestion.     Sup- 
pose that  because  we  had  no  crop  surplus  in  this  country  the  Briti^ 
merchants  had  never  been  in  this  countrv  for  a  year  buying,  and  tbe  | 
next  year  we  raised  an  enormous  surplus  and  wanted  them  here  | 
How  much  cotdd  they  buy  in  advance  purchases  ? 

Mr.  Tincher.  Three  times  what  they  actually  contemplatedj 
buying  of  actual  whaet. 

Mr.  Barnes.  What  is  the  record  of  actual  wheat)    When  is 
made,  after  their  purchase  or  before? 

Mr.  TtNCHSR.  They  would  have  to  make  a  showing  at  the  rig] 
time  to  avoid  the  tax  of  1  per  cent  that  they  had  actudly  pnrchas 
one-third  as  much  wheat  as  they  did  deal  m  options. 

Mr.  Barnes.  That  would  be  so  cumbersome  and  such  a  deterreck 
entering  our  market  that  it  might  turn  the  current  of  foreign  demantJ^ 
as  there  is  always  competition  between  this  source  of  supply  and  otbd 
sources. 

Mr.  Tincher.  If  there  was  a  competitor,  it  might  turn  the 
buyer  to  that  competitor.    That  would  be  an  argument  against 
regulation  whatever  for  our  own  protection.    But  with  reeiilatio 
tariffs  and  other  measures  to  prevent  evils  in  respect  of  ower  co 
modities,  since  we  still  have  the  trade  in  them,  I  thought  that 
times — ^letting  them  deal  in  three  times  the  quantity,  would  proba^ 
not  discourage  them  from  coming  here  to  buy  wheat.    I  do  not  th* 
this  year,  Mr.  Barnes — ^and  I  may  be  wrong  entirely  in  this,  beca 
Memoers  of  Congress  sit  here  at  tnis  table  about  300  days  in  a  year 
but  I  do  not  think  they  purchased  any  futures.    I  thmk  the*' 
purchased  for  export  was  purchased  in  actual  wheat;  is  not  that 
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Mr.  Babnes.  I  think  that  is  true. 

Mr.  TiNOHER.  So  mv  bill  would  not  have  bothered  them  in  their 
transactions  this  year  f 

Mr.  Barnes.  But,  indirectly  it  would,  inasmuch  as  you  put  the 
limit  on  the  buyer,  who  must  provide  in  advance  by  buying  on  the 
exchanges. 

Mr.  TiNCHER.  I  thought  there  was  a  reasonable  limit,  to  give  him 
the  opportunity  of  buying  three  times. 

Mr.  Barnes.  The  practical  result  of  that  would  be  that  men  of 
very  large  resources  and  no  particular  business  ethics  about  it, 
would  deliberately  turn  away  cash  grain  to  a  large  quantity  in  order 
to  build  up  a  record,  which  they  could  use  this  three- times  limit  next 
year.     You  would  dislocate  the  natural  trade  processes  altogether  by 

{)utting  a  premium  on  the  man  who  wants  to  profit  later  by  manipju- 
ation  or  by  imscrupulous  dealing.     That  is  my  objection  to  that  bill. 

Mr.  TiNOHER.  It  would  be  remarkable  if  I  could  prepare  and  intro- 
duce a  bill  here,  with  the  little  help  that  has  been  available,  that 
would  not  have  the  lot  of  objections  to  it. 

Mr.  Barnes.  I  have  great  consideration  for  that  and  I  recognize 
there  are  some  defects  and  abuses,  and  I  think  you  magnify  them. 

Mr.  TiNCHER.  I  do  not  hardly  see  how  a  man  could  magnify  the 
evils  of  a  system  that  the  best  authority  in  the  trade  admits  that 
under  present  conditions  a  foreign  country  could,  under  that  system, 
come  here  and  absolutely  comer  the  market  and  control  it  and  dictate 
it.  It  may  be  that  I  exaggerate  the  evils  of  the  present  market  system, 
but  it  does  not  seem  to  me  like  it  is  conceivable  to  exaggerate  that 
evil. 

Mr.  Barnes.  My  honest  opinion  about  it  is  that  you  do. 

Mr.  McLaughlin  of  Michigan.  Right  in  connection  with  this 
matter  Mr.  Tincher  was  speaking  of,  permitting  the  buying  and  selling 
of  three  times  the  amoimt  of  the  actual  transaction,  that  would  neces- 
sitate the  keeping  of  records,  would  it  tiot,  to  show  how  many  timee 
each  person  bougbit  and  sold,  and  the  purpose  for  which  he  bought 
and  sold  ?    Axe  any  such  records  kept  on  tne  exchanges  now  ? 

Mr.  Barnes.  The  records  could  be  set  up.  My  opinion,  again,  is 
that  it  would  be  a  cumbersome,  complicated  system,  which  would 
tend  to  break  down  the  very  simplicity  of  this,  and  would  necessarily 
narrow  the  circle  of  traders  m  then*  exchanges  which  make  the  market 
liquid. 

Mr.  McLaughlin  of  Michigan.  Some  of  these  gentlemen  tell  us  that 
one  who  is  dealing  on  the  board  of  trade  does  not  disclose  and  is  not 
permitted  to  disclose  the  name  of  the  person  whom  he  represents;  is 
that  the  custom  of  the  exchanges  t 

Mr.  Barnes.  Yes. 

Mr.  McLaughlin  of  Michigan.  Do  you  not  think  it  would  be 
helpful  or  proper  to  require  him  to  disclose  the  name  and  the  purpose 
for  which  the  man  is  buying  and  selling  ? 

Mr.  Barnes.  No,  I  do  not. 

Mr.  McLaughlin  of  Michigan.  And  if  you  did,  would  it  not  be 
necessary  for  you  or  somebody  in  making  a  record  to  analyze  the 
man's  mind  and  determine  whether  he  intends  to  accept  or  deliver 
the  actual  wheat,  or  whether  he  is  only  speculating  ?  It  would  be 
pretty  nearly  necessary  to  analyze  his  mind  and  to  know  what  his 
intentions  are,  would  it  not  ? 
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Mr.  Barnes.  It  is  quite  true,  and  I  8av  I  have  another  obiection: 
it  tends  to  put  a  premium  on  the  crook,  a  man  who  is  willing  to 
misrepresent;  and  tnat  is  bad  in  any  business. 

Mr.  TiNOHBR.  Mr.  Barnes,  do  I  understand  that  you  think  it 
"Would  involve  the  keeping  of  too  many  records  ? 

Mr.  Barnes.  It  would  complicate  it,  yes. 

Mr.  TiNOHBR.  I  am  willing  for  you  to  criticise  my  bill  because  of 
your  ability,  but  you  are  the  last  man  on  earth  I  want  ever  to  com- 
plain about  keepmg  records.  [Laughter.]  If  anybody  can  require 
AS  many  records  as  you  have,  let  him  come  forward. 

Mr.  Barnes.  Mr.  Tincher,  that  is  a  fair  shot,  but  I  will  come 
lack  that  we  were  at  war. 

Mr.  HuLiNGS.  I  want  to  get  Mr.  Barnes's  idea  on  one  thing:  Do 
you  know  about  these  bucket  shops  ?  They  have  been  abolished.  I 
think,  where  a  broker  sets  up  ^  little  affair  and  folks  all  get  around 
and  bet  on  the  market,  and  he  "buckets"  every  order.  If  you 
want  to  sell,  he  will  buy  it  from  you;  and  if  you  want  to  buy,'  he 
will  sell  it  to  you,  taking  down  his  commission  each  time — "buckets' 
the  order,  in  other  words.  Do  you  think  that  performs  any  valu- 
able f imction  in  trade  1 

Mr.  Barnes.  No. 

Mr.  HuLiNGS.  What  is  the  difference  between  that  broker  taking 
that  order  from  you  and  wiring  it  in  to  another  broker  in  Chicago 
to  do  just  practically  the  same  thing  ? 

Mr.  Barnes.  It  is  not  practically  the  same  thing,  because  there 
is  a  real  trade. 

Mr.  HuLiNGs.  Oh,  but  there  is  a  real  trade  made  there;  this 
broker  here  buys  your  wheat — the  bucket  shop  man  buys  it;  he 
'Settles  with  you  for  it.  Is  there  anything  more  than  just  getting 
two  commissions  out  of  that  fellow  wno  wants  to  gamble  by  sending 
Tais  orders  to  the  exchange,  and  does  it  perform  any  more  valuable 
function  in  trade  than  the  Tellow  who  just  merely  buckets  it  ? 

Mr.  Barnes.  The  trade  do  presuppose  the  bucket-fihop  order 
never  would  reach  the  exchange;  it  is  just  a  bet  between  the  two 
individuals.    The  order  is  wired  to  these  exchanges. 

Mr.  HuLiNGS.  And  takes  in  another  fellow  who  bets  1 

Mr.  Barnes.  No,  pardon  me.  He  has  a  larger  proportion  of 
business  than  meets  the  actual  hedger  at  that  center. 

Mr.  HuLiNQS.  There  are  about  800,000,000  bushels  of  wheAt 
produced.  There  is  evidence  here  that  there  has  been  anywheie  from 
14  to  40  times  that  much  wheat  handled  on  the  exchanges.  What 
proportion  of  those  sales  do  you  think  comes  over  from  these  wire 
nouses  ? 

Mr.  Barnes.  I  have  not  any  idea,  nor  do  I  beUeve  it  essential  to 
know  what  proportion  comes  over  the  wires,  in  the  economic 
operation  of  that  exchange. 

Mr.  HuLiNGS.  You  think,  then,  there  is  a  real  valuable  function  \l 
trade  in  having  neighbors  sit  aroimd  the  blackboard  and  gamble  ol 
the  market) 

Mr.  Barnes.  That  is  not  a  fair  question — no. 

Mr.  HiTLiNGS.  That  is  what  they  do.  They  do  not  expect  to  sell 
anything  or  buy  anything  or  deliver  anything. 

Mr.  Barnes.  I  am  not  goin^  to  defend  the  individual  who,  as  you 
eay,  sits  and  looks  at  the  blacKDoard  and  merely  bets. 
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Mr.  HxnjKGs.  I  was  trying  to  get  from  you  the  proportion  of  all 
the  transactions  on  the  exchanges  that  come  from  jnst  those  sources. 

Mr,  Barnes.  I  should  say,  relatively,  inconsequential.  I  really 
think  that. 

Mr.  HuuNGS.  On  the  contrary,  I  would  think  it  is  a  very  large 
proportion.  But  I  have  not  been  able  to  get  from  any  person  any 
idea  of  what  the  proportion  is, 

Mr.  McLaughlin  of  Michigan.  Before  the  gentlemen  on  the  other 
side  of  the  table  take  up  the  question,  I  would  like  to  ask  you  a 
(Question  or  two:  Do  you  say  the  storing  capacity  of  this  coimtry  now 
is  sufficient;  that  there  is  storage  capacity  available  to  every  pro- 
ducer of  wheat  ?  Well,  now,  that  can  hardly  be  true  at  his  point; 
though  some  one  else  may  have  capacity  that  would  be  available  to 
him.  Would  it  be  necessary  to  have  a  law  compelling  a  man  who 
has  storage  capacity  to  make  it  available  to  the  man  who  wishes  to 
ase  it  ? 

Mr.  Barnes.  Your  point  is  q^uite  right,  and  I  tried  to  develop  it 
bhere ;  that  if  you  are  going  to  ^ve  the  farmer  his  storage  facilities  at 
tiis  country  point  you  must  give  the  elevator  operator  the  right  to 
)hip  that  grain  along  to  the  terminals  where  there  is  surplus  storage. 

Mr.  McLaughun  of  Michigan.  When  he  wishes  to  ship  it  on,  the 
one  he  ^ets  in  touch  with,  who  has  the  capacity,  mav  not  be  willing 
to  let  him  use  it.    Should  there  be  a  law  requuing  him  to  do  it  ? 

]!ii&.  Barnes.  It  is  unnecessary.  These  piiblic  terminal  elevators 
are  open  to  anybody  to  a  sufficient  extent  so  that  no  further  laws 
are  needed. 

Mr.  MoLaughun  of  Michigan.  Do  you  think  that  would  always 
be  available  to  one  who  wishes  to  store  wheat  ? 

Mr.  Barnes.  Oh,  I  think  so. 

Mr.  McLaughlin  of  Michigan.    And  other  kinds  of  grain  ? 

Mr.  Barnes.  I  think  so. 

Mr.  McLaughlin  of  Michigan.  Then,  another  matter:  You  spoke 
ibout  the  opportunities  to  one  who  wisned  to  hold  wheat  to  borrow 
money  on  nis  storage  receipts.  Do  you  think  the  Government 
should,  in  some  way,  supply  the  money  or  furnish  the  facilities  or 
reauire  somebody  to  loan  the  money? 

MX.  Barnes.  No. 

Mr.  McLaughun  of  Michigan.    How  would  that  be  reached,  then  f 

Mr.  Barnes.  As  soon  as  the  elevator  ticket,  the  evidence  of  this 
Pirheat,  ^ade,  quality,  and  quantity  is  properly  secured  so  that  it  is 
I  negotiable  document,  there  will  be  plenty  of  lenders  to  him  in 
private  trfule.  They  will  be  in  competition  to  lend  to  him.  As  it 
stands  now,  the  farmer  with  grain  on  his  farm,  can  only  supply 
lis  financial  needs  by  going  to  the  local  banker  who  knows  his  finan- 
cial character  and  who  knows  his  resources.  Therefore,  he  has  no 
freedom  of  a  selective  borrower,  and  he  has  no  freedom  of  selection 
)f  the  buyer  of  his  product.  But  you  put  into  his  hands  a  negotiable 
nstrument  so  well  protected  that  it  would  be  accepted  by  anyone 
is  security,  and  you  widen  his  opportunity  to  find  competitor  for 
[lis  loans,  too.    is  not  that  the  way  the  business  is  done  now  ? 

Mr.  Barnes.  Yes,  except  in  the  case  of  the  farmer. 

Mr.  McLaughun  of  Michigan.  Anyone  who  has  that  receipt 
(nth  the  wheat  back  of  it  is  in  the  position  of  everybody  else,  and  he 
takes  that  to  a  bank.    Can  he  not  get  a  loan  on  it  ? 
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Mr.  Babnes.  Yes.  But  the  individual  fanner  is  not  in  positic: 
to  turn  his  wheat  into  the  kind  of  warehouse  certificates  wiuch  it  s 
customary  to  use  to-day.  I  am  trying  to  set  up  a  plan  by  which  hi 
can  get,  m  the  Uttle  country  elevator,  his  warehouse  ticKct  so  ad^ 
quately  secured  and  protected  that  it  will  be  collateral  for  him  to 
go  to  the  local  bank  or  a  bank  who  knoWs  nothing  of  him,  and  seD  h. 

Mr.  Jacoway.  Under  the  law  is  not  that  warehouse  receipt  suf 
gested  by  Mr.  McLaughlin  prime  commercial  paper? 

Mr.  Barnes.  Yes,  but  omy  at  the  terminal  elevator. 

Mr.  Jacoway.  Then  it  is  only  prime  commercial  paper  for  tfc§ 
terminal  warehouse  ? 

Mr.  Babnes.  Yes. 

Mr.  Jacoway.  That  is  not  true  of  cotton,  is  it? 

Mr.  Barnes.  I  do  not  know  about  cotton. 

Mr.  Jacoway.  If  a  farmer  got  the  receipt  for  it  in  the  local  elevator 
what  laws  or  banking  machmery  shoula  be  set  up  under  which  be 
can  use  that  receipt  in  setting  money  ? 

Mr.  Barnes.  In  the  first  {uace,  in  lai^  areas  of  our  oonntry,  ii^ 
can  not  get  any  such  storage  receipt.  The  local  elevator  operate 
says,  ''You  sell  ^our  wheat  to  me  at  $1.76,  or  haul  it  back  to  toot 
farm; "  and  that  is  not  fair  to  the  farmer. 

Mr.  Jacoway.  What  would  you  have  the  farmers  do  ? 

Mr.  Barnes.  I  would  make  it,  preferably  by  voluntary-  ar^aIlg^ 
ment,  with  these  elevator  operators  themselves,  to  give  that  fannt? 
the  right  to  sell  his  wheat,  and  sell  if  he  likes  the  price,  or  Uk^  ■ 
storage  ticket.  I  would  make  that  stori^e  ticket  so  adequate." 
secured  that,  havine  received  it,  he  can  ^  to  a  local  bank  or  send, 
to  Chicago  or  New  York  and  borrow  agamst  it. 

Mr.  Jacoway.  The  first  condition  that  must  exist  is  a  willingotr 
of  that  local  elevator  man  either  to  buy  or  to  take  the  wheat  ? 

Mr.  Barnes.  That  is  right. 

Mr.  Jacoway.  Suppose  he  does  not  wish  to  take  the  wheat  or : 
buy  it.    Can  you  compel  him  to  do  it  ? 

Mr.  Barnes.  Yes. 

Mr.  Jacoway.  Have  a  law  compelling  him  to  do  it  ? 

Mr.  Barnes.  Yes. 

Mr.  Jacoway.  A  Federal  law  ? 

Mr.  Barnes.  No;  I  think  that  is  a  matter  preferably  for  State  re;^> 
lation,  but  they  should  be  imiform  practices. 

Mr.  Jacoway.  And  if  he  does  take  it  in  the  local  elevator  and  eet 
a  receipt  for  it,  is  that  now  the  basis  for  operations  in  the  Feder^ 
banks  that  that  kind  of  loan  will  be  accepted  as  security  for  rec:'- 
count  or  whatever  you  call  it  ? 

Mr.  Barnes.  Since  that  warehouse  receipt  is  hedged  wil^h  certt:^ 
safeguards,  he  need  not  worry  whether  it  is  acceptable  to  the  Fedfn. 
reserve  buik,  as  I  think  it  would  be,  or  whether  it  depends  on  tltf 
bankers.  It  is  of  such  a  nature  that  there  would  be  plenty  of  cor^ 
petition  to  loan  him  money  on  it. 

Mr.  Jacoway.  When  the  Federal  reserve  law  was  passed  first,  tb^ 
was  not  one  of  the  kind  of  loans  that  could  be  rediscounted,  was  \' 
It  had  to  be  in  the  nature  of  an  actual  transaction,  representing  o 
actual  purchase  and  sale  ? 

Mr.  Barnes.  Yes. 
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Mr.  Jacoway.  Making  it  an  asset  currency  instead  of  a  commodity 
currency  ? 

Mr.  Barnes.  Yes. 

Mr.  Jacoway.  But  the  act  has  been  changed  to  some  extent,  so  as 
to  provide  for  the  issuance  of  commodity  currency  ? 

Mr.  Barnes.  Yes.  I  do  not  see  but  what  that  same  system  could 
not  be  made  to  work-  in  the  cotton  country. 

Mr.  Jacoway.  I  think  it  can  b|e. 

Mr.  McLaughlin  of  Michigan.  Then  the  first  legislation  that  would 
be  to  compel  the  local  elevator  to  give  storage  to  the  farmer's  wheat; 
and  you  say  that  should  be  a  safe  law  ? 

Mr.  Barnes.  I  resort  to  law  only  as  a  last  resort.  I  believe  by 
creating  a  commission  such  as  I  have  suggested  it  could  by  voluntary 
agreement  with  these  country  dealers  generally  set  up  a  farm  of  ware- 
house receipts,  a  form  of  bond  protection,  a  form  of  contract  and 
charges,  which  would  induce  them  to  give  this  privilege  gratis  without 
beipg  forced. 

Mr.  McLaughlin  of  Michigan.  If  there  were  this  marketing  com- 
mission vou  speak  of,  you  thmk  it  could  bring  influence  to  bear  on 
the  ^ocal  elevator  man  to  persuade  him  to  accept  the  farmer's  wheat 
and  iBsue  a  certificate  without  the  power  in  that  commission  to  compel 
lim  to  do  it  ? 

Mr.  Barnes.  I  am  just  sanguine  enough  to  think  that  they  could 
do  it,  but  I  recognize  the  possibility  that  they  might  find  so  many 
obdurate  buyers  who  want  to  buy  at  any  price  that  they  might  have 
to  resort  to  legislation. 

Mr.  McLaughlin  of  Michigan.  You  are  suggesting  a  Federal  mar- 
keting commission  ? 

Mr.  Bahnes.  Yes. 

Hr.  McLaughlin  of  Michigan.  But  the  necessity  of  a  State  law, 
because  thePederal  lawwouldnardly  operate  in  that  local  communitv, 
would  it  ?  It  would  not  be  a  national  law  that  the  commission  could 
invoke  against  that  local  elevator  man,  could  there  ? 

Mr.  Barn£s.  Of  course,  there  would  be  the  usual  dispute  as  to 
whether  the  trade  was  interstate  in  character  and  subject  to  Federal 
legislation,  or  intrastate  and  only  subject  to  State  legislation.  But^ 
again,  my  idea  of  a  marketing  commission  is  that  they  will  find  the 
harmony  between  those  two  positions. 

Mr.  McLaughlin  of  Michigan.  I  can  see  the  value  of  such  a  com- 
mission, but  I  was  trying  to  be  a  little  practical  and  just  see  how  it 
would  function. 

Mr.  Barnes.  In  my  own  mind,  it  takes  the  shape  that  they  would  try 
this  first  by  agreement,  bj  making  such  a  demonstration  as  to  the 
usefulness  and  practicability  of  certain  changes  that  they  would  be 
adopted  generally,  always  with  the  potenti^  power  to  recommend 
Mlation  in  case  it  was  needed. 

Mr.  McLaughlin  of  Michigan.  But  that  marketing  commission 
would  have  to  be  a  pretty  bi^  proposition  to  deal  wim  affairs  and 
transactions  at  each  mdividual  elevator  all  over  the  country — that 
would  be  a  pretty  big  proposition,  would  it  not  ? 

Mr.  Barnes,  it  womd,  if  they  tried  to  do  it.  But  if  they  laid  down 
a  code  of  practices,  a  formula  for  operation,  and  asked  the  State 
authorities  in  each  State  to  set  up  a  form  of  agreement  with  the  eleva- 
tor operators  by  which  there  were  certain  obligations  undertaken  on 
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each  side,  I  do  not  believe  that  is  an  impracticable  dream  without 
regulation.  I  have  in  mind  the  ease  with  which  the  Grain  Corpora- 
tion executed  45,000  trade  contracts  after  discussion  with  the  ^ade, 
and  attempting  to  provide  a  consideration  for  every  assurance  which 
they  asked  in  return  from  the  trades,  and  I  believe  it  can  be  done  in 
this  other  operation  as  well  without  writing  it  into  a  rigid  regulation 
which  is  so  mflexible  that  it  does  not  meet  conditions. 

Mr.  McLaughlin  of  Michigan.  Would  it  be  proper  for  me  to  ask 
if  you  advise  that  the  Grain  Corporation,  or  something  like  it,  that 
functioned  during  the  war,  be  made  permanent  ? 

Mr.  Barnes.  No. 

Mr.  McLaughlin  of  Michigan.  It  would  not  be  proper  for  me  to 
ask  that  ?  ' 

Mr.  Barnes.  It  would  be  proper  for  you  to  ask  that,  but  my 
opinion  is,  no ;  it  should  not  be  made  permanent. 

Mr.  Ti-NCHER.  Mr.  Barnes,  I  have  given  some  thoudit  to  the 
storage  proposition  you  have  mentioned,  and  introduced  H.  R.  1384, 
April  28.  I  want  you  to  take  that  with  you.  I  suppose  you  will  be 
revising  your  remarks,  and  in  the  extension  of  your  remarks  I  want 
you  to  criticize  that;  and  if  it  is  subject  to  any  criticism,  I  would  like 
the  benefit  of  your  criticism. 

Mr.  McLaughlin  of  Michigan.  There  is  another  question  I  would 
like  to  ask:  It  appears  that  these  cooperative  elevator  companies  in 
some  way  or  other  have  tried  to  secure  membership  on  the  boards  of 
trade,  and  for  some  reason  have  been  refused.  A  bill  is  pending  to 
compel  the  boards  of  trade  to  accept  such  membership.  1  wish  you 
would  tell  us  that  whole  situation  and  what  you  think  of  it. 

Mr.  Barnes.  Of  course,  my  measure  of  Government  regulation, 
Mr.  McLaughlin,  is  to  test  its  justification,  as  to  whether  it  is  necessary 
to  secure  fair  play  to  any  individual ;  that  the  freedom  of  opportunity 
of  an  individual  to  create  his  own  niche  in  the  social  structure  by  his 
own  ability  and  efforts  is  the  prime  consideration  of  sound  social 
structure,  and  the  Government  nas  no  right  to  step  in,  in  any  form, 
except  when  that  individual  is  not  getting  fair  play. 

Hie  cooperative  movement  starts  with  the  assumption  that  they 
are  not  getting  fair  play  in  these  terminal  markets. 

The  door  is  open  for  them  to  set  up  their  own  marketing  machinery 
and  market  their  own  product  along  side  of  those  exchanges,  under 
free  business  in  this  country.  Those  exchanges  perform  a  great 
service  and  have  developed  a  ^reat  service  because  they  have  exer- 
cised certain  supervision  over  the  character  and  the  practices  of  their 
members,  and  tney  have  a  perfect  right  to  protect  themselves  against 
the  breaking  down  of  that  character  of  service  to  their  inembers. 

I  can  not  attest  that  the  cooperative  movement  is  unfairly  excluded 
irom  those  exchanges,  because  those  exchanges  have  created  their 
own  function,  and  it  belongs  to  them.  1  can  not  see  where  they  are 
invested  with  such  a  major  public  interest  as  justifies  that  kind  of 
interference  with  their  governing  rules.  For  myself,  if  there  was  a 
monopoly  in  them,  which  it  was  not  possible  to  meet  in  anj  othet 
way,  I  can  see  an  excuse  for  Government  interference  with  their  rules, 
but  that  does  not  exist,  in  mj  judmient,  to-dav. 

Mr.  McLaughlin  of  Michigan.  I  understand  there  is  a  rule  of  the 
exchange  that  permits  the  spUtting  of  conmussions,  and  one  of  the 
reasons  given  for  refusing  permission  a  cooperative  association  to 
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l>iiy  a  membership  on  the  exchange  is  that  of  the  division  of  their 
profits  and  the  manner  they  have  of  paying  dividends,  amount  to 
a  splitting  of  commissions.  Therefore^  an  admission  of  the  repre- 
sentative of  the  cooperative  exchange  would  be  a  violation  of  that 
rule  of  the  exchange.  Do  you  think  that  that  amoimts  to  a  splitting 
of  commissions  to  such  an  extent  and  manner  as  would  properly 
justify  the  invoking  of  that  rule  of  the  exchange  against  the  aomis- 
sion  of  the  representative  of  the  cooperative  exchange? 

Mr.  Barnes.  There  is  no  question  m  the  practical  working  which 
^would  be  in  effect  that  the  particular  grain  seller  would  get  his  grain 
handled  after  the  commission  rate  fixed  as  fair  by  the  exchanges. 
The  general  question  is  broader,  as  to  whether  the  exchanges  have 
the  right  to  control  the  practices  of  their  members,  and  that  seems 
to  be  sustained  by  various  decisions.  But  on  the  broader  question 
of  again  testing  whether  the  exchanges  controlling  the  practices  and 
defining  the  commission  rates  have  established  a  monopoly.  I 
aj)j)ly  that  test  and  I  can  not  see  that  they  have  a  monopoly.  If 
their  exchange  rate  is  fixed  unduly  high,  the  door  is  open  for  the 
establishment  of  rival  exchanges  alongside  of  them  for  a  lesser 
sum,  and  unless  you  feel  that  they  are  thereby  a  measure  of  mo- 
nopoly that  does  invest  it  with  a  public  interest,  vou  should  not 
break  down  the  practices  by  requiring  a  deviation  from  their  rules. 

Mr.  McLaughlin  of  Michigan.  I  may  not  be  able  to  ask  my 
•c[uestion  just  as  I  should,  from  my  limited  knowledge  of  it,  and  that 
is  quite  a  limitation.  But  the  method  by  which  a  cooperative 
exchange  distributes  advantages  and  carries  on  its  business^  makes 
returns  to  its  several  members — is  that  really  splitting  commissions  ? 

Mr.  Barnes.  If  they  make  the  returns  on  the  oasis  of  the  commod- 
ity handled  rather  than  capital  investment,  of  coiu^e,  it  must  be, 
in  its  actual  operation,  a  splitting  of  commissions,  because  the 
•dividend  back  to  them  is  based  on  the  bushels  contributed  and  not 
on  the  capital  invested. 

Mr.  McLaughlin  of  Michigan.  They  treat  them  all  alike.  Each 
farmer  who  is  back  of  the  ^affair,  or  who  is  a  member  of  the  coopera- 
tive exchange,  gets  his  share  in  proportion  to  the  goods  he  furnishes  ? 

Mr.  Barnes.  Yes,  therefore  his  returns  of  earnings  is  a  reduction 
in  the  selling  cost  per  bushel,  not  a  return  of  earnings  per  dollar 
invested,  as  the  oridnary  capital  investment  in  this  country  earns. 
So  that  it  is  in  effect  a  return  of  a  percentage  of  that  commission  per 
bushel. 

Mr.  McLaughlin  of  Michigan.  But  if  a  representative  of  one  of 
these  cooperative  exchanges  were  admitted  to  membership  in  a 
grain  exchange,  for  instance,  at  Minneapolis,  that  representative 
would  act  for  his  people  behind  him  and*  as  a  whole.  He  would 
not  be  doing  a  business  for  outsiders,  and  the  business  would  not  be 
general.  He  would  himself  act  for  those  people  alone,  as  a  whole, 
would  he  not? 

Mr.  Barnes.  Let  us  take  the  farmer  at  a  country  station,  who 

fives  part  of  his  grain  to  the  cooperative  societj^  and  part  he  ships 
irect  to  a  commission  merchant.  The  commission  merchant  is  re- 
quired by  the  rules  of  the  exchange,  of  which  he  is  a  member,  to 
assess  l-J  cents  a  bushel  for  the  selling  of  it.  The  cooperative  society 
assesses  1^  cents  a  bushel,  and  at  ttie  end  of  the  year  distributes 
back  a  half  cent  a  bushel  on  the  grain  he  handles.     He  has  no  capital 
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risk  to  make  that  earning;  it  is  a  pure  return  to  hiin  of  contribu- 
tion per  bushel  of  the  business  handled,  and  in  effect  it  breaks  down 
the  conunission  rates. 

If  the  exchanges  have  a  right  to  control  the  facts  of  any  of  their 
members,  they  have  a  right  to  control  against  breaking  down  the 
uniform  rate  prescribed  by  the  exchange  government. 

Mr.  McLaughlin  of  Michigan.  Then  tne  trouble  would  be  not  in 
the  operations  of  the  cooperative  association,  but  in  the  methods  of 
business  of  some  of  the  men  who  compose  it.  If  every  farmer  who  is 
a  part  of  this  cooperative  exchange  were  to  market  his  entire  product 
through  the  association,  then  the  fault  you  speak  of  would  not  appear 
80  bad  as  if  he  let  the  association  handle  part  of  his  erain  and  the  local 
dealer  handle  the  other  part  of  it,  and  that  local  aealer  would  come 
up  to  the  exchange  to  do  his  business — if  all  the  members  dealt  en- 
tirely through  their  local  exchange,  then  a  part  of  the  trouble  would 
be  eliminate,  would  it  not? 

Mr.  Babnes.  No,  it  would  then  be  just  a  difference  of  comparison 
between  the  farmer  who  shipped  his  erain  from  the  local  cooperative 
exchange  if  the  farmer  alongside  of  him  who  used  the  commission 
contract.  In  one  case,  the  larmer  is  getting  his  grain  service  at  the 
terminal  for  less  money  than  the  otner.  The  exchanges  have  no 
quarrel  with  that  farmer  who  wants  to  invest  his  canital  at  the 
terminal.  He  can  get  his  membership  if  he  distributes  nis  earnings 
in  relation  to  the  capital  risk. 

Mr.  McLaughlin  of  Michigan.  The  one  farmer  is  a  member  and 
deals  altogether  with  the  cooperative  exchange;  the  other  fanner 
deals  through  the  exchanges.  If  the  representative  of  that  coopera- 
tive association  were  permitted  a  seat  on  the  exchange,  would  he  nave 
some  advantage  over  the  outsiders  in  someway — ^in  any  way  except- 
ing returning  to  his  people  a  part  of  the  cost? 

Mr.  Babnes.  Yes.  He  would  have  this  advantage,  that  he  could 
go  to  his  clients  and  say,  if  you  will  ship  your  grain  to  me  I  will 
charge  you  your  1^  cents,  but  you  stand  a  chance  at  the  end  of  the 
year  that  you  will  get  back  one-quarter  or  one-half  cent  of  earnings. 
Therefore,  that  is  an  unfair  trade  inducement  as  against  the  man 
who  has  to  pay  H  cents  at  the  terminal,  because  that  is  a  fair  rate 
and  provided  on  the  exchange. 

Mr.  McLaughlin  of  Micm^an.  If  he  had  a  membership  on  thi^ 
exchange,  he  would  get  all  tne  benefits  and  advantages  of  the  ex- 
change without  doing  him  any  good,  and  perhaps  working  against 
the  rest  of  the  members  of  the  exchange? 

Mr.  Babnes.  That  is  the  objection  to  it;  it  is  unfair  competition 
in  the  soliciting  of  business. 

Mr.  Jacoway.  Are  you  familiar  with  the  Lever  warehouse  act 
and  its  provisions  t 

Mr.  Babnes.  No;  I  do  not  believe  I  can  say  that  I  am. 

Mr.  Jacoway.  Have  you  studied  the  cotton  situation  at  all  liko 
you  have  the  grain  situation  ? 

Mr.  Babnes.  No.  Let  me  sajr  as  to  cotton,  the  only  study  of 
the  cotton  situation  was  a  discussion  I  had  with  a  New  York  gentle- 
man a  few  days  ago,  in  which  I  simply  asked  him,  knowing  lus 
familiarity  with  the  conditions  in  the  cotton  districts — ^with  which 
I  was  not  familiar — ^whether  this  form  of  making  some  Idnd  of  a 
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negotiable  instniment  available  to  the  grower^  by  some  method 
'warehouse  receipts . 

Mr.  Jacoway.  That  is  contemplated  in  the  warehouse? 

Mr.  Barnes.  It  is. 

Mr.  Jacoway.  But,  I  will  ask  you  further,  are  you  famihar  with 
the  law  of  Minnesota  which  provides  for  Minnesota  the  very  ma^ 
chinery  which  you  want  to  set  up  for  the  Federal  Grovemment 
about  warehouse  receipts  on  grain  ? 

Mr.  Barnes.  No,  I  am  not,  except  that  I  know  the  practice  in 
the  Northwest  States  is  largely  along  this  line,  except  that  these 
elevator  tickets  should  be  more  adequately  secured  to  make  them 
prime  collateral. 

Mr.  Jacoway.  Cominff  down  to  the  practical  features  of  your 
question — and  I  agree  uioroughly  with  you — ^what  per  cent  would 
you  loan  on  grain  stored  where  jou  take  out  a  warehouse  receipt  ? 

Mr.  Barnes.  If  I  was  loamng  to  merchants  from  whom  you 
coidd  get  an  adjustment  of  collateral  equity  every  day,  I  would 
do  as  me  banks  now  do,  loan  80  per  cent.  It  I  was  dealing  with  a 
farmer  whom  I  knew  could  not  readjust  the  collateral  to  meet  value 
in  collateral  market,  I  would  want  an  extra  10  per  cent  margin. 
Probably  a  farmer  could  borrow  against  that  kind  of  a  prime  ne- 
gotiable certificate  somewhere  in  the  neighborhood  of  00  or  70  per 
cent  of  its  market  value. 

Mr.  Jacoway.  I  was  talking  to  a  spinner  of  New  England,  and 
he  said  this:  ^'If  I  want  to  buy  5,000  bales  of  middling  cotton,  the 
grade  of  cotton  that  is  used  for  my  mill,  I  have  to  go  through  the 
cotton  of  200  or  300  people  in  order  to  get  that  specific  ^ade  of 
cotton.''  Now,  in  the  South  there  are  many  thousands  of  places 
that  you  can  buy  middling  in  the  800  cotton  growing  counties  of 
the  south.  He  su^ested  this:  That  if  there  were  a  general  ware- 
house, which  is  andloffous  to  the  clearing  houses  of  the  banks,  where 
a  report  could  be  maae  each  day  of  the  specific  grade  of  cotton  that 
was  on  hand  there,  and  in  return,  we  will  say,  telegraph  to  some 
central  agency,  then  that  would  cut  out  a  norde  of  unnecessary 
middlemen.  As  I  imderstand  you,  that  is  the  end  you  would  like 
to  reach  in  the  grain  proposition;  is  that  correct? 

Mr.  Babnes.   I  es. 

Mr.  Jacoway.  Then,  in  a  word,  what  would  be  the  economic  value 
as  you  see  it,  of  estabUshing  this  system  that  you  have  been  describing 
this  morning? 

Mr.  Babkes.  I  can  see,  of  course,  so  great  an  economic  value    ■  ■ 

Mr.  Jacoway  (interposing) .  I  want  to  ^et  your  full  idea. 

Mr.  Barnes.  It  goes  back  to  the  basic  idea  that  it  gives  the  grower 
his  chance  to  get  a  freedom  of  market  judgment  as  to  when  he  is 

foing  to  sell  and  the  price  he  takes,  because  there  is  the  revolt  of 
uman  nature  being  forced  in  his  dealing. 

Mr.  Jacoway.  It  puts  him  on  an  equality,  does  it  not  ? 

Mr.  Babnes.  Yes.  Your  statement  about  wanting  middling 
cotton  and  having  to  go  among  so  many  middlemen  seems  almost 
inconceivable,  that  seems  almost  preposterous.    It  may  be  true. 

Mr.  Jacoway.  You  can  get  but  a  few  bales  out  of  a  thousand,  and 
you  have  to  go  here  and  yonder  in  order  to  get  the  cotton  that  your 
mill  will  manufacture  into  the  finished  product  that  you  desire  to 
make. 
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Mr.  Babneb.  I  feel  a  great  disa(\vanta^e,  because  that  is  a  matter 
peculiar  to  that  business;  it  is  not  true  in  grain.  There  is  not  any 
such  economy  to  be  reached  with  the  farmer  dealing  in  grain. 

Ifo.  Jacoway.  What  other  economic  benefits  are  there? 

Mr.  Barnes.  I  want  to  give  you  all  the  time  you  or  any  other 
members  of  the  committee  desire  in  discussing  this  and  everything 
else,  but  I  would  like  to  start  back  at  2  o'clock. 

Mr.  Jacoway.  I  do  not  know  where  there  is  a  better  man  to  put 
this  question  to.  What  is  your  idea  of  the  general  marketing  syst^n 
of  the  country  ?  Can  it  be  corrected  t  Is  it  as  nearly  perfect  as  you 
can  get  it,  and,  if  not,  what  suggestion  would  you  make  relative  to 
the  general  marketing  system  in  tne  United  States? 

'i&.  Barnes.  I  think  our  marketing  system,  generally,  especially 
of  those  commodities  which  are  traded  in  on  the  exchange,  which  is 
typically  American,  is  to-day  the  best  in  the  world,  but  it  is  not 

ferfect.  I  believe  there  can  be  improvements  and  perfections  made, 
believe  those  have  to  be  proceeded  with  very  carefully,  after  inves- 
tigation  of  very  able  and  experienced  men,  not  sittii^  around  the 
table  in  this  way  and  writing  it  mto  a  regulation.  Therefore,  I  do 
eamestiy  urge  the  setting  up  in  some  way  of  this  commission,  which 
can  be  adequately  manned,  to  investigate  these  questions,  than 
which  no  greater  question  is  before  us  tmm  the  matter  of  marketing 
conditions. 

Mr.  BiDDiCK.  Mr.  Barnes,  the  district  I  represent  is  largelv  a 
farming  district.  At  the  last  election  there  were  about  40,000  Kon- 
partisan  League  votes  cast.  The  question  I  want  to  ask  you  is  this: 
That  vote  in  a  way  reflected  the  question  that  is  disturbing  the 
farmers.  The  farmers  feel  they  have  some  cause  for  grievance 
against  the  grain-buyii^g  interests.  The  farmers  ask  if  the  price  of 
grain  should  not  be  based  on  two  factors  chiefly,  first,  the  actual 
cost  or  average  cost  of  production,  and  second,  the  value  of  their 
grain  as  a  food  product.  They  believe  the  grain  exchanges  come 
m  and  artificially  lower  the  prices  at  the  time  they  have  their  goods 
to  offer,  and  that  after  the  goods  are  largely  out  oi  their  hands,  then 
the  grain  c<Mnes  back  to  its  aotual  value  as  a  food  requisite. 

I  notice  in  your  Table  C,  for  the  years  1914  and  1917  and  on  after 
that  it  seems  to  bear  out  their  contentions  that  the  price  of  wheat — 
average  farm  price — ^for  1914  and  1915  crop  year,  during  September, 
October,  and  rl^ovember,  when  the  farmer  has  his  wheat  to  sell,  is 
93,  95  and  97  and  a  fraction  cents;  and  then  three  months  later  it 
rmis  up  35  cents  higher,  indicating  that  it  has  an  actual  value  from 
the  consumers  point  of  view  of  35  cents  higher  than  was  received. 
He  thinks  that  a  commodity  so  stable  as  wheat,  where  the  fixed 
carrying  charges  and  storage  charges  are  known,  and  they  are  small, 
should  not  fluctuate  to  that  extent.  Are  there  artificial  factors  en- 
tering into  those  prices  ? 

Mr.  Barnes.  Taking  the  particular  instance  you  gave  in  1914-15, 
the  war  broke  out  the  1st  oi  August,  1914,  the  price  of  wheat  shows 
in  that  table  the  hesitation  and  doubt  as  to  what  effect  the  war  was 
goinjg  to  have  on  values  generally,  and  then  by  December,  it  began 
to  ckar  up  that  the  war  meant  inflation,  as  it  alwavs  does,  and  the 
advance  in  price.  That  was  a  war  condition  whicn  should  not  be 
assumed  as  a  typical  year,  because  that  is  why  I  combine  these- 
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seven  years  as  a  whole,  and  the  showing  in  seven  years  shows  no 

policy  of  a  merchant  which  pursued  that,  business  for  a  living 

Mr.  Jacoway  (int-erposing).  Would  not  the  warehouse  receipt  in 
a  measure  obviate  the  very  things  that  the  gentleman's  constituents 
complauied  of ;  would  it  not  enable  him  to  keep  his  product  when  there 
was  a  ^ut  and  get  some  ready  money  and  hold  it  for  the  rise  in  price  ? 
Mr.  Barnes.  Yes;  it  would  at  least  give  him  the  feeling  of  inde* 
pendence  in  selecting  a  time  to  market,  would  it  not  ?  I  fliink  that 
IS  very  important.  Six  million  farmers  are  rebelling  against  the 
thought  that  they  have  no  word  to  say  as  to  the  time  they  have  to 
sell  grain. 

!^fc.  RiPDiCK.  The  farmers  believe  that  a  great  many  people  oper- 
ating on  the  boards  of  trade,  who  neither  raise  wheat  or  handle 
wheat,  but  who  make  large  profits.  That,  of  course,  is  true,  is  it  not  ? 
Mr.  Barnes.  This  showing  would  not  indicate  it,  would  it  f  And 
the  showing  of  Table  A,  on  which  the  merchant  who  bought  the 
farmers'  defiveries  last  fall  has  200,000,000  loss  on  the  market  price 
to-day,  does  not  indicate  he  was  making  very  much,  does  it  ? 

Mr.  RiDDicK.  As  a  matter  of  fact,  these  men  are  continuing  in 
business  and  putting  up  office  buildings  and  residences  and  using  the 
kind  of  cars  that  indicate  they  are  making  money. 

Mr.  Barnes.  There  is  a  constant  sifting  out  of  men  who  have  failed,, 
and  dropped  out.  You  can  make  a  list  without  any  difficulty  of 
firms  who  have  dropped  out. 

Mr.   RiDDiOK.  For  example,   every  once  in   a  while  somebody 
attempts  to  comer  the  market  ? 
Mr.  Barnes.  Yes. 

Mr.  RiDDiCK.  Are  those  attempts  madel 
Mr.  Barnes.  Yes;  and  they  lose  in  the  long  run. 
Mr.   RiDDiCK.  They   are  made    presumably    by    men    who    are 
familiar  with  the  marketing  conditions ) 

Mr.  Barnes.  No;  and  they  emphasize  a  spectacular  game  and  say 
nothing  about  the  losses  which  these  same  men  are  undergoing. 

Mr.  RiDDiCK.  In  other  words,  the  thought  of  the  farmers  is  this: 
These  men  try  to  corner  the  market  in  a  large  way,  but  every  day 
they  are  trying  to  make  little  gains  in  the  same  market,  and  every 
now  and  then  they  are  trying  to  make  a  big  ^ain. 

Mr.  Barnes.  But  you  can  not  ai^e  against  trading  on  the  ex- 
changes except  that  you  get  a  great  insurance  under  margins.  That 
is  my  declaration  for  the  speculation  of  the  minor  traders  who- 
furnish  rapidity  of  operation;  that  is  the  very  life  of  the  markets. 

Mr.  RiDDiCK.  There  was  a  very  illuminating  statement  in  the 
papers  in  October,  I  believe,  that  some  clerk  made  an  error  in  recording 
a  sale — ^you  probably  read  it — ^where  he  should  have  put  down  a 
thousana  bushels  he  put  down  a  million  bushels.  A  great  break 
occurred  in  the  wheat  price,  and  that  was  the  explanation. 

Mr.  Barnes.  At  times  a  spectacular  story  appeals  to  our  gentlemen, 
of  the  press  very  forcibly.  But  the  fact  is,  it  is  probably  one-tenth 
truth  and  nine-tenths  press  value. 

Mr.  RiDDiGK.  Is  it  true  or  is  it  not  true  that  the  men  who  handle 

the  speculative  end  of  the  grain,  buying  and  selling,  do  attempt  to 

manipulate  the  prices  in  some  degree  to  make  profits  for  themselves  ? 

Mr.  Barnes.  I  must  admit,  that  they  do,  yet,  though  far  fewer 

than  thought  it  proper  business  ett^cs  10  or  20  years  ago.     But  more^ 
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and  more;  as  I  have  said  here,  men  are  coming  to  see  that  that  kind 
of  advantage  by  sheer  weight  of  power,  even  though  temporaiTf 
does  hurt  somebody  somewhere,  and  they  do  not  want  to  make 
money  that  way.  That  is  not  theoretical  dreaming;  that  is  true. 
There  is  a  distinct  improvement  in  business  ethics. 

Mr.  Jaooway.  Mr.  Barnes,  right  there,  just  one  other  question  I 
want  to  ask  you:  Are  you  famiBar  with  the  Pruit  Growers  Associa- 
tion of  California? 

Mr.  Barnes.  No;  I  am  not. 

Mr.  Jacoway.  Do  you  know  how  they  market  their  stuff  t 

Mr.  Barnes.  I  could  not  say  I  am  familiar  with  it;  no. 

Mr.  RiDDiCK.  Another  question;  I  would  like  to  have  your  lud^ 
ment  on:  Various  statements  have  been  made  around  this  table  by 
witnesses  and  others  that  the  total  amount  of  bushels  of  grain 
handled  in  hedging  and  otherwise  was  many  times  the  actual  number 
of  bushels  handled  in  any  season.  Every  time  a  bushel  of  grain  is 
rehandled  it  adds  on  cost  some  place,  does  it  not  ? 

Mr.  Barnes.  Possibly  so;  possibly  not.  Here  is  my  picture  of 
the  ^eat  grain  supply  of  this  country  moving  to  a  foreign  or  domestic 
destmation.  There  is  a  constant  seeking  of  some  economy  in  transr- 
portation  in  some  form  along  that  line;  some  economy  of  handling 
methods  which  cuts  out  a  charge  that  the  other  fellow  pays;  neces- 
sarily that  seeking  for  economic  routes  must  a  great  part  ot  the  time 
lead  outside  of  these  great  central  markets.  That  ^ain  does  not 
appear  in  those  markets,  although  the  hedge  is  earned  there — the 
insurance  service  is  carried  there.  It  goes  through  other  routes, 
because  other  routes  are  more  economic^. 

Outside  of  the  fact  that  a  certain  number  of  handlers  have  by 
elimination  proved  to  be  the  most  economic  in  their  particular 
functions  along  that  line  who  have  gotten  part  of  it,  necessarily 
setting  up  three  or  four  or  five  classes  of  handlers,  if  they  could  be 
displaced  by  one  man  making  an  economy  of  handling,  tney  would 
have  been  gone  long  ago,  because  his  competition  is  so  free  and  easy 
because  of  his  ready  credit.  The  fact  tiiat because  grdn  goes  throu^ 
foiir  or  five  hands  seeking  a  final  market  is  no  sign  wat  it  is  burdened 
with  unnecessary  trade  expense. 

Mr.  RiDDiGK.  I  would  like  to  get  in  the  record  your  judgment,  if 
you  have  an  opinion,  what  the  actual  toll  per  busnel  is  for  this  ma* 
chinery? 

Mr.  Barnes.  It  would  be  the  wildest,  wildest  j^ess.  If  you  can 
assume  this  form  of  service  and  this  table  earned  in  the  form  of 
hedges,  and  that  the  hedger  was  the  insurer,  and  took  these  profits, 
he  has  received  a  return  totally  inadequate  to  the  service  ne  has 
rendered.  I  do  not  know  any  other  way  you  can  get  down  beyood 
the  individual  fluctuations. 

Mr.  RiDDiGK.  The  matter  I  would  like  to  get  in  the  record  is 
whether  this  machinery  is  economic  machinery  f 

Mr.  Barnes.  It  is  tne  greatest  economy  in  the  world,  and  if  we 
could  extend  it  to  other  commodities  we  would  be  conferrins  a 
blessing  upon  the  business,  and  the  consumer.  I  want  this  market- 
ing commission  to  see  if  I  am  not  right  in  saying  that  this  could  be 
extended. 
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Mr.  RiDDiOK.  I  would  like  to  get  your  opinion  as  to  what  it  costs 
per  bushel.  The  reason  I  ask  that  question  is  that  I  heard  this 
statement  made,  Mr.  Barnes,  that  if  it  were  true  that  every  actual 
bushel  of  wheat  is  handled  a  hundred  times  it  adds  an  expense  of 
one-fourth  of  a  cent  aud  that  would  mean  the  total  cost  of  this 
machinery  would  be  25  cents  for  every  actual  bushel  handled,  which, 
of  course,  is  an  absurd  statement. 

Mr.  Babnes.  Yes,  that  would  presuppose  that  every  hedge 
carried  its  own  profits  and  carried  its  own  tolls,  where,  as  a  matter 
of  fact,  it  is  changed  from  one  pocket  to  another. 

Mr.  RiDDiGK.  Are  you  able  to  give  a  statement  as  to  the  actual 
cost? 

Mr.  Babkes.  I  do  not  think  I  should  venture  a  guess,  because  I 
do  not  know  of  any  data  to  base  a  guess  on.  I  really  do  not.  I 
would  Uke  to  helpyou  get  an  idea. 

Mr.  RiDDiOE.  Wnen  exporters  are  buying  wheat  to  ship  to  England, 
when  the  weight  of  that  power  is  put  m  one  hand — ^in  the  hands  of 
the  British  commission— does  not  that  reduce  the  price  of  wheat  to 
England  ? 

Mr.  Barnes.  It  is  a  natural  and  sound  conclusion,  from  the 
operation  of  the  natural  economic  law,  that  that  would  put  the 
buyer  in  a  more  favorable  condition  to  dictate  his  price. 

Mr.  RiDDiCK.  Following  that  same  economic  idea,  the  farmer  feels 
that  the  grain  exchanges  organized  have  an  advantage  over  him, 
he  beinff  unorganized. 

Mr.  Barnes.  And  that  is  why  I  made  these  tables,  to  counteract 
that  opinion.  There  is  no  power  of  anticipation  in^  tne  grain  trade. 
I  have  looked  for  these  men  of  sound  vision  for  coming  of  commercial 
fluctuations,  and  I  have  not  been  able  to  find  them.  I  would  Uke 
to  get  next  to  them. 

Mr.  UiDDiox:.  Tou  think  the  Tincher  bill  would  make  it  more 
possible  to  manipulate  the  market  than  it  is  now  ? 

Mr.  Barnes.  1  really  think  it  would ;  and  it  would  certainly  be 
a  disservice  in  discouraging  some  of  the  absorption  buying  which 
we  need  at  the  time  of  crop  depression. 

Mr.  Jagoway.  Just  one  more  question:  Your  idea  is  this,  if  I 
can  get  it  in  a  word,  to  establish  some  clearing  house  where  the 
buyer  and  seller  can  meet,  and  when  you  have  done  that  you  have 
cut  out  unnecessary  middlemen,  which  will  in  inure  to  the  ad- 
vantage of  the  producers  ? 

Mr.  Barnes.  It  will  simplify  the  process. 

Mr.  VoiGT.  You  propose  tnat  tne  country  elevator  shall  issue 
tickets  to  the  farmer  so  that  he  may  readily  dispose  of  his  product. 
Before  such  a  ticket  could  be  issued  the  grade  of  the  grain  would 
have  to  be  agreed  upon.  What  would  you  do  in  the  case  where 
the  farmer  and  the  country  elevator  man  were  unable  to  agree  <m 
the  grade? 

^.  Barnes.  You  are  perfectly  right  in  pointing  that  out,  and 
I  propose  to  meet  that  in  my  statement  by  setting  up  a  tribunal, 
preferably  as  a  local  body,  and  when  they  aid  not  agree  they  could 
appeal  J  a  state  ooromi^on  and  their  Judgment  would  be'^final. 

Mr.  VoiGT.  Until  that  tribunal  fixes  the  grade  on  that  particular 
grain,  it  would  have  to  be  kept  in  a  separate  bin  ? 
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Mr.  Barnes.  No.  The  point  would  be  that  the  grain  would  be 
entitled  to  either  a  price  based  on  the  grade  if  he  determined  to  sdl 
or  to  have  a  storage  ticket,  the  grade  of  which  would  be  left  in  aber- 
ance  imtil  decision  on  the  sample.  But  he  ultimately  ^v^ould  put 
that  grain  in  the  elevator,  because,  after  all,  his  sole  interest  is  t€ 
protect  the  storage  ticket  on  the  grain  finally  issued. 

Mr.  VoiGT.  And  suppose  the  fanner  decides  to  hold  the  graifi 
for  a  rise  in  the  market,  and  he  is  willing  to  accept  this  ticket.  Until 
that  grade  is  established  no  grade  couldbe  issued ? 

Mr.  Barnes.  No. 

Mr.  VoiGT.  That  is  true  ? 

Mr.  Barnes.  Yes. 

Mr.  VoiGT.  Could  that  man's  wheat  be  actually  mixed  with 
other  wheat  until  the  grade  is  determined  1 

Mr.  Barnes.  Yes,  mixed  right  oflF,  because  he  is  ^oing  to  set  a 
ticket  reading  what  this  impartial  tribunal  says  it  is,  and  au  the 
elevator  man  nas  to  do  is  to  see  that  in  the  final  analysis  he  furnishes 
that  grain  for  redelivery.  He  may  have  shipped  that  to  the  terminal 
weeks  before  he  is  called  upon  to  deUver,  and  at  that  time  he  will 
have  to  pay  the  price. 

Mr.  VoiGT.  And  you  contemplate  that  this  elevator  ticket  wiD 
later  on  be  exchanged  for  a  terminal  ticket  ? 

Mr.  Barnes.  The  elevator  ticket  could  give  the  elevator  operator 
the  right,  in  case  of  necessity,  to  deliver  that  amount  of  \eneat  in 
that  grade  in  the  terminal  instead  of  in  that  country  elevator  and 
collect  the  freight. 

Mr.  VoiOT.  The  fanner's  ticket  would  then  be  turned  into  the 
terminal  elevator  receipt  ? 

Mr.  Barnes.  It  is  a  potential  terminal  elevator  receipt  with 
that  right  in  it,  and  he  can  not  expand  the  storage  capacity  of  the 
cotmtry  elevator  without  giving  the  right  to  do  that  as  his  elevator 
fills  up. 

Mr.  VoiOT.  Necessarily,  he  would  have  to  have  the  right  to  ship 
it  on  to  the  terminal  1 

Mr.  Barnes.  And  having  the  right  to  ship  it  on  to  the  terminal 
to  deUver  it  there,  otherwise  you  can  not  ask  him  to  pay  freight 
into  the  terminal  and  ship  it  back,  could  you  ? 

Mr.  VoiGT.  It  would  have  to  remain  at  the  terminal,  if  you  would 
have  a  right  to  take  it  through  this  public  terminal  warehouse  ? 

Mr.  Barnes.  There  would  be  a  local  buyer — the  druggist  or  country 

frocer — who  would  b^in  to  buy  those  tickets  when'he  felt  that  John 
ones  wanted  to  sdl  at  the  price;  and  having  bought  several,  he  would 
collect  them  together,  he  would  go  to  the  levator  operator,  and  sav. 
''I  would  like  to  have  this  wheat  in  terminal  elevator  certificates 
instead.  I  know  jon  have  shipped  it  on."  And  he  would  get  it  by 
vohmtary  negotiation. 

Mr.  YoiGT.  And  that  would  be  used  as  collateral  security  to  get  a 
loan  on  t 

Mr.  Barnes.  Yes. 

Mr.  VoiGT.  A  man  prominent  in  the  grain  trade  s^gested  this 
idea  to  me,  and  I  want  to  see  what  you  think  about  it:  "^at  in  order 
to  prevent  manipulation  on  the  market  a  law  be  passed  preventing 
any  individual  interest  from  having  outstanding  at  any  one  time  a 
specidative  interest  exceeding,  say,  1,000,000  busnels  of  grain.  \Vbat 
QO  you  think  of  thatt 
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Mr.  Barnes.  I  have  the  same  objection  to  that  as:  X  I^^v!p  to  any'  i 
other  fixed  determination  of  a  quantity.  It  might  work  all  right.  It .  • 
seems  to  me  that  it  is  aimed  to  prevent  the  overpowering  concentra- 
tion  of  trading  on  the  part  of  any  single  interest,  aqd  that  it  merely 
transfers  to  that  interest  the  necessity  of  being  a  crQok  as.  we)l  as  a 
manipulator;  and  that  he  will  do  it.  He  will  furnish  ntimes  enough, 
even  a  million,  for  each  name  to  accomplish  his  desires,  and  you  simply 
put  a  premium  on  the  crook  as  against  the  hone$t  man. 

Mr.  VoiGT.  You  take  the  men  of  large  means  in  this  country  who 
could  manipulate  the  market.  You  would  not  ordinarily  class!  them 
as  crooks,  would  you? 

Mr.  Barnes.  No;  and  I  do  not  want  to  see  built  up  into  your  mar- 
kets a  class  of  men  who  can  be  classed  as  ''crooks/'  because  they  ai'e 
not  there  now. 

Mr.  VoiGT.  You  assume  if  a  law  was  passed  confining  them  to 
speculative  interests  of  a  certain  amount  at  any  one  time  these  large 
men  would  violate  that  law  ? 

Mr.  Barnes.  Not  these  laige  men  They  might  attract  some  one 
at  present  unknown,  who  has  no  scruples  and  no  standards,  and  he 
will  do  it,  if  you  do  not  close  the  door  to  what  he  can  do  by  that  system. 

Mr.  VoiGT.  I  have  seen  statements  made  that  tiie  surplus  of  wheat, 
for  instance,  which  is  exportable  regulating  the  price  for  the  whole 
product?    Do  you  agree  with  that ?  » 

Mr.  Barnes.  I  think,  broadly  speaking,  that  is  true;  it  is  the  presr 
sure  of  that  surplus  in  all  the  markets  which  breaks  down  the  domestic 
consiunption  until  that  surplus  finds  its  outlet  abroad.  Yes:  in  that 
event  it  regulates  the  price. 

Mr.  VoiOT.  Let  us  assume  a  condition  where  this  country  would 
grow  just  about  sufficient  wheat  for  its  own  consumption,  and 
there  is  no  surplus  of  wheat  to  speak  of.  What  would  then  regulate 
the  price  ?  . 

Mr.  Barnes.  Just  the  counterplay  of  opinion  of  dealers  and 
consumers  against  the  producers  as  to  when  a  fair  basis  had  b^en 
reached  in  a  majority  opinion.  That  .would  be  the  only  counter- 
weight. I. 

Mr.  VoiOT.  Then,  in  case  you  have  a  surplus,  ynur  idea  is  that 
the  price  of  the  commodity  is  regulated  by  a  different  force  than 
when  there  is  no  siu'plus  ? 

Mr.  Barnes.  Yes,  sir. 

Mr.  VoiGT.  What  would  you  think  of  a  law  which  would  require 
the  brokers  of  grain  to  make  pmodical  reports  as  to  the  quantity 
dealt  in  in  advance? 

Mr.  Barnes.  I  think  that  has  the  same  objection  of  putting 
comj)lieated  machinery  into  a  process  which  at  present  is  pro« 
gressing  very  efficiently.  If  Mr.  Tincher  was  not  here  I  would 
express  my  opinion  about  a  good  many  reports,  but  I  do  not  dare. 
PLaughter.J 

Mr.  VoioT.  Have  you  any  specific  remedy  to  offer  against  mam* 
pulation  ? 

Mr.  Barnes.  Yes,  sir;  I  have  the  specific  remedy  that  if  you 
write  into  commercial  practice  the  remedies  I  have  suggested  here« 
by  which  every  farmer  has  a  freedom  to  select  his  moment  of 
marketing,  you  pretty  nearly  render  manipulation  innocuous.    That 


S8^4  FUTtJBS  TBADIir<S^. 

ifiT  the  basic  tfaing-^put  the  f  inner  where  he  does  not  have  to  market 
until  he  is  ready,  until  his  market  judgment  says:  ''This  is  the  pn(v 
at  which  I  ought  to  sell. '' 

Mr.  Jaooway.  Your  warehouse  receipts  wUl  do  that  ? 

Mr.  Babnbs.  These  warehouse  receipts  will  do  that. 

Mr.  VoiGT.  The  man  who  manipulates  by  buying  or  selling  in 
very  huge  quantities  oftentimes  does  not  deal  with  the  farmer  or 
iiis  representative;  he  deals  with  other  speculators,  does  he  not  ? 

Mr.  Barkbs.  Yes,  sir;  oftentimes. 

Mr.  VoiOT.  You  could  not  affect  that  sort  of  speculation  bv 
permitting  the  farmer  to  hold  his  warehouse  receipts  ? 

Mr.  Babxbs.  No,  but  that  kind  of  speciilation  wHl  never  reach  a 
permanent  price  basis  unless  it  is  buttressed  by  the  element  of  actaal 
supply  and  demand  conditions  behind  it,  because  every  bushel 
that  IS  sold  or  bought  in  pure  manipulation  must  be  also  a  counter- 
dosed  by  a  trade  of  equal  weight  at  the  same  time. 

Mr.  VoiGT.  You  say  it  is  not  ethical  in  the  grain  trade  for  a  man 
to  go  in  with  a  large  amount  of  capij>al,  witn  the  idea  or  view  of 
:fluctuating  the  price  t 

lufr.  Barnes.  Yes. 

Mr.  VoiOT.  If  that  is  so.  then  was  it  not  unethical  for  the  Britisb 
•Oovemment  to  come  into  tnis  country  in  1917  and  buy  a  vast  amount 
^f  grain,  and  taking  out  of  this  country,  besides  the  grain,  a  lot  of 
money) 

Mr.  Barnes.  No;  I  have  written  my  explanation  in  tiie  record  on 
that;  and  that  was  not  for  manipulation,  which  your  question  con- 
templates. It  was  for  the  legitimate  food  supply  of  their  own 
people.  Heaven  help  us  if  we  did  not  have  some  of  tiiat  buying 
tcMlay. 

Mr«  VoiOT.  Did  I  understand  you,  that  the  British  Government 
in  1917  bought  any  more  futures  than  they  expected  an  actual 
delivery  of  grain  ? 

Mr.  Barnes.  Precisely. 

Mr.  VoiOT.  And  they  did  not  get  as  much  grain  as  they  had 
bargtuned  for  ? 

Mr.  Barnes.  Thev  assumed  that  the  fellows  who  had  sold  them 
these  contracts  on  the  hedse  had  in  their  possession  the  legitimate, 
actual  grain  which  would  T)e  tendered  them  in  due  time  as  their 
contract  matured. 

Mr.  VoiOT.  Mr.  Barnes,  I  read  your  address  before  the  Com- 
mittee of  Seventeen.  In  vour  address  you  made  this  stat^nent. 
' '  For  instance,  if  the  Britisn  sterling  were  at  its  nonnal  rate  to-dav. 
the  wesent  price  level  for  flour  and  wheat  in  England  would  net 
our  farmers  a  dollar  per  bushel  more;'^  and  then  you  went  on  to  sar 
something  about  the  French  and  Itatian  currency  ? 

Mr.  Barnes.  Yes,  sir. 

Mr.  VoiOT.  If  that  is  true,  then  the  depression  of  the  pound 
sterling  is  at  present  operating  to  an  enormous  advantage  for  the 
British  people? 

Mr.  Barnes.  Well,  is  it }  Or  are  they  selling  their  own  accomih 
lated  property  at  a  depreciated  pound  sterling  in  order  to  fgei  the 
means  with  which  to  ouy  this  foodstuff  and  theieby  gettmg  na 
advantage  i 
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Mr.  VoiGT.  If  your  statement  before  the  Committee  of  Seven- 
t^een  is  correct,  then  I  assume  if  the  poimd  sterling  were  at  par  the 
ojcportable  surplus  of  wheat  would  have  brought  approximately  a 
doilar  per  bushel  more  ? 

Mr.  Babnes.  Yes. 

Mr.  VoiOT.  And  if  the  exportable  surplus  regulates  what  remaina^ 
behind  in  this  country,  then  the  whole  wheat  crop  of  this  country 
i^ould  have  brpi^t  a  dollar  a  bushel  more  in  the  American  market?' 

Mr.  Barnes.  Yes.  There  is  no  conflict  there,  if  you  ^et  thi9 
picture,  that  after  all  their  possessions— their  property,  their  aocu- 
miilated  resources — are  stated  in  pound  stcfl^liogs.  It  tdces  just  m 
many  poimd  sterlings  per  day  to  feed  every  individual  as  it  dia  whem 
tlie  pound  sterling  was  worth  $4,80.  But  that  pound  sterling  fur- 
nished at  the  same  rate  of  pound  sterling  to-day  in  this  country 
'buys  that  much  fewer  dollars  from  our  people. 

Mr.  VoiGT.  Woidd  not  that  explanation  alone  account  for  the  low 
price  of  wheat  ? 

Mr.  Babnes.  It  has  a  great  effect  on  the  price  of  wheat,  but  the* 
fact  is  that  the  wheat  market  has  advanced  40  cents  per  bushel,  say, 
since  the  first  of  December;  at  the  same  time  that  the  pound  sterling 
has  advanced  50  cents  per  pound,  or  just  about  sufficient  to  meet  the- 
difference.    It  may  be  only  a  coincident,  and  it  may  be  a  real  effect. 

Mr.  VoiGT.  I  was  wondering  whether  if  the  pound  sterling  did  go- 
to par,  whether  the  price  of  the  wheat,  as  a  measure  in  English  money^ 
\\"ould  not  have  a  lower  quotation  ? 

Mr.  Barnes.  Yes.  I  think  it  might,  because  there  would  be  set 
up,  besides  the  inference  of  pound  sterling,  the  inference  betweeni 
difference  in  sellers.  This  f aU  we  have  been  in  a  peculiar  position^ 
and  North  America  has  furnished  over  80  per  cent  of  the  overseas  sup- 

Ely  of  wheat.  So  that  this  fall,  at  leasts  if  the  pound  sterling  had! 
een  worth  $4.80,  they  would  still  have  had  to  give  enough  per  pound 
sterling  to  buy  that  wheat  from  our  farmers,  and  if  our  farmers  were 
in  position  to  demand  it,  or  our  home  supports  sufficient  sterling  ta 
enable  that  price  to  be  demanded,  we  might  have  got  our  whole  dollar 
a  bushel  more. 

Mr.  VoiGT.  For  myself,  I  can  not  see  my  way  clear  to  agree  with 
you  on  that  statement  of  the  pound  sterhng.  Suppose  you  look  at 
it  in  this  way,  that  the  pound  sterling  has  depreciated  in  buying  power; 
that  is  true,  is  it  not? 

Mr.  Baknes.  Yes.  Now,  then,  when  the  pound  sterling  goes  ta 
par,  the  appreciation  in  buying  power 

Mr.  VoiGT  (interposing).  Then,  if  the  sterling  gets  back  to  nar, 
would  it  not  take  so  much  less  to  buy  a  bushel  o?  wheat  than  it  aoes* 
at  the  present  time  ? 

Mr.  Barnes.  If  our  price  remained  the  same,  yes.  But  supiposing: 
our  price  did  not  remain  the  same.  Supposing  that  our  price  did' 
advance  with  the  domestic  conditions  and  holding  attitude  on  the^ 
part  of  the  farmer,  and  all  other  influences  that  make  up  the  price 
decision,  we  might  get  a  dollar  a  bushel  more  without  requiring  irom 
the  British  any  more  pounds  sterling  when  it  is  worth  $4.80  and  in> 
the  pounds  sterling  they  have  to  give  up  to-day. 

Mr.  VoioT.  Let  us  look  at  it  this  way:  Suppose  the  price  of 
sterling  dropped  50  cents  value  to-morrow,  is  it  your  judgment  that- 
that  would  nave  a  very  big  effect  on  the  price  of  wheat  in  this* 
country  ? 
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Mr.  Barnes.  Yes^  it  would.  And  that  is  why  I  am  not  so  dis- 
couraged on  the  agricultural  position  of  this  country^  except  tempo- 
rarily, because  these  foreign  exchanges,  after  all,  are  only  the  inter- 
ests that  indicate  the  buymg  power  of  those  people;  and  as  it  works 
back  toward  normal,  they  will  be  able  to  pay  us  a  better  price  in 
dollars,  which  is  our  measure  of  value.  I  do  not  believe  we  are  going 
to  have  7-cent  cotton  hopelessly  in  this  country  for  so  very  long. 

Mr.  VoiGT.  Assume  that  a  bushel  of  wheat  m  England  is  worth 
£1  $4.85;  assume  that  to-morrow  the  pound  sterling  in  exchange 
drops  50  per  cent  of  its  value;  that  is,  it  would  require  twice  as  much 
of  EngUsh  money  to  buy  American  dollars  in  the  exchange.  Would 
it  not  simply  result  in  this,  that,  whereas  to-day  it  would  take  $4.85  to 
buy  a  busnel  of  wheat,  to-morrow  it  would  taice  double  that  amount 
in  the  depreciated  value  ? 

Mr.  Barnes.  It  would,  except  that  the  play  and  counterplay  of 
economic  influences  are  very  intricate.    The  farmer  who  had  been 

E'vin^  the  equivalent  of  $4.80,  for  instance,  for  wheat  would  not  sell 
s  wheat  to-morrow  for  $2.43,  and  from  the  very  fact  that  he  ab- 
stains from  marketing  it,  plus  the  influence  of  merchants  who  feel 
the  same  way,  would  lorce  the  British  to  compromise  somewhere  on 
that  fall  and  not  put  it  all  on  the  American  farmer  somewhere  along 
the  line,  according  as  the  great  play  of  inferences  may  stabilize  at 
some  point  between  those  two  extremes  that  you  indicate. 

The  Chairman.  Do  you  suggest  public  warehouses,  Mr.  Barnes. 
operated  by  the  Federal  Government  t 

Mr.  Barnes.  No,  I  do  not. 

The  Chairman.  Do  you  suggest  bonded  warehouses  ? 

Mr.  Barnrs.  Well,  bondea  by  liability  comj>ames,  that  the  ope- 
rator of  the  warehouse  will  make  good  his  receipts.  That  is  already 
a  conimercial  practice,  Mr.  Chairman. 

The  Chairman.  You  think  it  could  be  made  negotiable  ? 

Mr.  Barnes.  Yes. 

TTie  Chairman.  Are  receipts  for  future  delivery  bought  and  sold 
outside  of  the  exchange  ? 

Mr.  Barnes.  It  happens  that  the  great  trade  is  concentrated  in 
the  exchanges,  but  there  is  no  reason  why  future-delivery  receipts 
shoidd  not  be  bought  and  sold  outside  tne  exchanges,  and  these* 
country  elevator  tickets  would  be. 

The  Chairman.  They  can  be  sold  ? 

Mr.  Barnes.  Yes,  sir. 

The  Chairbian.  Just  the  same  as  terminal  receipts  1 

Mr.  Barnes.  Yes,  in  the  coimtry  grocery  store. 

The  Chairman.  Do  you  think  it  should  state  the  official  grade  t 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  And  should  be  according  to  the  official  standard  i 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  And  state  the  specific  grade  ? 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  Giving  the  full  amount,  number  of  bushels,  grade 
and  fully  insured? 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  So  as  to  be  made  negotiable;  otherwise  nott 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  What  are  the  niunber  of  grades  deliverable  on  con- 
tracts? 
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Mr.  Barnes.  There  are  a  wide  number  in  each  market.  My  own 
conviction  on  that  is  that  the  wider  you  make  the  merchantable 
grades  the  safer  you  make  this  insurance  trading  in  futures. 

The  Chairman.  The  nmnber  of  grades  wouldl>e  limited  to  one  on 
the  'warehouse  receipt,  would  it  not? 

Mr.  Barnes.  No;  there  are  a  number  of  grades  deliverable. 

The  Chairman.  Not  on  the  warehouse  receipts  ? 

Mr.  Barnes.  Oh,  the  warehouse  receipt  states  specifically  that  is 
the  one  deUverable. 

The  Chairman.  The  future  sales  have  a  wide  range  ? 

Mr.  Barnes.  That  is  right. 

The  Chairman.  Anyone  buying  a  receipt  would  have  the  assurance 
of  having  9  certain  grade  deUverable  on  that  receipt  ? 

Mr.  Barnes.  That  is  right. 

The  Chairman.  Why  is  it  necessary  to  have  a  wide  range  of  grades 
deliverable  on  a  future  contract  ? 

Mr.  Barnes.  Because  the  chief  abuse  of  the  exchange  trading  here- 
tofore has  been  the  accumulation  of  quantities  by  manipulators  in 
sufficient  quantity  so  that  they  could  not  be  liquidated  by  actual 

frain  deUveries,  and  I  would  make  that  so  wide  that  no  man  would 
eliberately  enter  upon  a  campaign  to  accumulate  quantities  for 
forcing  settlement. 

The  Chairman.  That  would  be  in  the  interest  of  the  seller.  But 
how  about  the  bujrer,  who  desires  a  certain  brand  of  wheat  in  order 
to  produce  a  certain  brand  of  flour  ?  He  has  no  assurance  that  the 
wheat  he  receives  will  be  the  kind  desired. 

Mr.  Barnes.  No.  All  the  exchange  trade  would  do  for  him  would 
be  that  he  would  have  the  insurance  service  of  a  national  price  level, 
and  from  that  level  or  i>remium  or  discount  he  could  find  the  indi- 
vidual who  had  his  specific  kind  of  wheat,  and  set  up  a  trade  with 
him  and  some  relation  to  that  exchange  national  price  level. 

The  Chairman.  But  in  delivery  of  grain  on  the  exchanges  it  is  fixed 
differences  and  not  commercial  differences  ? 

Mr.  Barnes.  Yes,  sir. 

The  Chairman.  Then,  where  is  the  guarantee  ?  Is  he  at  the  mercy 
of  the  exchanges,  more  or  less  ? 

Mr.  Barnes.  No;  because  he  finds  a  seller  who  has  that  specific  kind 
he  wants,  and  bargains  with  him  for  the  particular  grade  in  relation 
to  the  exchange  pnce  that  he  must  pay  for  his  own  choice  of  wheat. 

The  Chairman.  If  a  certain  grade  of  wheat  is  deUvered  at  a  specific 
discount  of  5  cents  and  the  commercial  discount  is  10  cents  he  would 
be  unable  to  find  a  buyer?  We  will  say  that  No.  2  had  a  difference 
over  No.  3  of  5  cento— rNo.  2  is  $2  and  No.  3  is  $1.95 — ^fixed  differ- 
ence? 

Mr.  Barnes.  That  is  the  fixed  difference;  yes. 

The  Chairman.  Fixed  difference  of  5  and  a  commercial  difference 
of  10.  He  would  have  the  wheat  delivered  to  him  at  $1.95  and  it 
could  not  be  sold  for  more  than  $1.90.  He  would  be  out  5  cente, 
would  he  not? 

Mr.  Barnes.  It  could  not  be  delivered  to  him  under  contract  unless 
it  was  a  difference  the  contract  stated — 10  cente. 

The  Chairman.  The  contract  stated  5  cents,  while  the  actual 
difference  was  10  cente.  I  understood  the  testimony  of  a  number  of 
witnesses  who  have  testified  that  sometimes  the  commercial  differ- 
ence varies  as  much  as  10  cente,  while  the  fixed  difference  is  5. 
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Mr.  Babnbs.  Yes;  but  if  a  contract  is  now  maturing  in  which  the 
fixed  difference  is  5  cents  on  a  grade  of  wheat,  its  oommercial  differ- 
ence  will  not  be  10;  it  will  be  5^^  or  5^;  for  someone  will  take  it  in  on 
the  commercial  difference  and  make  that  small  commission.  They 
stabilize  themselves  and  offset  themselves. 

The  Chaibbian.  Provided  you  can  find  a  buyer? 

Mr.  Barnes.  You  have  a  buyer  if  the  difference  is  fixed  at  5  cente. 
Mr.  Chairman,  that  is  going  on.  We  have  marketed  500,000,00<> 
bushels  of  wheat  in  this  country  since  the  1st  of  July  on  that  verv 
basis.  There  are  no  deliveries  any  longer  on  exchange  contracts. 
except  the  potentiality  which  exists — in  case  of  need,  deliveries  wiU 
be  made.  But  all  the  time  500,000,000  bushels  of  wheat  flowing 
into  these  markets  is  tradiujg  on  individual  jud^ent,  seeki^ig  buyers; 
and  sellers  at  some  relation  m  respect  to  that  price  level,  not  we  price 
level  itself. 

The  Chairman.  The  fixed  difference  is  fixed  by  the  operator  and 
the  commercial  difference  is  fixed  by  the  actual  market  f 

Mr.  Babnes.  Yes,  sir. 

The  Chairman.  Would  it  be  better  to  have  this  fixed  by  disinter- 
ested parties  than  to  have  it  fixed  by  interested  parties  ? 

Mr.  Barnes.  The  judgment  of  no  disinterested  party  is  as  safe  a 
representation  of  the  relative  value  of  grades  as  the  free  play  of  the 
respective  judgments  on  the  policies. 

The  Chairman.  Then,  why  sould  you  limit  the  warehouse  to  a 
specific  grade  ? 

Mr.  Barnes.  Because  that  represents  the  grain  which  was  re- 
ceived, and  all  the  warehouse  man  contracts  to  do  is  to  return  the 
grade  which  he  did  receive. 

The  GaAiBMAN.  He  contracts  for  No.  2 1 

Mr.  Barnes.  He  did  not  contract  for  No.  2,  except  that  it  stated 
No.  2  as  a  matter  of  convenience.  What  he  contracted  for  was  one  of 
the  21  Chicago  grades — No.  1  at  such  a  price  and  No.  2  at  such  a  price. 

The  Chairman.  Should  not  the  grade  be  specified  by  contract  t 

Mr.  Barnes.  No. 

The  Chairman.  We  are  taking  into  consideration  the  two  interested 
parties. 

Mr.  Barnes.  Mr.  Haugen,  I  am  maintaining  this  position  in  the 
liquidity  of  that  contract,  aod  when  you  be^  to  confine  it  to  given 
grades  you  introduce  a  narrowing  of  potential  deUvery  ^diich  invites 
competition  of  deUvery.  But  when  you  leave  it  open  to  the  judgment 
of  some  disinterested  party,  as  you  have,  you  introduce  a  factor  of 
doubt  at  the  time  the  contract  is  made. 

It  is  much  wiser  to  fix  the  differences  which  the  exchange  provides 
in  order  that  you  may  know  what  you  get  on  a  contract  than  to  have 
the  doubt  injected  that  some  disinterested  party  is  going  to  give  yoa 
wheat  in  which  his  commercial  judgment  differs  m>m  you  as  to  its 
value. 

The  Chairman.  If  I  contract  for  the  farmer  to  detiver  100  bushels 
of  No.  1  or  No.  2  wheat,  there  can  not  be  any  doubt  about  that.  If  I 
contract  for  a  future  dehvery  I  have  to  take  either  of  the  23  srades. 

Mr.  Barnes.  I  get  your  idea,  that  the  fanner  does  not  nave  the 
same  freedom  that  the  terminal  contract  is  sold  at. 

.The  Chairman.  No;  the  warehouse  is  limited  to  the  specific  grade 
and  so  is  the  farmer  ? 
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Mr.  Barnes.  Yes;  but  only  after  he  has  delivered  his  specific  grade 
in  the  elevator,  then  he  must  deUver  that  specific  grade  out,  miking 
his  promissory  note  due;  that  is  all  the  warehouse  receipt  is.  It  is  a 
proniissory  note  stated  in  No.  2  wheat.  He  got  it  in  his  warehouse  and 
ne  delivered  it  out.     He  should  not  be  given  any  right  to  tamper  with  it. 

The  Chaibman.  If  you  are  a  miller^  and  you  are  grinmng  wheat 
making  a  certain  brand  of  flour;  vou  are  using  spring  wheat  and  pro- 
ducing that  particular  ^ade.  You  have  no  assurance  of  having  a 
single  bushel  of  that  kind  delivered  that  is  necessary  in  your  business  ? 

Mr.  Babnes.  Not  at  all. 

The  Chaibmak.  I  am  speaking  for  the  miller.  A  few  years  ago 
-we  had  this  matter  up,  the  millers  came  before  this  conmuttee,  and 
they  said  that  these  contracts  are  of  little  value.  You  will  find  mil- 
lers to-day  who  never  think  of  buying  a  bushel  of  wheat  in  Chicago 
but  they  do  hedge  in  Minneapolis,  because  there  are  only  nine  grades 
deliverable  there,  and  they  have  some  assurance  that  spring  wheat 
will  be  dehvered  on  their  contract. 

Mr.  Babnes.  Yes;  if  a  miller  wanted  to  buy  certain  grades  of 
spring  wheat  in  Chicago,  he  could  go  there  and  get  spring  wheat  and 
nothmg  else.     What  Tam  trying  to  picture  is  a  national  level. 

The  Chaibman.  You  can  not  do  tnat  on  the  exchanges  for  future 
delivery. 

Mr.  Babnes.  The  contract  with  this  speculator  is  for  No.  1  or  No. 
2  Northern  for  delivery  any  time  he  wants  to  specify.  What  he 
ivants  to  do  is  to  be  able  to  get  that  limited  in  the  cash  of  the  wheat 
at  the  same  price  as  he  can  this  wider  market  level,  which  is  made 
Tvide  on  purpose  to  take  it  out  of  the  hands  of  manipulators.  He 
ought  to  expect  to  pay  a  premium  for  his  designated  quality.  What 
the  miller  wants  to  save  is  the  nght  to  so  on  and  contract  at  thia 
national  price  level  tor  this  specific  kind  of  wheat  without  paying 
any  premium. 

The  Chaibman.  It  is  a  question  of  how  much  advantage  is  given 
the  seller.  It  seems  to  me  that  in  order  to  protect  the  buyer  he 
should  have  something  to  say  about  the  grades  deliverable. 

Mr.  Babnes.  The  history  of  that  is  written  in  the  corners  which 
we  have  had  in  the  grain  trade. 

The  Chaxbbian.  Tney  now  have  to  conform  to  the  official  stand- 
ards provided  by  the  exchange. 

Mr.  Babnes.  Yes. 

The  Chaibman.  And  in  that  respect  I  think  it  has  been  improved 
on.  The  question  is  shall  it  be  limited  to  a  certain  number  of  gradea 
delivered  on  that  contract?  Men  have  come  before  this  committee 
and  they  have  insisted  there  should  be  some  limit.  Many  contend 
that  the  contract  made  on  the  Minneapolis  exchange  is  very  fair,, 
and  the  others  too  liberal. 

Mr.  Babnes.  The  reason  for  preferring  Minneapolis  is  not  alone 
contract  grades. 

The  CoAiBMAN.  And  Kansas  City,  too. 

Mr.  Babnes.  But  there  is  a  gec^aphical  reason  why  Minneapolis, 
only  delivers  spring  wheat  or  grades  of  spring,  and  why  Chicago* 
dehvers  spring,  winter,  and  reds. 

The  Chaibman.  It  would  be  possible  for  Chicago  to  have  two- 
rin^  or  three  rinss,  instead  of  one,  would  it  not )  ^ 

Mr.  Babnes.  les. 

The  Chaibman.  One  dealing  in  spring  and  one  in  winter  wheat  i 
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Mr.  Barnes.  Yes;  and  thereby  you  segregate  these  very  classes  of 
tradmg,  the  very  thing  that  destroys  liquidity. 

The  Chairman.  One  who  was  buying  winter  wheat  would  naturally 
go  to  that  ring;  and  the  miller  who  was  buying  spring  would  go  to 
tne  ring  where  spring  was  sold. 

Mr.  Barnes.  He  can  go  to  Chicago,  and  in  the  same  ring,  by  pay- 
ing the  premium,  by  bargaining  with  the  owner  for  hard  winter 
wheat,  get  hard  winter  wheat. 

The  Chairman.  That  is  outside  of  the  exchange.  I  understand 
that  one  can  go  to  Armour  and  contract  for  No.  2  wheat  and  have  it 
dehvered,  but  that  is  not  the  rule  of  the  exchange,  as  I  understand  it. 
Mr.  Barnes.  But  the  division  of  that  business  into  specified  Qual- 
ities puts  back  the  day  of  manipulation,  when  all  you  nave  to  ao  is 
to  buy  some  paper  contracts  to. squeeze  somebody.  That  would  be 
a  retrograde  movement. 

The  Chairman.  You  do  not  beheve  it  necessary  for  Congress  to 
interfere  ? 

Mr.  Barnes.  I  do  not  believe  any  of  the  remedies  proposed  in 
these  bills  woidd  eliminate  the  abuses,  and  they  would  certainly 
tend  to  break  down  the  useful  service  of  the  exchanges  as  in  its  pres- 
ent simplified  operations. 

The  Chairman.  You  do  not  beheve  in  interferring  with  the  oper- 
ations of  the  exchanges  at  all,  as  suggested  in  the  Tmcher  bill,  and  I 
beheve  in  all  the  bills,  but  are  in  favor  of  leaving  it  open  ? 
Mr.  Barnes.  I  do  not. 

The  Chairman.  What  happened  during  the  war  with  the  limita- 
tion on  trading  of  200,000  bushels  ? 

Mr.  Barnes.  That  was  because  the  usual  play  of  supply  and  de- 
mand was  suspended  by  war  interferences.  There  was  no  overseas 
transportation.  The  frontiers  of  every  nation  were  closed  to  ex- 
ports and  imports.  None  of  the  usual  play  which  produces  fair 
competitive  operations  was  permitted. 
The  Chairman.  Would  that  work  an  injustice  to  any  one  1 
Mr.  Barnes.  Eventuallv  it  would  work  an  injustice  to  the  pro- 
ducer. The  time  came  when  we  took  it  all,  because  we  felt  he  was 
not  getting  a  fair  opportunity. 

The  Chairman.  You  spoke  about  the  grades.  Were  not  the  official 
grades  changed  quite  frequently  ? 

Mr.  Barnes.  No;  there  have  been  some  minor  changes  at  the 
beginning  of  the  crop  year.  My  whole  emphasis  is  to  see  if  they 
can  not  simplify  grades  so  you  do  not  have  to  keep  bins  and  boats 
partly  filled  with  all  the  attendant  difficulties  of  transportation  and 
storage. 

The  CHAimtfAN.  Should  a  grade  be  permitted  to  be  changed  during 
the  marketing  of  a  certain  crop  ? 

Mr.  Barnes.  It  would  be  very  unwise  to  do  it  unless  imusual  con- 
ditions demanded  it. 
The  Chairman.  Changes  have  been  made,  have  they  not  ? 
Mr.  Barnes.  I  can  not  recall  any,  except  at  the  beginning  of  the 
crop  year. 

The  Chairman.  It  seems  to  me  that  in  the  month  of  August  or 
September  the  spread  in  the  grades  was  41  points,  while  later  on  it 
w^  narrowed  down,  I  think,  to  11. 

Mr.  TiNCHER.  A  year  ago  there  was  a  change  made  in  the  Federal 
standards. 
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Mr.  Babnes.  Was  not  that  in  time  to  catch  a  crop  movement 
aflfected  bv^  it? 

Mr.  TiNCHER.  A  good  part  of  our  wheat  had  gone  on  the  old 
grades;  it  was  right  during  the  threshing  season. 

The  Chairman.  The  comj)laint  of  the  farmer  was  this,  that  while 
the  farmer  was  marketing  his  wheat  there  was  a  spread  of  41  cents: 
that  is,  one  selling  the  lower  grade  received  41  cents  less  than  one 
selling  the  higher  grades,  and  after  the  wheat  had  passed  out  of  the 
farmer's  hands  the  spread  was  narrowed  down  to  1 1  points.  There- 
fore, the  holder  of  the  wheat  at  that  time  gained  to  the  extent  of  30 
cents  a  bushel. 

Mr.  Barnes.  You  are  talking  now  about  the  market  differences  in 
grades,  are  you  not? 

The  Chairman.  The  •spread  between  the  lower  and  the  higher 
grades. 

Mr.  Barn£s.  The  lowest  quaUty  of  wheat  always  does  sell  on 
samples,  and  if  there  is  a  free  and  open  market  where  the  individual 
qualities  of  that  sample  will  produce  its  rightful  relation,  no  matter 
what  the  paper  value  may  be  quoted. 

The  Chairman.  It  was  through  the  regulation  of  the  Federal 
authorities  that  it  was  officially  equaUzed  at  41  cents,  and  later 
changed  from  41  to  11. 

Mr.  TiNCHER.  Yes;  but  do  you  not  think  the  wheat  buyers  under 
the  regulation  were  enabled  to  take  advantage  of  that  kind  of  spread, 
and  under  subsequent  regulation  were  prevented  ? 

The  Chairman.  I  am  not  criticising  what  was  done,  but  merely 
want  your  opinion  as  to  changing  grades.  For  instance,  a  grade  is 
fixed,  we  will  say,  in  July.  It  should  then  remain  in  force  a  year, 
and  should  it  not  be. left  to  the  discretion  of  the  department,  or  any 
one  else,  to  change  it  during  the  marketing  of  that  crop? 

Mr.  Barnes.  I  think  you  are  quite  right;  there  is  a  fundamental 
principle;  it  should  only  be  changed  if  there  is  such  clear  demon- 
strated injustice. 

Mr.  TiNCHBK.  It  should  only  be  fixed  once. 

The  Chairman.  Is  that  when  changes  and  discounts  were  made 
for  wheat  containing  smut  ? 

Mr.  Barnes.  Are  you  talking  about  the  Grain  Corporation  scale.  ? 
The  Chairman.  llxe  exchange  and  the  marketing  of  grain? 
Mr.  Barnes.  The  exchanges  had  nothinjg  to  do  with  that. 
The  Chairman.  What  ought  to  be  done  in  respect  to  the  grades  ? 
Mr.  Barnes.  Mr.  Haugen,  I  agree  with  you  in  principle  that  grades 
should  be  fixed  before  the  beginning  of  the  crop  movement,  as  fairly 
as  possible,  and  then  should  not  be  disturbed  or  altered  unless  there 
is  tne  clearest  evidence  of  mistake  which  leads  to  substantial  injustice 
somewhere. 

The  Chairman.  Were  certain  discounts  made  for  smut  early  in  the 
season  and  later  removed  ? 
Mr.  Barnes.  I  do  not  recall  that.    I  do  not  think  so. 
The  Chairman.  Some,  I  think,  from  the  western  States,  com- 
plained about  it. 

Mr.  Barnes.  Last  year  all  the  wheat  director,  through  the  grain 
corporation,  did  was  to  establish  a  minimum  price  at  which  it  would 
buy  anv  wheat  of  any  grade,  of  any  farmer,  and  left  it  free  to  the 
trade  tnemselves  to  pay  or,  if  in  their  judgment  it  was  entitled  to 
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more,  and  the  fact  remains  that  after  the  first  three  months  the  whole 
crop  of  the  coimtry  was  marked  far  above  the  corporation  basis. 

The  Chairman.  I  do  not  want  it  to  be  understood  as  criticising 
or  finding  fault  with  the  srain  corporation.  The  complaint  was 
that  changes  were  made  in  tne  grading.  There  has  been  a  ^ood  deal 
of  controversy  over  that  matter,  one  of  the  complaints  was  that  while 
the  farmers  were  marketing  their  wheat  a  large  discount  was  fixed 
on  smut,  and  about  two  or  three  months  later,  after  the  wheat  had 
passed  out  of  the  hands  of  the  farmer,  a  new  regulation  was  pro- 
mulgated which  removed  the  difference  or  discount. 

}&,  Barnes.  That  might  be  quite  true;  I  do  not  recall  the  indi- 
vidual circimistances.  Sut  it  might  be  the  grain  corporation  fixed 
the  minimum  which  it  would  pay  for  certain  quaUties  not  specified 
in  the  federal  standards  of  graaes  and  might  hlive  found  by  practical 
experience  two  weeks  after  that  that  price  was  too  low  compared 
with  standard  qualities  of  wheat,  and  raised  it.  How  the  grower 
could  suffer  from  that  as  long  as  it  was  a  minimum  price,  and  traders, 
millers,  and  buyers  who  thought  the  minimum  quality  was  better 
could  have  paid  more  than  the  grain  corporation  minimum,  I  fail  U> 
see. 

Mr.  RiDDiCK.  Mr.  Barnes,  there  is  nation-wide  complaint,  justified 
I  think,  about  the  spread  between  the  price  which  producers  of  wheat 
and  other  farm  products  received  and  the  price  the  consumers  have 
to  pay.  Was  that  spread  on  wheat  products  greater  or  less  during 
the  war  than  under  present  normal  conditions — I  mean  with  the  war- 
remilatory  restrictions  ? 

Mr.  Barnes.  That  narrowed  during  the  war  and  narrowed  nat- 
urally, not  by  regulation  but  because  with  the  fixed  price  and  the 
minimum  guarantee  under  the  market  all  the  time,  we  took  out  of 
the  trade  many  of  those  hazards  which  make  them  secure  themselves 
by  wider  margins. 

Mr.  RiDDiCK.  Do  you  not  think  we  would  be  justified  in  trying  to 
find  some  way  to  narrow  that  margin  now  ? 

Mr.  Barnes.  My  heavens,  your  distress  now  is  that  the  miller  can 
not  live  now  on  the  margin  he  now  has. 

Mr.  RromcK.  Neither  can  a  farmer  live. 

Mr.  Barnes.  Then  yoiur  quarrel  is  with  the  basic  price,  and  it  is 
not  with  the  spread  between  the  two  prices.  ITiis  is  illustrative  by 
this  chart,  showing  the  difference  between  the  farmer's  price  of  wheat 
and  the  niill  price  of  flour,  and  it  extended  up  to  Decemoer  last.  (At 
this  point  Mr.  Barnes  exhibited  chart  list  to  the  committee.)  Here 
[indicating]  is  the  spread  during  the  early  months  of  the  war,  1917, 
between  wheat  ana  flour,' and  there  is  what  happened  daring  the 
stabilization  of  grain. 

Mr.  RiDDicK.  Is  not  that  a  strong  argument  for  reorganizing  some 
of  these  agencies  ? 

Mr.  Barnes.  No,  because  the  chart  shows  that  as  Government 
regulations  here  and  abroad  are  graduaUy  eliminated,  the  trade 
margins  coidd  be  normal  again. 

The  Chairman.  Do  you  suggest  incorporating  this  chart  in  your- 
remarks? 

Mr.  Barnes.  Ye^please. 

The  Chairman.  Without  objection  it  will  be  incorporated. 
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(The  chart  referred  to  and  submitted  by  Mr.  Barnes  is  here  repro- 
•duced.) 


Mr.  Wells.  I  wish  to  introduce  into  the  record  Tables  3,  5,  and  10, 
from  the  Federal  Trade  Commission  Report  on  the  grain  trade, 
Volume  V,  which  will  show  the  volume  trf  future  trading  on  the  Chicago 
and  Minneapolis  exchanges  for  a  period  of  years.  I  a^o  wish  to  ofl^ 
and  ask  to  have  incorporated  in  the  record  a  teleigr&m  from  the 
manager  of  the  Minneapolis  clearing  house,  showing  the  actual  vol- 
ume of  wheat  and  oats  sales  cleared  through  the  charing  house  for 
30  days  prior  to  January  1, 

The  CHAntHAN.  Without  objection  it  will  be  done. 

(The  tables  and  telegrams  referred  to  and  submitted  by  Mr.  Wells 
are  here  printed  in  fullas  follows:) 

TiVBLB  3. — Number  <>/'  ittmt  dared  and  indicated  volume  of  future  trading  on  tht 
Chicago  Board  of  Trade,  1910-1918. 
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ahoWD  In  Vol.  tl,  Ch.  IV,  sec.  *,  of  this  report. 

MiKNEAPOua,  MiNS,  January  15,  r& 
Fkkdbiuck  Wbuji, 

SAoreAom  HoUl,  WaMngtim,  J>.  C. 
Wlieftt,  thirty-three  hundred  thooflMid;  oAta,  six  hundred  thonaand. 

W.  S.  WaiiAns- 
The  Chaibuan.  We  are  very  grateful  to  you,  Mr.  Barnes.     The 
committee  will  now  adjourn  until  to-morrow  morning  at  10  o'clock. 

(Thereupon  at  1.45  o'clock  p.  m.  the  committee  aajourned  to  meet 
to-morrow,  January  IS,  1921,  at  10  o'clock  a.  m.) 
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CoMMnTBE  ON   AgRICUI/TURE, 

House  of  Representatives, 
Wdshmgton^  D.  (7.,  Thursday^  Jcervuary  l?0, 1921. 

The  committee  met,  Hon.  Gilbert  N.  Haugen  (chairman)  pre- 
siding. 

STATEMENT  OF  HON.  HEBBEKT  HOOVEB,  WASHINGTON,  D.  C, 
FOEHEBXY  UNITED  STATES  FOOD  ADIONISTEATOB. 

The  Chairman.  Mr.  Hoover,  the  committee  has  invited  you  to 
appear  here  this  morning  so  that  we  might  have  the  benefit  of  your 
experieijice  and  knowledge:  We  will  be  pleased  to  hear  from  you  on 
the  subject  covered  in  the  bills  pending  before  this  committee. 

Mr.  Hoover.  A  perusal  of  the  Capper-Tincher  bill  or  the  Gronna- 
Haugen  bill  shows  that  it  is  not  the  intention  of  these  bills  to  sup- 
press trading  in  grain  futures.  WTiat  the  legislation  is  obviously 
seeking  is  a  method  by  which  manipulation  of  hedging  operations 
against  the  interest  of  producers  and  consumers  can  be  prevented. 

During  the  war  the  Food  Administration  eliminated  such  manipu- 
lation in  the  com  market  by  securing  a  voluntary  limitation  by  the 
exchanges  of  the  quantity  of  corn  that  could  be  bought  or  sold  on 
option  by  any  one  firm  or  individual  that  was  not  represented  by  the 
actualgrain  or  commitment  for  the  grain  in  some  stage  of  market- 
ing. That  limitation  was  well  carried  out  and  during  that  period 
there  was  no  manipulation  of  the  market  and  no  substantial  inter- 
ference with  the  normal  processes  of  the  hedging  market.  I  do  not 
believe  that  determination  of  the  precise  quantities  or  methods  should 
be  fixed  by  law,  as  all  such  attempts  to  control  economic  forces  must 
be  tentative  and  based  upon  experience  gained. 

My  own  conclusions  are  that  we  should  have  a  national  marketing 
board  of  experts,  under  the  Department  of  Agriculture,  whose  out- 
look is  primarily  to  improve  marketing  conditions,  that  some  regu- 
latory powers  should  be  given  them  of  this  nature  and  that  they 
should  aetermine  the  precise  procedure  from  time  to  time  for  admin- 
istrative action  by  the  Secretary  of  Agriculture.  They  could  also 
accomplish  a  great  deal  in  improving  the  trade  processes  through 
agreement  with  the  trades ;  by  the  establishment  of  standard  practices 
in  cooperation  with  them.  One  function  of  such  a  board,  for  instance, 
would  be  to  provide  regulation  which  would  secure  the  extension  oi 
public  warehouses  in  such  a  manner  that  the  farmer  can  store  his 
grain  at  any  coimtry  elevator  or  terminal  and  obtain  such  a  recog- 
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nized  warehouse  receipt  that  will  open  to  him  new  credit  beyond  his 
abilities  to  loans  against  holdings  on  farms.  Such  a  board  could 
give  great  assistance  to  the  development  of  cooperative  mark^ing 
and  other  important  improvements,  in  our  marketing  processes^ 

In  other  words,  my  own  leaning  of  mind  in  this  matter  is  that, 
while  I  believe  some  provision  against  manipulation  of  the  nciarket 
is  necessary,  attempts  to  determine  the  method  by  more  or  less  inflex- 
ible regulation  in  law  may  involve  considerable  danger,  and  that  it 
would  proceed  better  through  some  moderate  regulatory  powers  in 
the  hands  of  a  board. 

I  find  from  a  study  of  the  bills  you  have  before  you  that  the  bills 
themselves  rather  disclose  the  difficulty  of  meeting  all  of  the  many 
different  contingencies  that  arise  in  trading.  It  is  a  very,  very  diffi- 
cult thing  to  set  down  rightful  trade  practices  or  prohibitions  of 
trade  practices  with  precision.  One  can  not  determine  until  such 
measures  are  put  into  operation  whether  or  not  they  may  be  subject 
to  evasion  on  the  one  hand,  or  whether  they  may  not  act  as  a  great 
detriment  to  the  legitimate  functions  of  the  exchanges  on  the  other 
hand.  I  believe  that  the  more  flexible  control  of  some  board  or  com- 
mission would  permit  the  development  of  such  regulation  in  a  man- 
ner not  to  interfere  with  the  legitimate  phases  of  the  trade  and  at 
the  same  time  eliminate,  as  far  as  can  be  done,  its  wron^. 

I  do  not  understand  that  the  economic  value  and  importance  of 
hedging  operations  has  been  brought  into  question  at  all.  I  gather 
from  a  reading  of  these  bills  that  there  is  a  reco^ition  of  the  eco- 
nomic importance  of  continued  hedging  operations,  and  that  the 
real  object  of  that  legislation  is  to  eliminate  wrongful  manipulation. 
So  I  do  not  assume  that  an^  discussion  as  to  the  importance  of 
hedging  as  an  economic  operation  is  necessary  at  this  time. 

Mr.  McKiNLBY.  Mr.  Hoover,  can  a  man  be  able  to  sell  and  hedge 
unless  there  is  some  speculator  that  wants  to  buy  it  ? 

Mr.  Hoover.  That  is  true  to  a  certain  extent,  but  in  my  own  view 
the  wrongful  manipulation  of  the  market  is  accomplished  only  bv 
the  sale  or  purchase  of  very  large  quantities  of  grain.  Witt  the 
volume  of  material  that  is  daily  handled  it  requires,  perhaps,  several 
millions  of  bushels  to  materially  affect  the  price.  Of  course,  the 
main  defense  of  large  short  selling  is  that  tnat  grain  must  be  all 
bought  back  again  and  that  it  tends  to  stabilize  the  market  from  an 
undue  depression. 

On  the  other  hand,  I  have  the  feeling  that  very  large  volumes  of 
short  selling  that  are  deliberately  intended  to  depress  the  price  result 
in  considerable  injury  and  Toss  to  holders,  particularly  farmers,  who 
are  not  in  a  position  to  hold  as  against  a  lowering  price,  as  in  the 
case  of  men  who  have  outstanding  obligations.  They  are  forced  intn 
liquidation,  and  grain  is  brought  into  the  market  that  would  not 
normally  flow  there,  and  thereby  such  a  manipulation  has  a  damagin<r 
effect  on  price  and  works  great  injustice. 

Mr.  McKiNiiEY.  I  gather  from  your  statement  that  your  idea  of  s 
corrective  would  be  a  development  of  the  grain  market,  such  as  the 
Bureau  of  Markets  are  now  attempting  to  develop,  for  the  smaller 
food  crops — fruits,  and  so  on? 

Mr.  Hoover.  Yes.  J  believe  that  there  is  a  large  function  here  t«» 
be  performed  constructively.  If  you  take  the  grain  trade  by  an^i 
large  you  will  find  that  the  vast  proportion  of  the  men  are  en^rage^i 
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in  a  perfectly  sound  and  legitimate  business ;  that  their  desire  is  to 
build  up  sound  business  practices.  But  there  is  always  a  minority 
of  men  in  business  whose  actions  tend  to  depreciate  in  the  public 
mind  the  repute  of  a  whole  trade.  In  consequence,  it  is  nearly  always 
possible  to  arrive  at  some  voluntary  basis  of  agreement  with  the 
majority  of  a  trade  that  will  eliminate  most  of  the  wroxij^doing.  In 
ajiy  avent,  if  it  were  in  the  hands  of  some  kind  of  a  boara  who  would 
look  upon  their  function  as  one  of  a  constructive  order,  I  believe 
they  would  receive  the  support  of  the  exchanges  and  the  trade  gen- 
erally in  the  improvement  of  business  practices  and  the  elimination 
of  wrongdoing.  If  they  had  some  autnority,  I  believe  a  great  deal 
could  be  done  not  alone  in  the  present  practices  under  discussion, 
but  also  in  many  processes  of  our  marketing  system  that  are  possible 
of  material  improvement. 

Hedging  itself,  in  my  own  belief,  would  be  worth  discussion  as 
applicable  to  other  grains  not  now  traded  in  that  way.  Perhaps 
such  a  board  might  find  it  advisable,  because  the  margin  between  the 
farmer  and  the  consumer  is  certainly  less  in  those  grains  that  have 
a  free  hedging  market  than  it  is  in  those  commodities  that  have  no 
opportunity  for  such  action  in  distribution ;  in  the  case  of  beans,  for 
instance. 

I  do  not  put  it  forward  as  being  a  proposal  to  be  accepted  with 
surety,  but  if  such  a  marketing  board  were  created  one  of  the  first 
things  that  I  should  like  to  see  it  consider  is  whether  it  is  not  ad- 
visable to  establish  systematic  hedging  in  the  bean  market,  with  a 
view  to  reducing  what  are  now  very  wide  margins  between  the  farmer 
and  the  consumer.  Hedging,  if  it  can  be  reduced  to  its  legitimate 
function,  is  a  real  form  of  insurance,  aid  all  forms  of  insurance  tend 
to  minimize  the  cost  of  distribution. 

Mr.  Wilson.  May  I  ask,  Mr.  Hoover,  what  has  been  your  experi- 
ence in  dealing  with  produce  and  different  kinds  of  products  that  are 
handled  on  the  exchange  and  those  that  are  not  handled  on  any 
exchange  ? 

Mr.  Hoover.  I  would  not  want  to  state  it  from  the  point  of  view  of 
experience,  as  I  have  never  dealt  in  those  things.  My  belief  is  that 
those  grains  that  have  a  free  hedging  market  are  marketed  more 
efficiently  than  those  that  have  not.  The  margin,  for  instance,  be- 
tween the  farmer  and  the  consumer  in  barley,  which  has  not  so  free 
a  market  as  wheat  or  corn,  is  a  very  much  wider  margin,  and  again, 
the  margin  in  beans,  which  have  practically  no  hedging  market,  is 
very  wide. 

There  are  many  reasons  for  that.  One  of  them  is  the  necessity  for 
the  farmer  to  have  a  national  price,  some  price  that  he  can  see  every 
nioming  and  against  which  he  can  check  his  local  dealer. 

The  same  interest  lies  with  the  consumer,  that  he  shall  have  a  na- 
tional price  that  will  be  determined  every  day  by  the  ebb  and  flow  of 
supply  and  demand  at  some  central  place.  Where  a  commodity  is 
dealt  in  locally  there  is  not  only  a  tendency  of  the  local  buyer  to 
make  the  price  to  suit  himself,  but  as  there  is  no  national  price  he 
must  make  a  lower  price  in  order  to  secure  himself  from  the  hazards 
in  finding  a  market. 

Mr.  WiiiSON.  Can  there  be  a  free  hedging  market  unless  there  is  a 
sufficient  number  of  buyers  to  take  care  of  it ! 
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Mr.  HoovBB.  That  is  the  exact  bone  of  contention  in  all  this  mat- 
ter. That  is,  can  tixe  hedging  market  be  maintained  without  the 
speculative  buyer  or  seller?  1  would  not  want  to  say  that  there 
could  be  or  could  not  be.  I  could  only  base  an  answer  on  the  experi- 
ence of  the  Food  Administration  during  the  war;  at  that  time  we 
certainly  had  a  free  hed^ng  market  in  com.  As  you  know,  the 
market  in  wheat  was  abohsh^  under  the  Government  guaranty,  but 
the  trading  in  com  futures  went  on,  and  there  certainly  was  a  free 
market  in  them.  In  this  case  there  was  a  limitation  put  on  the 
volume  of  wholly  speculative  transactions.  As  I  remember,  5O0.()tR» 
bushels  was  initially  the  maximum  that  could  be  traded  in,  except 
for  futures  represented  by  some  definite  movement  of  the  commodity 
itself.  In  other  words,  if  we  define  terms  for  the  purpose  of  dis- 
cussion, using  the  word  "  speculation  "  with  reference  to  the  class  of 
options  that  nave  not  the  background  of  a  commitment  for  the  com- 
modity, and  call  the  other  class  a  hedging  operation,  then  we  limiteil 
the  "  speculative  "  maximum  to  600,000  busnels. 

Mr.  Wilson.  You  do  not  find  that  free  market  you  spoke  about  in 
such  products  as  beans  and  rice  and  other  vegetables  of  that  order, 
do  you  ? 

Mr.  Hoover.  No. 

Mr.  Wilson.  Do  you  think  it  is  easier  to  corner  a  market  of  a  prod- 
uct that  is  not  hanaled  on  these  exchanges  than  it  is  where  they  are 
handled  on  the  exchanges? 

Mr.  HpovER.  I  should  think  that  theoretically  it  would  be. 

Mr.  Wilson.  I  did  not  know  whether  you  had  had  any  experien^^ 
in  that  line  during  the  war. 

Mr.  Hoover.  No. 

Mr.  Wilson.  I  know  that  the  price  of  beans  moimted  sky  high,  c»f 
course,  and  I  wondered  if  there  was  any  combination  by  the  pro- 
ducers of  beans  or  any  action  on  the  part  of  any  individual  with  largo 
capital  to  corral  that  product,  so  to  speak. 

Mr.  Hoover.  No;  not  the  latter.  The  bean  growers  are  organize*! 
into  several  associations  of  pretty  large  importancCj  and  they  sell  ii. 
common,  or  at  least  they  sell  with  some  understanding.  During  tho 
war,  for  instance,  when  we  had  a  great  shortage  of  beans  for  a  con- 
siderable period,  the  tendency  of  these  associations  was  naturally  t^ 
advance  the  price,  but  there  was  no  attempt  at  manipulation  by  a 
large  purchase  of  beans.  Such  lifting  of  the  price  as  there  may  havr 
been  by  agreement  was  on  the  part  of  the  producers'  associations  ir 
the  exercise  of  a  function  that  is  recognized  as  legitimate  to  farmer* 
in  cooperation. 

Mr.  Wilson.  I  do  not  know  much  about^  the  authenticity  of  the 
statement,  but  I  have  heard  that  during  the  war  one  of  our  depart- 
ments here  found  that  th6  vinegar  market  had  been  corralled.  The;, 
sent  an  agent  to  Europe  to  buy  vinegar  for  the  soldiers  of  America, 
and  while  they  were  over  there  they  bought  it  so  much  cheaper  than 
they  could  in  this  country  that  they  bought  4,000,000  gallons  just 
before  the  war  closed.  I  would  like  to  know  if  anyone,  to  your  bnowl 
edge,  in  any  way  cornered  the  market  on  vinegar  or  any  of  tha* 
products. 

Mr.  Hoover.  No  ;  I  do  not  think  there  was  any  attempt  to  corner 
it.  Vinegar  is  a  case  where  there  was  a  demand  for  certain  acid- 
which  decreased  the  vinegar  output,  and  the  vinegar  manufactun 
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was  in  the  hands  of  a  comparatively  few  people,  and  they  naturally 
took  advantage  of  the  short  supply.  But  I  do  not  think  there  was  any 
attempt  to  corner  the  market  in  the  sense  of  getting  all  the  supply 
together,  and  that  sort  of  thing.  We  placed  certain  regulations  on 
vinegar  that  I  am  certain  solved  that  question  pretty  well. 

Mr.  McLaughlin  of  Michigan.  Some  of  these  bills  set  a  limitation 
oil  the  number  of  dealing  that  there  may  be  in  a  commodity.  You 
have  suffijested  a  limitation  on  the  quantity  which  can  be  bou«:li:^  and 
sold?     ^  ^  . 

Mr.  Hoover.  Yes. 

Mr.  McLaughlin  of  Michigan.  What  are  the  relative  merits  of 
tliose  two  propositions,  in  your  mind  ? 

Mr.  HoovEB.  It  seems  to  me  that  the  weight  of  a  great  quantity 
sold  or  bought  in  the  market  is  the  important  thing  to  consider ;  it 
is  not  the  number  of  dealings.  In  other  words,  a  man  might  deal 
20  times  in  10,000  bushels  of  grain  and  not  affect  the  market,  whereas 
if  he  threw  20,000,000  bushels  of  short  sales  into  the  market  he  would 
affect  it  very  materially.  It  seems  to  me  it  is  a  question  of  quantity 
and  not  of  the  number  of  dealings. 

Mr.  McLaughlin  of  Michigan.  During  your  service  as  Food  Ad- 
ministrator there  was  a  limitation  on  quantity  with  respect  to  corn? 

Mr.  Hoover.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  Was  that  a  fixed  limitation  or  did 
you  vary  it  from  time  to  time  as  conditions  seemed  to  require? 

Mr.  Hoover.  As  I  remember,  we  varied  it  on  two  or  three  occasions. 
I  do  not  now  remember  precisely  the  background  of  those  occasions. 

Mr.  McLaughlin  of  Michigan.  You  have  said,  as  I  understand  you, 
that  there  is  evidently  a  very  large  majority  of  the  dealers  on  the 
exchange  who  are  dealing  in  the  actual  commodity — ^who  are  engaged 
in  legitimate  transactions,  as  we  might  term  them.  I  have  wondered 
if  you  were  entirely  right  in  that,  in  view  of  the  fact  that  wheat  is 
sold  100  times  over — 1(W  bushels  sold  for  every  bushel  in  existence. 

Mr.  Hoover.  I  have  not  anjr  doubt  of  the  very  large  volume  of 
hedging  sales  and  that  a  considerable  multiplication  of  the  actual 
commodity  naturally  follows  from  the  system.  You  can  take  the 
arrival  of  a  carload  of  wheat  at,  say,  Dmuth,  and  in  the  ordinary 
process  of  getting  that  carload  of  wheat  to  a  cargo  at  the  Gulf  there 
will  probably  be  a  change  of  hands  three  or  four  times,  and  each  one 
of  those  changes  will  involve  a  rehedging  in  the  market  You  could 
thus  get  a  mmtiplication  by  four,  and  probably  a  multiplication  by 
four  takes  place  on  many  occasions  in  the  natural  flow  toward  the 
market,  especially  an  export  market.  I  am  not  aware  what  the  total 
turnovers  nre,  but  there  is  some  multiplication  that  would  operate 
naturally  in  what  amounts  to  a  reinsurance^  of  each  man  that  takes 
possession  of  the  commodity  in  its  flow. 

Mr.  McLaughlin  of  Michigan.  There  is  a  difference  in  the  testi- 
mony here  as  to  the  number  of  times  the  crop  is  dealt  in.  Some  say 
10  times,  some  say  40,  some  say  100.  No  record  is  kept  anywhere  by 
which  the  accurate  figures  can  be  ascertained.  It  is  only  an  estimate, 
but  all  estimates  indicate  that  the  crop  is  dealt  in  many,  many  times, 
and  that  seems  to  support  the  idea  that  many  men  are  dealing  in 
fictitious  transaction^,  many  more  than  are  engaged  in  dealing  in  the 
actual  products.  It  was  for  that  reason  that  I  noticed  particularly 
your  statement  to  the  effect  that  in  your  opinion  most  of  the  dealers 
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are  engaged  in  the  actual  business  and  most  of  the  transactions  relate 
to  the  actual  commodities. 

Mr.  Hoover.  I  do  not  think  that  without  a  very  careful  investiga- 
tion anyone  could  state  what  the  turnover  of  speculative  transactions 
is  as  against  what  one  might  call  hedging  transactions.  I  have  no 
doubt  as  to  the  very  consickrable  volume  of  speculative  transactions, 
but  my  own  inclination  is  to  believe  that  as  long  as  those  speculative 
transactions  are  in  comparatively  small  quantities  they  neutralize 
each  other ;  it  is  only  when  a  preponderant  amount  is  handled  by  one 
hand  that  it  can  oe  made  tne  instrument  of  manipulation.  The 
average  margin  between  the  farmer  and  consumer  in  wheat  would 
not  support  tne  cost  of  many  turnovers,  unless  somebody  lost  money 
on  them. 

Mr.  Wtlbok.  Did  not  some  one  testify  here  that  the  Internal  Eeve* 
nue  Bureau  had  the  number  of  transactions  in  grain,  and  did  not  the 
committee  ask  for  it  ? 

Mr.  MgLaughuk  of  Michigan.  I  know  the  Federal  Trade  Conunis- 
sion  was  making  some  investigation. 

Mr.  Wilson.  1  understood  the  Internal  Revenue  Bureau  had  done 
that. 

Mr.  McLaughlin  of  Michigan.  The  Federal  Trade  Commission  is 
making  some  investigation,  but  its  report  is  not  ready.  And  I  ^ther 
from  what  the  gentlemen  say  who  are  familiar  with  the  trading  on 
these  exchanges  that  it  will  be  impossible  for  anyone  to  find  out,  be- 
cause no  record  is  kept. 

Mr.  McLaughlin  of  Nebraska.  In  answer  to  Mr.  Wilson's  ques- 
tion, as  I  recall  it,  Mr.  Gates,  of  Chicago,  states  that  the  Internal 
Bevenue  Department  did  have  those  facts  available,  and  he  made  a 
request  here  that  they  supply  them  to  the  committee.  Of  course,  the 
committee  understands  that  the  Bureau  of  Internal  Revenue  is  not 
permitted,  under  the  law,  to  furnish  any  of  those  figures  to  anyone, 
and  I  think  Mr.  Gates  knew  that  when  he  made  his  suggestion.  " 

The  Chaibi£an.  When  the  Federal  Trade  Commission  prints  its 
figures  they  will  be  a  year  late.  It  takes  about  a  year  to  compile 
the  report.    They  are  not  available  for  several  months  at  least. 

Mr.  JBilcl4AnoHLiN  of  Michigan.  Mr.  Hoover,  there  are  some  limita- 
tions as  to  memberships  on  uese  boards  of  trade.  The  cooperative 
associations  have  tried  to  become  members  of  the  boards  of  tfkde  and 
they  have  always  been  exduded.    Do  you  know  why  t 

Mr.  HoovsB.  I  do  not  remember  now.  I  had  to  go  into  that  dis- 
pute at  one  time,  but  I  confess  I  have  forgotten  what  the  pros  sni 
cons  of  it  were. 

Mr.  McLaughlin  of  Michigan.  There  is  a  cooperative  association 
in  Minnesota  whose  members  are  in  the  States  of  that  part  of  the 
country.  That  association  has  applied  for  membership  in  the  board 
of  traae  at  Minneapolis  and  has  been  refused,  and  one  of  the  prin- 
cipal grounds  given  for  the  refusal  is  that  the  method  of  trading  bf 
the  cooperative  association  amounts  to  a  splitting  of  commissioo-N 
and  the  board  of  trade  has  a  rule  against  the  sputting  of  commit 
sions.  Does  that  recaU  to  your  mind  the  reasons  given  and  the  s^ 
of  the  controversy! 

Mr.  Hooves.  No.    I  recollect  that  quarrel,  which  we  attempted  t 
settle  at  one  time.    I  have  the  impression  that  some  of  the  faxm^^ 
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elevator  companies  are  represented  on  the  board  at  Chicago,  I  may 
be  mistaken. 

Mr.  McLaughlin  of  Michigan.  But  not  the  representatives  of  co- 
operative mutual  associations! 

Mr.  Hoover.  Well,  the  farmers'  elevators  technicallv,  of  course, 
are  not  always  cooperative  in  the  sense  of  mutuality,  although  they 
are  owned  by  the  farmers.  But  I  am  certain  I  do  not  have  the  in- 
formation in  that  matter  on  my  mind  sufficiently  to  give  you  any 
worth-while  answer. 

Mr.  McLauohlik  of  Michigan.  That  matter  has  some  relation  to 
this  inquiry,  and  besides  we  have  a  bill  before  us  directlv  on  that 
subject,  which  is  urged  very  strongly  by  the  gentlemen  wno  are  in- 
terested in  it,  and  we  are  having  the  hearing  together,  and  I  thought 
perhaps  your  opinion  on  that  would  be  valuable  to  us.  Can  you  see 
any  reason  why  the  representatives  of  these  associations  should  not 
be  permitted  membership  on  the  boards  of  trade  ? 

Mr.  Hoover.  I  do  not  see  any  reason  why  they  should  not  have 
representatives  there  as  much  as  any  other  trading  firms  in  the  coun- 
try, provided  they  comply  with  the  requirements  as  to  liability,  re- 
sponsibility, just  eqality  m  trading,  etc. 

Mr.  McLaughlin  of  Michigan.  I  understand  the  splitting  of  com- 
missions is  practically  a  rebate.  When  I  first  heard  that  term  used 
I  thought  it  was  a  dividing  of  commissions  among  the  different  mem- 
bers of  the  board  of  traoe^  perhaps,  but  I  understand  now  that  it 
really  means  that  the  commission  merchant  may  return  to  the  one  for 
whom  he  has  made  his  purchase  or  sale  a  part  of  the  regular  com- 
mission which  the  association  requires  him  to  impose.  That  is  more 
of  a  rebate  than  a  splitting  of  commissions,  it  seems  to  me,  and  it  is 
urged  that  the  method  that  a  cooperative  or  mutual  association  has 
of  making  a  return  of  profits  or  dividing  up  its  earnings  among  its 
members  amounts  to  a  splitting  of  commissions.  At  first  I  was  not 
able  to  see  that,  and  I  am  not  sure  that  I  see  it  yet.  Do  you  think 
that  amounts  to  a  splitting  of  commissions  in  an  objectionable  way? 

Mr.  Hoover,  do  not  know  that  I  would  approach  it  from  that 
point  of  view;  I  would  approach  it  from  this  point  of  view,  that 
the  development  of  the  farmers'  elevator  has  been  a  great  benefit 
to  the  farmer,  and  I  would  think  the  exchanges,  if  they  were  lib- 
erally minded,  would  be  glad  to  have  representatives  of  those  asso- 
ciations upon  their  own  board  in  the  development  of  the  entire 
marketing  machinery  of  the  country.  It  would  be  a  progressive 
step,  and  it  would  seem  to  me  they  ought  to  be  able  to  arrive  at  some 
means  of  handling  the  technical  difficulty  that  you  have  pointed  out. 
While  I  am  not  in  position  to  pass  on  the  merits  or  demerits  of  it, 
I  should  think  that  it  is  not  beyond  solution,  considering  the  desir- 
ability of  having  those  associations  represented  on  the  board  and 
thus  bringing  to  one  place  for  trading  all  the  representatives  of  every 
fraction  of  the  trade. 

Mr.  McKiNLEY.  Mr.  Hoover,  do  I  gather  that  if  you  are  making 
any  recommendation  at  all  it  would  be  that  any  bill  that  is  passed 
should  simply  limit  the  size  of  the  individual  speculative  trades? 

Mr.  Hoover.  I  would  carry  it  a  step  further  than  that  and  would 
give  the  power  of  such  regulation  to  a  board,  making  it  flexible. 

Mr.  McKiNLEY.  A  board  under  the  Secretary  of  Agriculture? 
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Mr.  Hoover.  Yes.  I  suggest  a  board,  because  there  are  more  or 
less  judicial  questions  to  be  determined.  I  believe  that  such  legis- 
lation may  lead  to  wholly  unexpected  difficulties  if  the  act  attempts 
to  get  precision  and  too  little  flexibility.  It  also  mi^ht  be  found,  as 
we  found  during  the  war,  that  if  the  power  to  make  such  regula- 
tions existed  it  would  never  be  necessary  to  put  it  into  force.  They 
mi^ht,  by  agreement,  be  incorporated  in  the  voluntary  rules  of  the 
exchanges,  with  the  advantage  of  much  more  powerful  penalty  than 
anything  that  the  Government  might  impose — ror  instance,  expulsion 
from  the  exchange. 

Mr.  McLaughlin  of  Michigan.  During  the  war  there  was  no 
future  trading  in  wheat? 

Mr.  Hoover.  No. 

Mr.  McLaughlin  of  Michigan.  And  there  was  a  guaranty  of  the 

Srice  of  wheat  and  a  regulation  of  the  entire  wheat  trade  by  the 
rrain  Corporation.  Many  think  that  worked  very  well.  Do  you 
think  that  would  be  gooa  as  a  permanent  proposition  under  our 
Government? 

Mr.  HoovEB.  No ;  I  do  not. 

Mr.  McLaughlin  of  Michigan.   Why  ? 

Mr.  HoovEB.  It  involves  the  determmation  of  the  TniniTnnni  price 
of  wheat ;  it  caii  not  be  avoided.  I  do  not  believe  it  is  humanly  pos- 
sible to  artificially  determine  the  price  of  wheat  from  day  to  day 
and  do  it  righteously.  In  time  of  war  we  had  to  choose  mtween  a 
great  number  of  different  evils;  and  if  we  attempt  to  replace  by 
government  machinery  the  whole  of  the  normal  flow  of  our  market- 
ing we  will  have  to  determine  the  price  that  we  are  going  to  pay  for 
wheat  at  some  time.  It  can  not  be  avoided.  That  price  is  a  matter 
of  the  utmost  difficulty  in  a  decision  as  between  the  rights  of  con- 
sumers and  producers. 

The  tendency  probably  would  always  be  to  put  rather  a  high 
minimum  price,  and  ultimately  we  would  create  an  impulse  to  over- 
production in  some  commodity  or  other,  and  then  the  Oovemment 
would  find  itself  with  an  enormous  unsalable  surplus.  That  is  only 
one  source  of  difficulty  that  would  arise. 

Mr.  McLaughlin  of  Michigan.  Well,  there  was  one  more  regula- 
tion of  the  wheat  proposition  by  the  Grain  Corporation  which  was 
instituted  when  that  law  fixing  the  guarantee  price  was  passed.  The 
law  was  passed  fixing  the  mmimum  price,  and  I  think  those  who 
were  responsible  for  passing  it  did  not  have  in  mind  that  the  price 
would  also  be  made  tne  maximum  price,  but  that  was  the  practical 
effect  of  the  operation  of  the  Grain  Uorporation. 

Mr.  Hoov£B.  That  was  the  effect  during  the  first  12  months,  during* 
a  period  of  acute  shortage.  After  the  12  months  there  was  no  stabi- 
lized price  or  a  maximum  price. 

The  1917  crop  turned  out  at  just  about  equal  to  the  normal  con- 
sumption of  our  country,  and  we  were  compelled  to  abstract  from 
that  crop  approximately  150,000,000  bushels  for  the  Allies.     That 
created,  in  fact,  a  most  acute  shortage,  and  under  those  circuix: 
stances  and  others  that  entered  tiie  problem,  a  stabilized  price  wa^ 
necessary.   But  the  moment  the  1918  crop  arrived  there  was  no  longt^ 
a  necessity  to  fight  against  what  was  practically  a  famine,  and  the: 
was  no  attempt  after  that  time  to  stabilize  tne  price  at  alL     Th 
minimum  guarantee  was  alone  defended.    The  result  was  that  lY' 
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1918  crop  price  held  pretty  close  to  the  guaranteed  minimum  by  the 
ordinary  flow  of  supply  and  demand.  That  was  very  natural,  because 
the  heavy  marketing  season  during  the  three  months  after  harvest 
produced  a  great  surplus  in  the  market,  which  had  to  be  purchased 
by  the  Gram  Corporation  in  order  to  defend  the  minimum,  and 
then  the  Grain  Corporation  had  to  remarket  that  surplus  at  a  later 
stage,  and  remarketed  it  at  the  price  of  the  guarantee  thus  in  effect, 
stabilizing  the  price  at  the  minimum  long  into  the  harvest  year. 

In  the  sprinff  of  1918,  on  the  other  hand,  the  Grain  Corporation, 
having  disposed  of  its  purchases,  the  price  went  above  the  minimum. 
Again  when  we  came  U>  the  crop  of  1919  much  the  same  cycle  hap- 
pened aeain. 

Mr.  MoLaughux  of  Midiigan.  There  is  another  bill  pending  be- 
fore this  ccMnmittee,  providing,  as  I  understand  it,  that  the  Govern- 
ment fix  the  minimum  price  m  all  or  manv  of  the  staple  farm  prod- 
ucts, and  at  a  given  time^perhaps  late  in  tne  fall,  shall  take  over  any 
surplus  at  that  price.  What  would  be  your  view  of  such  a  measure 
as  tnatt 

Mr.  Hoover.  Well^  we  have  never  yet  produced  a  human  bein^  with 
the  intellectual  possibility^  of  determining  the  relativity  of  price  be- 
tween different  commodities  in  this  country  in  such  a  manner  as  not 
to  totally  ill-balance  production.  That  is  only  one  of  the  difficulties 
in  such  a  program.  If  we  set  too  larse  a  ratio  price  on  corn,  for 
instance,  with  respect  to  other  commodities,  the  country  would  go 
straight  way  into  corn  production  and  shorten  the  production  of 
other  grains.  The  determination  of  the  relative  value  of  different 
commodities  is  an  impossible  operation  so  far  as  human  knowledge 
has  jet  developed.  In  other  words,  those  are  ideals  of  economic  per- 
fection that  I  do  not  believe  we  have  vet  attained. 

Mr.  PuRNELL.  Mr.  Hoover,  you  have  emphasized  the  value  and 
importance  of  the  hedge,  and  1  think  the  hearings  before  this  com- 
mittee would  bear  out  that  conclusion.  Now,  of  course,  if  a  man  buys 
or  sells  a  hedge  against  the  actual  grain  somebody  must  have  the 
other  end  of  that  transaction.  In  your  opinion  does  it  make  any 
difference  whether  the  man  on  the  other  side  of  that  deal  is  a  hedger 
or  what  he  might  term  a  speculator,  or  a  gambler? 

Mr.  Hoover.  Of  course,  perfection  in  our  marketing  system  would 
mean  that  there  were  no  speculators  at  all  and  that  tney  were  all 
hedgers  on  both  sides.  That  there  was  enough  demand  and  supply 
on  TOth  sides  to  equalize  all  transactions.  That  would  be  perfection. 
Such  perfection  does  not  exist. 

Mr.  PuRNRLL.  But,  of  course,  that  is  almost  impossible,  is  it  not? 

Mr.  Hoover.  That  is  almost  impossible,  and  tnerefore  there  must 
be  some  speculators  if  there  is  to  oe  a  ready  market  for  the  hedger 
either  way ;  there  apparently  must  be  some  speculative  dealing.  That 
speculative  dealing  is  not  all  with  a  view  to  creating  an  artificial  rise 
and  fall  in  the  market  by  manipulation ;  a  great  deal  of  it  is  carried 
on  by  groups  of  men  who  act  as  a  temporary  reservoir  for  those 
transactions,  men  who  are  operating  with  a  small  margin  of  a  half 
a  cent  or  a  cent  a  bushel,  not  engaged  in  attempting  to  manipulate 
the  market  one  way  or  the  other  but  in  day-to-day  business  of  the 
nature  of  arbitrage  transactiona  It  is  true  they  are  speculators,  but 
they  have  more  t£e  function  of  ingorers. 
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Mr.  PuBNSUi.  This  particular  class  of  ^speculators — and  I  think 
this  point  is  important  in  considering  this  legislation — neither  sell 
or  buy  the  actual  product  nor  expect  to* deliver  or  receive  it? 

Mr.  Hoover.  No. 

Mr.  PuRN£iiL.  It  has  been  stated  before  this  committee  repeatedly 
that  this  class  of  traders  are  neceesary  in  order  to  give  liquidity  and 
flexibility  to  the  trade.    Is  that  your  view  ? 

Mr.  Hoo^neui.  This  is  my  impression.  I  do  not  believe  anyone  could 
determine  its  accuracy  without  actual  experiment  on  a  lar^  scale. 
My  impression  is  that  a  certain  amount  of  speculative  buying  is 
necessary  in  order  to  get  liquidity — a  ready  market.  I  do  not  regard 
that  as  especially  harmful,  for  some  one  must  in  effect  carry  the  sur- 
plus. The  real  harm  is  from  the  man  who  goes  into  the  nmrket  with 
the  deliberate  intent  of  manipulating  the  price  by  the  continued 
pressure  of  selling  or  buying. 

Mr.  PuRNEix.  That  type  of  man  you  w(mld  class  as  a  manipulator! 

Mr.  Hoover.  Yes. 

Mr.  PuRNELL.  And  not  as  a  speculator?  * 

Mr.  Hoover.  No  ;  not  in  that  sense.  We  lack  a  definiticMi  of  terms 
here  pretty  badly. 

Mr.  PnRN£L>u  I  am  not  interested,  first  of  all,  in  the  small  producer 
who  must  necessarily  sell  his  crop  shortly  after  it  is  harvested  in 
order  that  he  may  have  money  to  meet  his  obligations.  It  has  been 
contended  bv  some  that  this  speculative  trading,  carried  on  at  the 
very  time  when  he  must  necessarily  put-  his  crop  on  the  market,  is  a 
hindrance  to  the  small  man  who  must  necessarily  cash  his  eain. 

Mr.  Hoover.  I  do  not  believe  that  the  speculative  tra^r,  in  the 
sense  that  we  are  now  using  that  term,  as  bemg  the  intermediate  man 
between  hedging  operations,  is  the  man  who  is  doing  much  dama^ 
to  the  farmer,  but  that  the  remedy  lies  first  in  the  elimination  of  the 
direct  manipulator  and,  second,  in  the  provision  of  opportunity  for 
the  farmer  to  ^et  storage  under  conditions  that  will  provide'  him 
freer  credit  facilities  so  that  he  will  not  be  compelled  to  sell. 

Mr.  PxTRNELL.  Well,  let  us  suppose  a  case.  Suppose  a  farmer  has 
1,000  bushels  of  wheat  that  he  must  realize  some  money  on,  and  he 
goes  to  his  local  elevator  to  sell  that  wheat.  It  is  the  custom  in  my 
section  of  the  country,  I  think,  for  that  elevator  man  to  immediately 
buy  that  wheat  and  hedge  against  it. 

Mr.  Hoover.  Yes. 

Mr.  PuRNBix.  Of  course,  he  buys  that  hedge  of  some  fellow,  we 
will  assume,  who  is  purely  a  speculator.  It  has  been  contended  here 
that  without  that  privilege  the  elevator  man  would  have  to  buy  that 
grain  on  a  much  wider  margin. 

Mr.  Hoover.  I  think  that  is  possibly  true. 

Mr.  PuRKEiiL.  And  at  a  less  price,  in  order  to  carry  his  own 
insurance. 

Mr.  Hoover.  Yes ;  to  carry  his  own  insurance. 

Mr.  PuRNELL.  So  that  the  ultimate  conclusion  would  be  that  the 
producer  profits  by  a  reasonable  amount  of  speculative  trading! 

Mr.  Hoover.  Yes ;  to  the  extent,  of  operations  that  are  limited  th« 
term  ^^  speculator "  as  distinct  from  the  t^m  '^  manipulator.^  1 
think  the  generalization  that  the  margin  between  the  prodnceor  and 
the  consumer,  with  respect  to  wheat,  is  the  narrowest  mai^gin  we 
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have  is  a  very  considerable  proof  that  there  lies  in  hedging  a  form 
of  insurance  of  advantage. 

Mr.  TiKGHER.  Mr.  Hoover,  one  of  the  measures  pending  before  this 
committee  contemplates  that  that  elevator  man  could  in  the  course  of 
12  months,  for  the  purpose  of  hedging  that  1,000-bushel  wheat  trans- 
action, sell  in  the  future  market  only  three  times  the  amount  of  grain 
that  he  actualljr  contemplated.  As  I  understood  you,  you  empha- 
sized the  necessity  for  the  purpose  of  preventing  manipulation  by 
regulating  trading  in  wheat  futures,  but  that  you  think  that  ele- 
vator man  that  Mr.  Purnell  mentioned  should  be  limited  in  the 
quantity  and  not  as  to  the  number  of  times? 

Mr.  Hoover.  That  is  my  belief.  To  follow  this  three-time  rule 
through — ^we  may  take  one  of  the  large  grain  firms  that  may  have 
10,000,000  bushels  of  wheat.  They  nave  an  opportunity  to  use 
20,000,000  bushels  outside  of  their  hedge.  They  could  lorce  the 
price  with  20,000,000  bushels,  whereas  the  elevator  man  you  mention, 
with  the  extra  2,000  bushels,  could  not  have  any  such  effect  In  other 
words,  that  method  of  control  would,  I  believe,  work  in  favor  of  the 
bi^  operator  and  improve  his  position  to  carry  on  the  manipulation. 
Mr.  TiKGHER.  That  has  been  su^ested  to  the  committee  several 
times.  It  has  been  suffgested  that  ttere  are  two  faults  to  the  measure 
I  introduced  here.  One  is  that  it  would  enable  a  big  operator  to 
have  more  or  less  power  in  the  market.  The  other  was,  as  suggested 
by  Mr.  Barnes  the  other  day,  that  my  bill  required  too  much  oook- 
keeping  and  the  printing  of  too  many  reports.  Of  course,  I  do  not 
take  that  objection  seriously,  coming  from  Mr.  Barnes.  However, 
we  are  agreed  upon  this  proposition,  as  I  understand  it,  that  there 
should  be  some  regulation  to  prevent  manipulation. 

Mr.  Hoover.  Yes ;  to  prevent,  in  other  words,  these  drives  with  a 
view  to  the  artificial  depression  or  raise  of  the  price. 

Mr.  TiNCHER.  And  your  experience  during  the  war — not  saying 
anything  about  wheat,  which  had  a  Government-fixed  price — in  the 
handling  of  grain  in  this  country  has  convinced  you  that  such  a  regu- 
lation would  not  be  injurious  to  the  legitimate  trade. 

Mr.  Hoover.  I  believe  it  can  be  done  without  injury  to  the  legiti- 
mate trade,  and  I  believe  it  ought  to  be  done  in  cooperation  with  the 
exchanges.  They  have  a  great  proportion  of  constructively  minded 
men,  and  if  their  cooperation  can  be  enlisted  they  could  carry  out 
such  regulation  more  efficiently  than  can  sheer  regulation  by  the 
Government. 

Mr.  Tincher.  Your  idea  is  that  if  we  pass  a  law  it  would  work  to 
the  detriment  of  the  country  in  general  ? 
Mr.  Hoover.  No;  my  own  inclination  would  be  to  give  to  some 

authority  the  powe^  of  regulation,  within  limits 

Mr.  Tincher.  The  trouble  about  that,  Mr.  Hoover,  is,  as  stated 
by  Mr.  McLaughlin — of  course,  it  was  during  the  war,  but  I  do  not 
suppose  there  was  a  Member  of  Congress  that  thought  of  passing  a 
maximum  price  law  for  the  wheat  crop  of  1917.  But  the  act  was  so 
administered,  without  reference  to  whether  it  was  right  or  wrong, 
that  the  maximum  price  was  fixed  in  1917,  and  I  believe  there  is  now 
quite  a  sentiment  in  the  country  in  favor  of  direct  laws  instead  of 
granting  too  much  power  to  some  commission  or  board. 

Mr.  Hoover.  I  do  not  believe  that  anyone  can  determine  in  ad- 
vance what  is  the  best  method  of  approaching  these  problems.    My 
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fear  is  that  if  we  attempt  to  make  an  inflexible  law  or  reflation 
with  no  possibility  of  moderation  we  may  do  very  great  damage  be- 
iore  it  can  be  rescinded  or  altered. 

Mr.  TiNCHER.  There  is  always  a  chance  of  that  in  attempting  to 
-cure  any  evil  by  law. 

Now,  let  us  come  back  to  the  proposition  of  regulating  the  Quantity 
or  the  number  of  trades.  Do  you  think  there  would  be  any  objection 
to  limiting  the  number  of  trades  if  there  were  also  a  limitation  of 
the  quantity?  The  point  I  want  to  make  is  this.  Mr.  PumellV 
grain  elevator  man  would  be  amply  protected  if  he  could  sell  that 
future  three  different  times ;  that  is,  he  would  have  a  sufficient  hedge, 
would  he  not? 

Mr.  Hoover.  If  it  were  done  in  that  form  it  would  eliminate  trad- 
ing by  these  intermediate  men  who  take  up  the  slack  between  hedges. 
It  would  eliminate  all  the  men  that  we  called  "  speculators  "  as  dis- 
tinguished from  "  manipulators." 

Mr.  TixcHER.  I  did  not  mean  to  eliminate  all  the  speculators ;  the 
man  I  was  trying  to  eliminate  was  the  man  that  we  would  call  a  pure 
gambler. 

Mr.  Hoover.  I  think  it  would  mean  that  what  we  are  now  terming 
the  speculator  would  be  eliminated,  because  he  holds  no  commodity 
or  contract  for  it,  and  it  would  mean  also,  I  think,  that  the  large  op- 
erator  in  grain  would  have  an  imusual  upportunity  for  maniplation. 

Mr.  TiNCHER.  Under  the  present  system  the  man  that  actually 
mills  grain  and  the  man  that  produces  the  grain  are  compellecl 
to  pay  considerable  toll  to  the  man  that  manipulates  the  market  or 
handles  the  market.  I  was  wondering  if  we  could  not  get  rid  of  that 
expense,  and  thereby  stabilize  the  market  as  well. 

Mr.  Hoover.  I  think  our  difference  of  view  is  possibly  only  as  to 
the  means  of  approach  to  the  same  object. 

Mr.  Tincher.  Very  well;  that  is  all. 

Mr.  Young.  As  I  understand  your  suggestion,  it  is  that  there  shall 
be  set  up  some  kind  of  a  board,  preferably  in  the  Department  of 
Agriculture,  clothed  with  sufficient  authority  that  they  could  do  away 
with  these  abuses  that  now  amount  to  a  manipulation  of  the  market 
in  graiiK  and  so  on? 

Mr.  HoofER.  That  is  the  idea. 

Mr.  Young.  There  is  another  branch  of  the  law,  Mr.  Hoover,  that 
I  am  particularly  interested  in,  and  that  is  the  branch  that  relates 
to  the  marketing  of  the  great  product  of  my  section  of  the  country — 
cotton.  As  you  probably  know,  we  have  two  exchanges  in  this 
country  that  deal  m  cotton.  New  York  and  New  Orleans.  There  are 
very  wide  and  rapid  fluctuations  in  this  commoditv  during  various 
periods  of  the  year.  As  I  understand,  there  is  also  a  similar  ex- 
change opera tedf  in  (xreat  Britain? 

Mr.  Hoover,  At  Liverpool. 

Mr.  Young.  A  sentiment  has  grown  up  in  some  parts  of  the 
country,  among  men  of  good  judgment,  brought  about  by  these  rapid 
fluctuations  in  a  short  perioa  ot  time,  that  these  exchanges  have  in 
their  present  operation  become  inimical  to  the  cotton  producer  and 
consumer  both,  and  if  they  had  their  way  about  it  they  would  destroy 
both  of  them.  What,  in  your  judgment,  would  hQ  the  effect  oa 
<;otton  should  these  exchanges  be  destroyed  with  the  exchange  in 
Liverpool  still  in  existence  and  in  operation,  having  in  mind  the 
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fact  that  the  countries  that  would  operate  through  that  exchange  are 
the  countries  that  consume  the  raw  cotton  of  our  country  ? 

Mr.  Hoover.  I  think  the  first  effect  would  be  the  transfer  of  all 
hedging  and  speculative  operations  on  cotton  straightway  to  Liver- 
pool from  the  United  States.  It  would  make  Liverpool  the  only 
market  for  future  trading  in  cotton,  and  it  would  place  the  domina- 
tion of  cotton  markets  of  the  world  in  Liverpool.  I  should  think  that 
would  be  the  first  effect. 

I  have  not  given  sufficient  study  to  that  matter  to  be  able  to  say 
what  the  effect  of  the  Liverpool  market  has  been  on  our  local  cotton 
exchanges.  There  has  been,  of  course,  some  attempt  to  regulate 
cotton  futures  on  our  ^ide. 

Mr.  Young.  There  is  no  doubt  of  that. 

Mr.  Hoover.  And  I  think  with  some  success;  I  do  not  know  how 
much.  I  think  that  the  relation  of  the  Liverpool  exchange  to  our 
exchanges  requires  very  careful  study. 

Mr.  Young.  This  is  a  point  that  my  own  mind  is  entirely  in  doubt 
about.  The  European  countries  in  normal  times  consume  65  per 
cent  of  the  raw  cotton  from  this  country.  Naturally  those  people 
would  want  to  pay  as  low  a  price  for  cotton  as  it  is  possible  for  them 
to  pay.  If  our  exchanges  through  which  we  operate  here  were  de- 
stroyed, would  not  the  selfish  human  nature  of  the  people  who  con- 
trol this  exchange  in  the  consuming  section  of  the  world,  that  uses 
this  preponderance  of  our  product — would  not  their  tendency 
naturally  be  to  depress  the  price  paid  for  this  commodity  that  we 
produce  and  thev  do  not  produce? 

Mr.  Hoover.  1  think  that  would  be  the  tendency  of  it 

Mr.  Young.  And  it  would  be  a  very  dangerous  thing  if  the  seiiti- 
ment  that  we  find  in  some  parts  of  the  country,  looking  to  the  destruc- 
tion of  the  two  exchanges  here,  should  prevail? 

Mr.  Hoover.  Yes;  so  far  as  my  present  knowledge  goes.  That  is 
a  point  that  I  think  could  be  advantageously  handled  by  such  a 
marketing  board  as  I  suggested — to  investigate  and  study  those  con- 
ditions and  see  if  it  is  not  possible  to  arrive  at  certain  voluntary 
arrangements  in  the  American  exchanges  that  will  tend  to  the  pro- 
tection of  the  American  producer. 

Mr.  Young.  I  am  not  thoroughly  familiar  with  the  operation  of 
our  grain  exchanges,  but  I  do  know,  as  a  cotton  producer,  that  these 
wild  fluctuations  that  I  witness  from  day  to  day  in  my  little  cotton 
market  down  in  Texas  are  wholly  indefensible  when  they  are  related 
back  to  the  actual  value  of  the  commodity  that  has  been  purchased 
from  the  farmer.  I  have  further  heard  it  stated  by  men  that  know 
much  more  about  it  than  I  do  that  under  the  present  system  of 
operation-— of  the  New  York  exchange  especially — they  have  what 
they  call  "  wash  sales,"  and  that  when  they  want  to  manipulate  and 
control  the  market  they  do  it  through  these  wash  sales.  Just  what 
that  means  I  do  not  know.  Can  you  suggest  a  method  by  which  we 
could  stop  transactions  of  that  kind  ? 

Mr.  Hoover.  I  think  those  transactions  would  be  generally  con- 
strued to  be  a  violation  of  the  rules  of  the  exchanges.  But,  m  any 
event,  as  a  remedy  I  come  back  again  to  the  fact  that  this  is  a  matter 
of  such  a  complexity  that  I  do  not  believe  anybody  could  sit  down 
to-day  and  write  a  series  of  regulations  that  would  be  effective  six 


908  FUTURE  THADING. 

nionths  hence,  and  that  somebody  must  be  able  to  assume  a  sort  of 
guardianship  of  the  interests  of  the  producer  and  the  consumer  and 
be  able  to  exercise  a  certain  amount  of  authority.  I  do  not  believe^ 
any  of  us  can  say  what  is  necessary  to  remedy  such  situations  out  of 
hand  without  a  certain  amount  of  experiment. 

Mr.  Young.  In  other  words,  you  do  not  believe  that  this  conunittee 
or  any  other  set  of  men  could  write  a  hard  and  fast  law  that  would 
meet  these  complex  questions  as  they  show  up  in  the  market  from 
day  to  day  and  from  year  to  year  ? 

Mr.  Hoover.  No  ;  because  1  have  great  respect  for  human  invention 
and  its  ability,  on  one  hand,  to  solve  almost  anything  after  a  little 
experience  with  it,  and,  on  the  other,  to  evaae  most  regulation. 
Therefore  we  must  be  able  to  meet  new  developments  from  time  to 
time. 

Mr.  YouNO.  A  little  aside  from  this  question:  You  are  probably 
more  familiar  with  European  conditions  than  any  other  man  we 
have  in  our  Nation.  My  section  of  the  country  is  suffering  very 
materiaUy  from  the  fact  that  they  have  no  normal  flow  of  theiV 
products.  We  have  produced  in  abundance  this  year,  and  we  can 
not  sell  our  product  at  cost  of  production  or  half  the  cost  of  produc- 
tion. Have  you  a  remedy  that  you  could  suggest  by  which  we  might 
meet  that  situation  or  alleviate  it  in  any  way? 

Mr.  Hoover.  It  seems  to  me  that  a  statement  of  the  situation 
almost  states  the  remedy.  Here  we  are  in  the  United  States  with  a 
vast  surplus  of  food  and  raw  material  that  we  are  unable  to  market 
from  the  farms  at  cost  of  production.  In  Europe,  on  the  other  hand, 
there  is  a  vast  population  living  on  the  lowest  standard  of  living 
that  our  generation  has  witnessed.  The  world  is  not  suffering  froni 
overproduction  but  froin  underconsumption  in  one  particular  area. 
That  continued  underconsumption  is  due,  perhaps,  to  some  political 
and  some  social  causes  j  but  in  the  main  to  economic  causes^  and  tlic 
dominant  one  of  these  is  the  inability  to  secure  these  materials  upon 
credit.  If  we  could  evolve  some  ^stem  of  credit  by  which  these 
commodities  could  be  placed  in  motion  there  is  an  ample  market  for 
them,  and  in  time  the  buyers  will  recover  to  a  point  where  they  oould 
repay  the  debt. 

Mr.  Young.  Let  me  take  a  concrete  case.  I  will  take  the  com 
modity  that  is  produced  in  my  part  of  the  country,  because  I  am 
more  xamiliar  with  that.  Here  is  Oermany,  that  consumes  several 
million  bales  of  cotton  a  year  from  our  country  in  normal  times. 
Now,  they  are  living  from  hand  to  mouth,  not  taking  any  of  this 
commodity.  Do  you  know  whether  conditions  are  such  in  Germany 
that  if  we  could  evolve  this  system  of  credit,  or  if  such  a  system  of 
credit  could  be  evolved  with  assurance  that  an  outlet  would  oe  given 
us  for  cotton,  giving  them  time  in  which  to  work  it  up  into  the  manu- 
factured products,  it  could  be  worked  out  successrully  so  that  we 
would  ultimately  oe  repaid  for  this  raw  commodity  that  we  furnish 
them  ? 

Mr.  Hoover.  I  believe  that  is  true.  I  believe  that  intrinsically  it 
is  even  more  true  of  other  sections  of  eastern  Europe  than  it  is  of 
Germany. 

Mr.  1  ouKQ.  I  just  used  Germany  as  an  illustration.  The  whole 
of  Europe  is  a  consumer  of  this  product. 
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Mr.  HoovBR.  The  German  indiyidual  and  every  other  individual 
:all  through  central  and  eastern  Europe  is  consuming  less  cotton 
to-day  than  ever  before  in  his  history,  and  he  has  the  same  desire  for 
•cotton  consumption  that  he  has  haa  for  the  last  three  generations, 
but  nothing  except  the  upbuilding  of  their  economic  life  will  enable 
them  to  resume  this  consumj^tion  of  cotton.  The  one  important 
factor  in  the  upbuilding  of  their  economic  life  is  to  get  their  spindles 
going  and  their  manufactures  started  in  all  directions. 

I  think  even  a  more  concrete  case  of  the  reflection  of  their  economic 
situation  on  America  is  exhibited  in  the  matter  of  fats  and  its  reflex 
on  our  pork  products.  I  take  Germany,  because  their  statistics  are 
more  authentic.  Before  the  war,  I  believe,  they  consumed  something 
in  the  neighborhood  of  130  grams  of  fats  per  diem  per  capita.  At 
the  time  of  the  armistice  they  were  down  to  a  consumption  of  about 
30  grams,  and  there  was  practically  a  collapse  in  public  health  and 
morale.  Now,  they  have  gradually  crept  up  until  their  consump- 
tion is  about  60  grams. 

If  the  Germans  were  restored  to  a  normal  consumption  of  fats, 
our  American  farmer  would  be  selling  his  hogs  at  a  fair  price,  and 
we  would  have  the  same  gain  in  another  commodity,  paralleling  the 
case  which  you  pointed  out  with  respect  to  cotton. 

Mr.  Young.  Do  you  know  of  any  other  method  of  relief  of  this 
situation  in  our  export  trade,  other  than  the  extension  of  this  credit 
in  some  form  or  otner  ? 

Mr.  Hoover.  I  do  not.    I  do  not  see  any  other  solution  to  it. 

Mr.  Young.  I  believe  that  is  all. 

Mr.  Jac»way.  Mr.  Hoover,  what  is  your  idea  about  evolving  a  sys- 
tem of  credit  for  Germany?  We  see  it  in  the  press.  We  near  it 
from  men  like  you  who  know  these  conditions.  What  plans  and 
specifications  would  you  suggest  for  a  credit  system  that  would  en- 
able Germany  or  Europ>e  to  rehabilitate  itself,  in  order  that  we  might 
get  tile  reflected  benefit  here  ? 

Mr.  Hoover.  So  far  as  Germany  itself  is  concerned,  its  problems 
are  indissolubly  mixed  up  with  this  problem  of  Europe.  In  the  first 
instance,  before  Germany  can  be  placed  upon  the  basis  of  a  return 
to  credit  and  thus  to  production,  the  German  indemnity  must  be 
settled  upon  some  sort  of  fixed  basis.  And  after  that  some  credit 
to  Germany  is  vital  if  we  are  to  dispose  of  our  products.  In  credit 
questions  i  mean  all  eastern  Europe  as  well. 

Mr.  Jacowat.  Would  those  credits  be  based  on  confidence  or  on 
some  kind  of  collateral  from  them? 

Mr.  Hoover.  Some  kind  of  collateral  ranking  before  indemnity  is 
necessary  in  the  German  case.  I  do  not  believe  in  the  extension  of 
Government  credit  directly.  It  has  a  thousand  objections.  I  do 
believe  it  is  possible  to  build  up  the  normal  processes  of  business  to 

Sroduce  credit.  There  is  an  example  in  the  recent  movement  for  an 
Idge  bank,  which  was  launched  yesterday.  That  is  a  direct  attempt 
of  the  mercantile  community  and  the  banking  and  the  agricultural 
community,  all  three  cooperating,  to  secure  a  constructive  and  intel- 
ligent extension  of  commercial  credit.  I  believe  that  will  be  of  great 
value  in  this  whole  situation. 
Mr.  YouNQ.  You  think  that  holds  out  hope? 
Mr.  Hoover.  I  think  it  holds  out  hope  very  definitely. 
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Mr.  YouKo.  You  think  those  difficulties  can  be  worked  but  on  a 
sound  basis  so  as  to  bring  relief? 

Mr.  HoovBR.  I  think  so. 

Mr.  Jaooway.  If  I  understand  your  testimony  correctly,  with 
respect  to  the  future  of  the  exchange,  it  is  that  you  believe  it  would 
be  disastrous  to  abolish  them  ? 

Mr.  Hoovsffi.  I  do. 

Mr.  Jacowat.  But  there  are  some  remedies  or  some  amendments 
or  some  policies — that  you  would,  in  other  words,  amend  the  present 
policies  m  order  to  make  them  function  correctly? 

Mr.  HooVEB.  I  would. 

Mr.  Jacowat.  Mr.  Young  spoke  about  cotton.  I  am  directely  in- 
terested in  that.  I  come  from  a  section  of  the  country  where  about 
900  counties  and  80,000  people  are  directly  interested  in  cotton.  Is 
not  the  price  of  cotton  or  wheat  or  any  other  conmiodity  at  its  lowest 
when  that  crop  is  gathered,  as  a  general  rule? 

Mr.  Hoover.  I  would  not  want  to  say  whether  that  is  true  or  not 
without  some  further  inquiry. 

Mr.  Jacowat.  I  gathered  from  your  statement  that  what  the 
farmers  need  is  warehouse  room. 

Mr.  Hoover.  Yes ;  in  order  to  place  the  conmiodities  in  such  posi- 
tion as  to  command  better  credit. 

Mr.  Jacowat.  That  would  take  care  of  those  commodities  in  times 
of  ^lut.  Now,  the  question  I  was  going  to  ask  is  this:  Are  you 
familiar  with  the  Lever  warehouse  law  as  it  pertains  to  cotton? 

Mr.  Hoover.  No:  I  must  confess  I  am  not. 

Mr.  Jacowat.  Tnat  provides  for  a  Government  warehouse  receipt 
that  shall  be  prime  commercial  paper.  I  want  to  ask  you  if,  in  your 
judgment,  if  the  same  advantage  were  taken  of  it  in  the  wheat  market, 
that  would  effect  a  remedy? 

Mr.  Hoover.  I  believe  it  would  stablize  the  price  of  wheat  very 
considerably.  It  would  act  to  protect  that  group  of  farmers — per- 
haps comparatively  minor  group — who  under  the  present  system  are 
compelled  to  realize  on  their  crop. 

Mr.  Jacowat.  Would  not  the  ultimate  object  of  that  system  be  to 
insure  a  better  pripe  to  the  man  who  produced  the  wheat  and  the  man 
who  prduced  the  cotton  ? 

Mr.  Hoover.  Certainly.   The  entire  argument  is  on  that  hypothesis. 

Mr.  McLAtTGHiiiN  of  Nebraska.  Mr.  Hoover,  you  stated  that  during 
your  service  as  Food  Administrator  the  size  of  any  dealing  in  com 
was  limited  to  500,000  bushels.  I  believe.  It  varied  at  different  times^, 
but  at  one  time  it  was  600,000  oushels  ? 

Mr.  Hoover.  Yes. 

Mr.  McLatjghlin  of  Nebraska.  You  said  that  a  remedy  for  the 
I)0S6ible  manipulation  of  the  market  and  the  exchanges  would  be  to 
limit  the  size  of  the  transactions.  Now,  in  this  administradve  board 
that  you  suggested  in  the  Department  of  Agriculture  would  you  in- 
corporate in  the  law  that  you  have  in  mind  the  limit  of  size  of  such 
dealing  in  the  different  commodities? 

Mr.  Hoover.  No;  I  would  leave  the  precise  limit  to  the  board  to 
determine  that,  based  on  the  exigencies  of  each  case. 

Mr.  McLaughlin  of  Nebraska.  Do  you  think  that  without  speci> 
fying  any  exact  number  of  bushels  it  would  be  possible  to  arrive  at 
a  percentage  of  the  entire  crop  or  output  of  a  certain  grain  that  might 
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be  adopted  as  the  maximum  amount  of  any  deal  that  could  be  con- 
summated? 

Mr.  Hoover.  I  have  not  thought  that  through,  but  my  fii-st  in- 
stinct would  be  that  it  would  be  very  difficult,  because  if  you  take  the 
crop  as  a  basis,  the  voliune  of  wheat  in  the  country  at  any  one  time 
is  a  dimimshing  factor  until  you  come  to  the  next  crop.  So  if  you 
take  a  percentage  of  the  crop  as  a  basis  it  would  be  all  out  of  line 
later  in  the  year,  would  it  not? 

Mr.  MoLtAuoHUN  of  Nebraska.  Yes.  Could  you  make  it  a  per- 
centage of  the  crop  on  hand  at  any  particular  time  ? 

Mr.  Hooves.  I  do  not  know.  I  would  want  to  think  about  that  a 
good  deal.  It  is  a  very  complex  question.  It  might  work,  but*I  do 
not  know. 

Mr.  McLauohun  of  Nebraska.  You  have  not  arrived  at  a  con- 
clusion as  to  what  percentage  of  the  product  on  hand  dealt  in  at  any 
one  time  approaches  a  manipulation  of  the  market? 

Mr.  Hoover.  No;  and  that  is  just  one  reason  why  I  think  the 
matter  would  require  careful  experiment.  For  instance,  at  some 
periods  the  plunging  of  2,000,000  bushels  into  the  market  would 
probably  not  materially  affect  the  price ;  you  could  have  such  a  vol- 
ume of  trading  that  that  might  not  do  it.  At  anoth^er  period  2,000,000 
bushels  of  wheat  plunged  into  the  market  might  affect  the  price  very 
materially ;  it  might  vary  from  day  to  day. 

Mr.  Ward.  Do  you  believe,  Mr.  Hoover,  that  if  hides  and  wool  were 
dealt  in  on  a  market  corresponding  to  our  grain  market  of  to-day  it 
would  be  beneficial  or  detrimental  to  the  consumer  and  the  producer? 

Mr.  Hoov^.  My  impression  is  that  if  we  could  have  a  legitimate 
hedging  market  for  wool  it  would  be  an  advantage.  Hides  are  very 
much  more  of  a  difficult  commodity.  I  do  not  want  to  be  put  on 
record  as  saying  that  this  extension  of  hedging  operations  is  final, 
even  in  my  own  mind.  There  are  very  great  advantages  in  hedging, 
but  there  again  I  think  it  requires  a  very  exhaustive  consideration 
as  to  whether  we  would  want  to  extend  the  hedging  possibilities  to 
other  commodities.    My  own  instinct  is  that  it  ought  to  be  tried. 

Mr.  Ward.  Do  you  believe  that  if  there  were  a  similar  market  for 
wool  to-day  there  would  be  a  price  for  wool  at  this  time? 

Mr.  Hoover.  I  am  certain  that  there  would  be.  There  is  always 
some  point  ahead  at  which  men  would  buy  wool  to-day  if  they  could 
have  a  contract. 

Mr.  RmniGK.  Mr.  Hoover,  you  have  suggested  two  or  three  times 
in  your  testimony  the  desirability  of  exercising  some  control  over 
manipulators  or  of  preventing  manipulation.  Will  you  illustrate 
just  how  the  market  is  manipulated  and  suggest,  if  you  can,  ways  in 
which  that  manipulation  miffht  be  stopped  by  le^slation  ? 

Mr.  Hoover.  We  have  had  two  forms  of  manipulation.  One  was 
the  old-fashioned  comer.  That  has  pretty  well  disappeared.  It  has 
gone  out,  first,  because  of  the  difficulty  of  consummating  it,  and 
secondly,  because  the  growth  of  business  morality  has  put  a  large 
taboo  on  that  kind  of  operation.  We  do  not  have  to  face  those  great 
and  dramatic  attempte  to  control  the  whole  commodity;  I  do  not 
believe  we  have  seen  any  of  them  in  recent  years. 

The  second  form  of  manipulation  and  tne  one  that  I  feel  does  at 
times  take  place,  is  the  making  of  a  drive  on  the  price  by  either  the 
sale  or  the  purchase  of  such  quantities  as  will  affect  the  price  by  the 
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volume  of  material  coming  to  the  market  at  that  particular  time.  I 
would  regard  those  transactions  as  an  attempt  to  dislocate  the  normal 
flow  of  the  law  of  supply  and  demand,  and  any  attempt  of  any  indi- 
vidual to  dislocate  a  free  market  must  be  against  public  interest 
I  feel  it  is  also  against  the  interest  of  the  inaividual  prodacer,  be- 
cause a  drive  on  the  market  that  depresses  the  price  must  find  a  con> 
siderable  number  of  farmers  who,  through  the  tall  in  price  and  their 
outstanding  obligations,  are  compelled  to  liquidate,  and  they  have 
been  done  an  injury.  Incidentally,  the  commodity  has  been  brought 
into  the  market,  and  an  acceleration  to  depression  has  been  create£ 

It  appears  to  me  that  the  remedy  for  ttiat — I  will  state  it  again — 
is  td  endeavor  to  arrive  from  time  to  time  at  a  limitation  of  the 
quantity  of  what  we  have  chosen  here  to  term  purely  speculative 
transactions  that  may  be  entered  upon  by  any  individual  or  any  firm. 
That  quantity  could,  I  think,  be  very  large  and  still  effect  its  end. 
because  I  believe  that  the  volume  of  transactions  on  the  board  of 
trade  is  usually  such  that  no  small  amount  of  sales  would  have  any 
effect. 

Mr.  RmoicK.  You  suggest  a  commission  to  look  after  the  trading. 
You  would  give  that  commission  authority  to  tell  the  boards  of  trade 
what  they  could  do  and  what  they  could  not  dot 

Mr.  Hoover.  I  would  give  it  some  power  of  regulation  over 
manipulation.  I  would  abo  give  it  what  I  think  is  a  much  more 
valuaole  power,  and  that  is  the  power  to  enter  into  voluntary  agree- 
ments with  boards  of  trade  to  bring  about  these  ends.  Because  I 
believe  that  a  constructive  solution  of  these  problems  by  boards  of 
trade  themselves  can  be  effected  by  voluntary  agreement. 

I  state  this  on  the  basis  of  the  experience  we  had  during  the  war, 
where  after  conference  and  arrangement  we  often  did  not  have  to 
exert  the  authority  of  the  law,  and  on  several  occasions  we  secured  the 
incorporation  of  new  rules  by  the  boards  of  trade  themselves  for 
the  prevention  of  practices  against  public  interest  in  the  unusual 
situation  that  then  existed.  These  rules  are,  from  the  point  of  view 
of  the  development  of  our  own  institutions,  a  better  method  of  pro- 
cedure than  an  elaboration  of  fixed  law.  They  place  the  institution 
itself  on  a  constructive  basis. 

Mr.  McLaughlin  of  Michigan.  Do  you  know  whether  or  not  those 
new  rules  which  were  brought  about  in  that  way  throi^h  your  com- 
mission have  continued  in  effect,  or  have  they  gone  back  to  their  old 
practices  on  the  exchange  ? 

Mr.  Hoover.  Some  of  those  rules  put  into  effect  are,  I  believe. 
still  continued.  One  of  the  rules  that  I  think  was  most  constructive 
was  in  the  character  of  contracts ;  in  establishing  contract  grades  of 
grain  with  fixed  differentials,  altering  the  contract  grade  oi  corn  at 
each  harvest,  so  that  it  would  cover  the  predominant  quality  products! 
in  the  country. 

A  number  of  constructive  things  of  that  kind  have  been  main- 
tained, but  the  rules  with  regard  to  the  maximum  on  com  trading 
have  beeut  I  assume,  wiped  out. 

Mr.  Wilson.  Nearly  all  boards  of  trade  and  exchanges  have  rules 
and  regulations  designed  to  discourage  or  stop  the  cornering  of 
markets,  have  they  not? 

Mr.  Hoover.  Yes.  We  must  credit  the  boards  of  trade  with  a 
great  desire  to  eliminate  the  obnoxious  practices  in  those  trades  mnti 
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the  opportunities  for  loanipulation.  I  think  the  boards  of  trade 
themselves  exhibit  the  growth  of  the  business  consdencej  by  their 
own  a^^tions  the^  have  practically  elinunated  the  old-fashioned  cor- 
ner. The  question  that  we  are  discussing  is  whether  they  idiould 
not  go  one  f^p  further,  a  step  that  I  do  not  regard  as  one  oi  damage 
to  them^  but  would  give  additional  protection  to  the  public  and  con* 
fidence  in  their  institutions. 

Mr.  Wilson.  Do  you  think  the  present  low  prices  are  due  to  any 
manipulation  of  the  markets? 

Mr.  HoovBB.  That  is  a  very  difficult  question  to  answer.  My  im- 
pression is  there  have  beeli  drives  against  prices.  My  mina  ap> 
proaches  it  from  rather  a  different  angle;  that  is,  the  fall  of  prices 
was  probably  made  more  precipitate  by  these  drives  against  the 
prices.  In  the  long  run  the  price  will  make  itself  on  demand  and 
supply,  but  manipulation  of  the  type  we  are  discussing  serves  to 
accelerate  what  will  be  inevitable,  and  the  acceleration  often  works 
to  tiie  disadvantajze  of  the  producer. 

Mr.  RiDDicK.  The  sharp  declines  in  prices  were  really  brought 
about,  were  they  not,  by  organized  buying  interests  in  foreign  coun- 
tries— the  fact  that  the  buying  interests  were  or^nized  ? 

Mr.  HoovKB.  To  some  extent  that  was  true.  This  was  not  an  op- 
eration on  our  boards  of  trade,  but  they  were  doing  something  that 
had  a  very  material  effect. 

Mr.  BmnicK.  In  other  words,  the  fact  that  English  buyers  had 
to  buy  through  the  royal  commission  enabled  Enjgland  to  bujr  wheat 
of  our  formers  cheaper  than  if  each  man  had  been  buying  for  himself? 

Mr.  Hoover.  It  enabled  the  British  to  keep  out  of  our  wheat  mar- 
ket for  a  period  of  five  or  six  months  just  at  the  time  that  we  had  the 
maximum  amount  to  market.  It  contributed  to  an  artificial  falL 
If  there  had  been  no  control  of  British  trading,  no  doubt  tiie  mer- 
chant in  England  would  haye  bought  his  cargoes  in  and  out  every 
day  during  tnat  period  and  our  price  level  would  be  higher. 

Mr.  RiDDtCK.  What  do  you  know,  Mr.  Hoover,  about  their  doing 
away  with  that  method  of  buying  and  getting  back  to  the  prewar 
method? 

Mr.  Hoover.  I  understand  that  they  are  going  to  abandon  it.  I 
mi^t  say  that  just  before  the  Food  Administration  was  dissolved 
in  J^uly*  1919,  I  had  proposed  that  those  combined  agencies  should 
be  dissolved  or  alternatively  the  American  control  of  selling  should 
be  maintained  as  a  defense.  I  think  the  effect  of  controUea  buying 
without  defense  on  our  side  has  been  very  detrimental  to  our  pro- 
ducers. 

Mr.  RmniCK.  Of  course  an  organized  interest  has  an  advantage  in 
buying  or  selling  over  an  unorganized  interest.  Have  you  given  any 
thought  to  a  plan  whereby  the  farmers  might  be  organized  through 
some  governmental  agency,  so  that  they  could  meet  the  organized 
grain-buying  interests? 

Mr.  Hoover.  I  have  given  a  lot  of  thought  to  it  Aside  from  meet- 
ing the  Britidi  combination,  I  am  sorry  to  say  I  have  not  been  able 
to  come  to  any  valuable  conclusion  even  in  my  own  estimation. 

Mr.  BmDioK.  Do  you  think  anything  along  that  line  is  possible  or 
worth  trying? 

Mr.  Hoover.  I  think  the  farmer's  best  solution  of  the  problem  lies 
in  the  development  of  his  local  cooperative,  the  development  of  his 
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own  local  elevator  system,  his  gradual  expansion  along  the  lines  of 
normal  commercial  development  in  his  own  mutual  interest.  I  have 
little  faith  in  any  attempt  to  hold  the  whole  of  the  wheat  harvest 
and  market  it  by  one  hand.  That  is,  I  do  not  think  there  is  the  ability 
anywhere  to  handle  such  a  gigantic  operation  in  competition  with  all 
the  world  surplus  of  wheat.  I  am  sure  that  over  a  course  of  years  it 
would  become  a  debacle.  Sooner  or  later  such  a  combination  would 
produce  an  unsalable  stirplus  for  all  such  ideas  are  premised  upon 
some  fixed  price  stimulative  to  production. 

Mr.  BiDDicK.  There  is  a  very  general  feeling  that  there  is  too  much 
of  a  spread  between  the  price  the  producer  receives  and  the  price 
the  consumer  has  to  pay.  Have  you  anything  to  say  as  to  there  be- 
ing too  many  middlemen  who  get  a  wage  far  in  advance  of  the  value 
they  render  the  public? 

Mr.  Hoover.  I  think  there  are  numerically  too  many  men  in  the 
whole  distribution  system.  I  think  that  can  fcle  demonstrated  in  every 
branch  of  distribution.  I  confess  I  do  not  see  the  solution,  except  by 
normal  economic  pressure. 

During  the  last  few  years  any  man  who  wanted  to  go  into  the  retail 
grocery  business,  for  instance,  could  make  a  profit.  He  got  a  profit 
m>m  the  very  fact  that  he  had  groceries  on  the  shelf.  The  result  wa*? 
the  number  of  people  in  the  trades  expanded  enormously.  Now,  that 
we  have  a  decnne  of  prices  that  number  is  diminishing  with  some 
rapidity. 

Mr.  KrooiCK.  You  stated  a  little  while  ago,  I  believe,  that  wheat 
going  into  Duluth  would  be  handled  at  least  four  times.  Kiiowing 
as  little  as  I  do  about  the  handling  of  grain,  it  would  appear  to  me 
that  that  would  be  at  least  two  or  three  times  more  than  was  neces- 
sary. 

Mr.  Hoover.  You  can  follow  that  sequence  through.  The  local 
elevator  man  buys  his  wagonload  of  wheat  from  the  farmer.  That 
is  the  first  transaction.  Then,  he  hedgj»3  it.  When  he  has  aggregated 
a  carload  he  ships  it  to  a  dealer  at  Duluth.  He  may  be  acting  as 
the  agent,  and  his  hedge  may  cover  the  dealer  at  Duluth,  or  it  mav  be 
that  it  goes  to  another  dealer,  who  would  hedge  a  second  time.  Thi< 
dealer  at  Duluth  may  secure  a  couple  of  hundred  thousand  bushels, 
and  this  is  put  together  with  another  200,000  from  another  market 
to  make  a  cargo  by  a  third  man  who  hedges  a  third  time.  You  may 
then  come  to  the  fourth  man,  who  is  the  actual  shipper  in  Europe, 
he  may  hedge  a  fourth  time.  Each  one  of  them  in  sequence  will  re> 
lease  their  hedge  by  buying  in  the  future. 

Mr.  RiDDiCK.  Mr.  Barnes  was  before  the  committee  the  other  day 
and  showed  us  a  diagram  and  figures,  to  show  that  the  spread  be- 
tween what  the  consumer  paid  and  what  the  producer  received  was 
very  much  narrower  during  the  war. 

Mr.  Hoover.  It  was  very  much  narrower. 

Mr.  BmoiCK.  Are  there  any  lessons  to  be  learned  from  that  that 
could  be  put  into  practice  now  so  as  to  continue  that  benefit! 

Mr.  Hoover.  I  do  not  know.  I  have  given  a  great  deal  of  thought 
to  that,  but  I  am  not  prepared  to  say,  l^cause  ouring  the  war  it  w^« 
possible,  once  you  controlled  the  commodity,  to  limit  the  amount 
that  each  one  received  at  every  step  in  the  distribution.  It  wa^ 
not  a  question  of  fixing  the  retail  price  of  flour;  it  was  a  qnesti**! 
of  starting  with  the  wheat,  fixing  what  the  flour  miller  got,  whsr 
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the  jobber  got,  and  what  thfe  retailer  got  each  time  he  handled  that 
commodity,  and  by  a  vast  amount  of  effort  you  were  able  to  reduce 
the  margins.  Such  measures  are  justifiable  only  in  a  time  of  prac- 
tical economic  famine,  when  you  may  have  possible  fluctuation  in 
price  levels  that  upset  the  whole  economic  stability  of  a  nation. 

But  I  do  not  believe  we  shall  ever  get  our  marketing  development 
out  of  an  elaboration  of  those  measures.  I  have  felt  that  a  complete 
freedom  of  the  flow  of  commodities  is  the  thing  most  to  be  desired, 
and  that  tve  should  direct  our  attention  to  the  elimination  of  obsta- 
cles— ^the  ihanipulation  and  the  minimizing — the  speculAtive  risks  of 
tlie  transactions  between  the  farmer  and  the  consumer.  I  hold  the 
theory,  and  I  think  it  is  sound,  that  the  price  that  the  farmer  is  to 
receive  aside  from  manipulation  is  made  at  the  door  of  the  whole- 
saler— when  the  commoditv  leaves  his  door  for  the  retailer — and 
that  any  cost  between  the  farmer  and  the  wholesaler  is  a  deduction 
from  the  farmer's  price.  I  do  not  wish  to  take  the  time  to  go  into 
that  now,  but  I  think  it  can  be  demonstrated.  Therefore,  if  we  can 
minimize  the  risk  in  handling  the  grain  we  can  minimiiie  the  mar- 

fin.  The  best  measures  to  minimize  the  cost  of  risk  is  insurance, 
believe  that  there  lies  a  large  area  for  study  ill  our  marketing  sys- 
tem to  see  what  can  be  constructively  done  to  minimize  the  margin. 
For  instance,  I  think  we  can  say  almost  to  a  certainty  that  the  in- 
trease  in  railway  rates  on  food  has  come  out  of  the  farmer. 

Mr.  Young.  »Just  the  other  day  there  was  a  gentleman  before  the 
committee  that  gave  an  instance  of  a  shipment  of  Avheat  fi*om  some 
point  in  Colorado  to  a  foreign  market.  It  went  down  to  the  port 
of  Galveston,  and  there  was  a  freight  charge  on  that  wheat  to  Gal- 
veston— the  railway  freight,  to  say  nothing  of  the  water  freight — 
of  00  cents  a  biishel.  If  that  came  out  of  the  wheat  producer  in 
C^olorado,  I  do  not  see  how  he  is  going  to  survive. 

Mr.  TiNCHER.  I  do  not  want  to  interrupt  Jlr.  Hoover,  but  I  have 
been  requested  this  morning  to  correct  that  gentleman's  testimony. 
He  meant  to  say  per  hundred  instead  of  per  bushel,  which  makes 
some  diflPerence  in  his  testimony.  All  the  way  through  he  used 
bushels  instead  of  100  pounds,  and  he  never  noticed  it  himself,  I 
suppose,  until  the  press  carried  notices  of  his  testimony. 

Mr.  KiDDiCK.  It  has  been  variously  estimated,  Mr.  Hoover,  that 
the  turnover  of  speculators'  grain  is  from  17  to  40  and  even  a  hun- 
dred times  the  actual  deliveries.  The  Federal  Trade  Commission 
is  investigating  that  subject,  and  probably  can  give  us  some  accurate 
information  on  it.  If  it  should  develop  that  the  turnover  of  specu- 
lative wheat  is,  to  illustrate,  forty  times  the  actual  number  of 
bushels,  it  seems  to  me  there  are  40  too  many  middlemen. 

Mr.  Hoover.  I  should  be  surprised  if  it  turned  out  any  such  num- 
ber of  turnovers  as  that. 

Mr.  RromcK.  What  would  you  suggest  as  a  reasonable  ratio  ? 

Mr.  Hoover.  Oh,  I  have  not  any  idea,  but  my  guess  at  the  ratio 
would  be — well,  it  is  foolish  to  guess  at  these  things ;  I  would  rather 
not. 

Mr.  RmoiCK.  It  would  be  far  less  than  40,  though? 

Mr.  TiNCHER.  If  you  have  any  fears  you  can  say  anywhere  be- 
tween 10  and  100  and  have  plenty  of  company. 
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Mr.  RiDDicK.  If  it  should  prove  to  be  anywhere  between  10  an<l  -^K 
would  you  say  that  this  committee  ought  to  find  some  way  to  elimi- 
nate a  number  of  the  men  who  are  dealing  in  grain  that  way  i 

Mr.  Hoover.  Well,  if  it  is  40  turnovers  I  will  be  utterly  astonisheti. 
and  I  will  tell  you  why.  There  is  a  certain  cost  in  every  turnover. 
If  you  will  take  the  farm  price  of  the  whole  country  ana  convert  it 
into  the  average  flour  price  on  the  usual  formula  of  4^  and  dedud 
from  that  the  milling  costs,  transportation,  storage,  interest  on  plant 
employed,  and  the  other  fixed  charges,  you  will  probably  find  that  the 
margin  between  sue  ha  price  for  flour  and  the  average  tarm  pric«  for 
wheat  is  probably  not  over  5  or  6  cents  or  even,  say,  10  cents  a  bushel. 
And  you  can  not  have  40  turnovers  and  do  it  for  5  or  6  cents  iinleiss 
some  speculators  are  losing  money  steadily. 

Mr.  KiDDicK.  We  have  had  men  before  the  committee  who  saiii 
that  the  turnover  was  not  chargeable  to  the  wheat,  that  it  came  from 
other  sources. 

Mr.  Hoover.  There  is  a  certain  amount  of  it,  of  course,  that  comes 
from  the  "  lamb  "  that  enters  into  the  transactions  on  the  boards  of 
trade.  He  does  make  a  certain  contribution  to  the  farmer,  but  I  do 
not  know  how  much  it  is. 

Mr.  EiDDicK.  As  a  matter  of  fact,  most  of  the  turnovers  would 
come  off  the  cost  of  the  wheat,  would  they  not? 

Mr.  Hoover.  I  should  think  so,  although  obviously  all  turnovers 
do  not  give  either  a  return  or  profit  to  the  dealer. 

Mr.  fiiDDiCK.  Mr.  McLaughlin  of  Michigan  asked  jrou  something 
about  the  stabilizing  of  the  price  of  wheat,^  and  you  just  mentionea 
briefly  the  fact  that  the  1917  price  was  stabilized.  Will  you  be  kind 
enough  to  state  just  how  it  was  stabilized  and  just  what  the  emer- 
gency was? 

Mr.  Hoover.  The  emergency  was,  as  it  turned  out  when  we  came 
to  buy  it,  that  we  had  630,000,000  bushels  of  wheat  in  the  1917  crop. 
Our  normal  consumption  for  seed  and  all  purposes  was  approxi- 
mately 600,000,000  bushels  at  that  time.  We  were  compelled  to  find 
150,000,000  bushels  for  export.  If  we  had  gone  into  the  market, 
bought  that  wheat,  and  exported  it  during  the  early  part  of  the  sea- 
son, when  the  flow  was  on,  with  no  attempt  to  control  it  later,  we 
should  have  had  $85  flour  by  the  month  of  May,  1918.  That  is  a 
conclusion  that  I  believe  every  man  who  has  studied  this  question 
has  reached. 

Mr.  RiDDiCK.  What  would  the  price  of  wheat  have  gone  to  ? 

Mr.  HoovsR.  The  price  of  wheat  might  have  gone  to  $6  or  $7  a 
bushel.  If  those  things  had  happened  we  should  have  lost  the  sta- 
bility of  our  labor  irredeemably  during  the  war.  There  are  certain 
evils  that  you  can  not  face  when  you  are  at  the  saine  time  facing  situ- 
ations of  such  desperate  character  as  we  were  facing  in  the  war. 

Mr.  Jacowat.  1  believe  jon  stated  alon£  that  line  two  years  ago 
that  if  that  had  happened  it  would  have  been  the  worst  thing  that 
could  have  happened  to  the  farmer? 

Mr.  Hoover.  I  believe  it  is  the  worst  thing  that  could  have  hap- 
pened to  him. 

Mr.  Jaooway.  And  you  stated  it  would  have  resulted  in  riots  and 

things  of  that  kind,  I  believe? 
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Mr.  Hoover.  I  do  not  believe  that  under  the  difficulty  of  our  situ- 
ation we  oould  have  maintained  order  in  our  cities  if  the  price  of 
bread  had  been  based  on  $35  flour. 

Mr.  TiNGHER.  But  if  that  stabilization  did  operate — and  probably 
necessarily,  by  reason  of  the  eme^gencv — ^to  confiscate  a  certain  por- 
tion of  the  then  market  value  of  the  wneat,  do  you  say  that  that  was 
of  real  benefit  to  the  world  in  general  ? 

Mr.  Hoover.  No;  we  did  not  confiscate  anything.  I  think  it  can 
be  shown  that  the  farmer  received  more  than  he  would  have  received 
had  these  steps  not  been  taken.  We  set  up  a  commercial  engine  that 
operated  in  the  direction  of  protecting  him  from  an  undue  low  price 
in  the  flush  marketing  season  and  the  consumer  from  an  undue  price 
later  in  the  year. 

Mr.  TiNCHER.  Under  the  law  you  practically  fixed  a  maximum 
price  of  wheat,  which  was  far  below  the  market  price  at  the  time  the 
law  was  passed.  Whether  you  call  it  confiscation — ^I  am  not  saying 
you  did  not  have  any  right  to  do  it,  but  whether  you  call  it  confis- 
cation or  not,  it  was  taking  property  by  a  process  of  law  for  the 
benefit  of  the  world  at  large  ? 

Mr.  Hoover.  Well,  I  could  give  you  a  very  large  legal  and  eco- 
nomic argument  if  we  had  time. 

Mr.  TiNCHER.  I  am  claiming  you  did  not  have  a  legal  right  to 
do  it. 

Mr.  Hoover.  I  did  not  want  to  go  into  that  phase  of  it,  but  I 
would  like  to  mention  this,  that  when  it  became  obvious  that  there 
was  only  one  buyer  for  American  wheat  abroad,  that  this  buyer  had 
the  power  to  control  the  price  during  the  heavy  marketing  season, 
and  that  the  law  called  for  American  Government  purchase,  we  had 
to  arrive  at  a  price  basis  for  all  transactions.  None  of  us  wished 
to  take  the  responsibility  of  determining  price,  either  to  the  Allies 
or  our  own  Army,  without  the  approval  of  the  producer,  and  we 
called  together  here  in  Washington  a  board  composed  in  the  majority 
of  farmers  and  men  representing  the  various  farm  associations,  and 
puttingthe  situation  up  to  them,  they  determined  the  price. 

Mr.  KroniCK.  The  price  they  stated  was  the  minimum  price,  was 

it  not? 

Mr.  Hoover.  No;  they  determined  the  stabilized  price,  and  they 
also  recommended  that  the  price  be  made  stable  for  the  year. 

The  Chairman.  Have  you  reference  to  the  commission  authorized 
by  the  bill? 

Mr.  Hoover.  No,  sir ;  the  commission  called  by  the  President. 

Mr.  McLaughlin  of  Michigan.  This  is  the  first  time  I  have  heard 
that  that  board  was  composed  of  a  majority  of  farmers. 

Mr.  Hoover.  It  is  true. 

Mr.  TiNCHER.  The  representative  from  Kansas  was  Maj.  W.  L. 
Brown. 

The  Chairman.  Was  Dr.  Ladd,  of  North  Dakota,  on  it? 

Mr.  Hoover.  Yes. 

The  Chairman.  He  was  not  a  farmer,  was  he  ? 

Mr.  Hoover.  Dr.  Ladd  was  the  head  of  the  agricultural  college 
and  was  supposed  to  represent  the  agricultural  interest.  The  North 
Dakota  farmers  have  just  elected  him  Senator. 

The  Chairman.  There  is  quite  a  distinction  between  a  farmer  and 
some  man  that  is  teaching  farming. 
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Mr.  TiNc/HBR.  That  was  the  only  raw  material  that  it  was  neces- 
sary to  confiscate  during  the  war  for  the  purpose  of  winning  the  war 
ana  for  the  purpose  of  taking  care  of  the  public,  was  it  not  ¥ 

Mr.  HoovEB.  No ;  Uiere  was  no  confiscation ;  quite  to  the  contrary* 
there  was  protection  to  th^  farmer;  also  the  price  of  practically  all 
the  metals  was  determined  the  same  way — steel,  copper,  and  every- 
thing else. 

Mr.  BmnicK.  Those  things  were  determined  by  the  metal  tnen  in 
conference,  largely,  were  they  not? 

Mr.  Hoover.  In  the  same  sense  that  the  wheat  stabilized  price  was 
determined  by  the  producer  in  conference.  You  can  not  get  them 
all  in. 

Mr.  RiDDiGK.  No ;  of  course  not.  I  do  not  want  to  contradict  yoa, 
but  as  I  look  over  the  names  of  the  members  of  the  board  to  fix  the 
price  of  wheat,  I  do  not  recognize  very  many  as  really  representa> 
tive  of  the  producers  of  wheat. 

Mr.  Hoover.  I  may  be  a  little  wrong  in  saying  the  majority  weiT 
actual  farmers,  but  the  assumption  was  that  the  men  who  represented 
the  agricultural  colleges  and  agricultural  institutions  of  wheat  States 
were  representing  the  farmers  interests. 

Mr.  KmniCK.  As  a  matter  of  fact,  in  the  State  of  Montana — ^which 
I  have  the  honor  to  represent — the  farmers  had  a  wheat  crop  just 
about  ready  to  harvest.  Many  of  their  neighbors  in  the  surround- 
ing States  received  $3  a  bushel  and  a  little  better.  Our  harvest  came 
later,  and  the^  were  compelled  to  harvest  their  crop  and  sell  it  at  $2 
a  bushel,  mamnjg  a  direct  contribution  of  a  dollar  a  bushel  as  com- 
pared with  their  neighbors.  It  nearly  wrecked  a  great  many  of 
them. 

Mr.  Hoover.  You  want  also  to  bear  in  mind  this  fundamental  fact 
with  reference  to  the  operations  of  that  year.  Unless  there  had  been 
some  stable  price  in  the  fall  season  in  the  wheat  run,  they  were  more 
likely  to  get  $1  than  $8.  There  was  no  ^aranty  for  the  1917  crop : 
the  guaranty  did  not  begin  to  operate  until  the  1918  crop.    There  was 

f  revision  for  Government  purchase  and  sale  to  our  Army  and  Allies, 
f  there  had  been  no  stabilized  price  created  by  cominercial  opera- 
tions, then  the  condition  of  shippmg  and  the  consolidation  of  buying 
on  the  part  of  the  Allies,  the  flood  of  grain  at  the  heavy  marketing 
session,  the  essential  campaign  to  reduce  our  own  consumption  by 
conservation  and  substitution,  would  have  brought  the  price  of  wheat 
down  far  below  $3  a  bushel,  possibly  to  a  dollar  a  busnel.  It  might 
have  gone  up  to  $10  a  bushel  later  in  the  year  under  uncontrolled 
shortage,  but  after  the  farmer  had  sold  and  the  increase  would  have 
been  mostly  absorbed  by  the  dealer  and  manufacturer.  It  is  my  com- 
plete belief  that  in  any  dispassionate  comparison  or  study  of  that 
operation  you  will  find  the  farmer  was  saved  from  just  the  combina- 
tion of  foreign  buyers  he  is  now  complaining  of  and  that  the  average 
obtained  by  the  farmer  that  year  was  not  only  cost  and  a  very  large 
profit  but  a  better  price  than  he  would  have  obtained  if  there  had 
been  no  operation  undertaken,  even  ignoring  the  many  other  factors 
in  the  situation. 

Mr.  VoioT.  Mr.  Hoover,  suppose  a  law  were  passed  limiting  anj 
individual  or  any  interest  to  the  speculative  maneuver  of^  say. 
2,000,000  bushels  at  one  time.  Can  you  see  that  that  would  hurt 
anybody? 
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Mr.  Hoover.  I  can  not  believe  that  it  wotdd  hurt  anybody,  but  it 
might  not  be  the  best  way  to  handle  it. 

Mr.  VoiOT.  Whjr  would  not  that  be  a  wi8e  measure  in  order  to 
prevent  manipulation? 

Mr.  Hoover.  That  is  the  line  that  I  am  suggesting. 

Mr.  VoiGT.  You  also  stated  that  it  might  be  better  to  leave  that  to 
the  initiative  of  the  grain  exchanges? 

Mr.  Hoover.  No  ;  Isuggested  that  it  be  left  to  the  control  of  some 
authority  that  is  able,  if  possible,  to  make  a  cooperative  arrangement 
with  the  grain  exchanges  to  effect  that  end,  not  to  leave  it  to  their 
initiative. 

Mr.  VoiGT.  Suppose  we  create  no  such  agency,  but  simply  pass  a 
law  prohibiting  a^y  person  or  any  interest  SonTUing  oJt^nding 
at  anv  one  time  a  speculative  interest  exceeding,  say,  2,000,000  bushels. 
Would  not  that  prevent  manipulation  of  the  market? 

Mr.  Hoover.  It  might.  There  might  be  some  occasions  when  the 
amount  of  trading  was  so  small  that  2,000,000  bushels  of  a  specula- 
tive transaction  directed  to  influence  the  price  would  be  overpowering 
in  the  market. 

Mr.  VoiOT.  Can  you  conceive  of  a  trade  of  2,000,000  bushels  by 
an^  individual  in  the  Chicago  market  by  selling  futures  tiiat  would 
seriously  affect  the  market? 

Mr.  Hoover.  I  should  think  it  actually  possible  for  2,000,000 
bushels  in  one  day  to  effect  the  market  on  some  days.  Generally 
speaking,  I  do  not  think  that  2,000,000  bushels  would  enable  anyone 
to  affect  the  price.  All  I  am  contending  is  that  there  is  probably  no 
definite  figure  that  could  be  arrived  at  by  a  discussion  in  these  rooms 
that  would  be  flexible  at  all  times  and  under  all  conditions. 

Mr.  VoiGT.  That  may  be  true,  but  if  you  had  a  rigid  law  preventing 
any  interest  from  exceeding  the  limit  of  2,000,000  bushels  in  a 
purely  speculative  venture  we  might  do  some  good,  and  we  could 
not  possibly  do  any  harm.    Is  not  that  true? 

Mr.  Hoover.  I  presume  it  would  do  some  good. 

Mr.  Wilson.  Suppose,  though,  there  were  several  operations  of 
2,000,000  bushels. 

Mr.  VoiGT.  I  can  conceive,  of  course,  that  a  dozen  men  might  go 
in  and  load  up  to  the  limit,  but  I  do  not  think  that  the  history  of 
comers  in  the  market  has  been  that  a  great  many  people  have  taken 
part  in  them. 

Mr.  Lesher.  Just  one  question,  Mr.  Hoover.  After  all,  it  narrows 
itself  down  to  the  question  of  supply  and  demand,  does  it  not,  to  a 
certain  extent? 

Mr.  Hoover.  To  have  a  market  free  from  interference. 

Mr.  Lesher.  The  cold-storage  plants  are  taking  up  the  slack  in 
perishable  articles,  are  they  not  ? 

Mr.  Hoover.  They  are. 

Mr.  Lesher.  Now,  if  we  had  some  system  of  credit  to  be  extended 
by  the  banks  to  take  up  the  slack,  would  not  that  be  all  we  would 
need? 

Mr.  Hoover.  I  think  that  would  be  very  helpful.  I  would  not 
want  to  say  that  that  is  all  we  need. 

Mr.  Lesher.  It  would  be  helpful  to  take  up  this  slack,  the  same  as 
'the  cold-storage  plante? 

Mr.  Hoover.  It  certainly  would. 
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Mr.  LiBSHBii.  And  be  a  benefit  to  the  consumer  as  well  as  the  pro- 
ducer? 

Mr.  Hoover.  I  believe  it  benefits  both  sides  to  stabilize  the  price. 

The  Chaibmak.  Mr.  Hoover,  I  understood  jou  to  say  that  the  limit 
fixed  at  the  suggestion  of  the  Food  Adnimistration,  fixing  it  at 
200,000  bushels  of  corn  in  excess  of  the  hedging,  w(H*ke(d  out  success- 
fully  ?  You  stated  500,000.  I  have  looked  it  up,  and  Uie  limit  was 
200,000. 

Mr.  HoovEB.  I  believe  that  worked  out  successfully.  I  do  not 
want  to  state  that  finally;  I  should  think  that  ought  to  be  a  matter 
of  close  study,  as  to  what  actually  happened  under  it.  in  view  of  the 
light  that  can  be  brought  to  bear  on  it.  Certainly  during  the  time 
it  was  in  operation  it  effected  the  end  we  desired;  it  prevented  any- 
one manipulating  that  market,  and  the  market  on  corn  was  a  very 
stable  market. 

The  Chairman.  As  I  understood  you,  it  worked  out  very  satisfac- 
torily under  the  Department  of  Agriculture.  Suppose  that  some 
limit  be  fixed — ^200,000  bushels  might  be  high  enough — ^with  some  dis- 
cretion given  to  the  Secretary  to  increase  or  decrease  it.  What 
would  you  think  of  that? 

Mr.  Hoover.  That  is  the  suggestion  I  have  been  making  to  you, 
except  I  added  it  should  be  done  by  a  board. 

The  Chairman..  I  understood  you  to  say  that  that  worked  success- 
fully, but  you  rather  suggested  a  commission  or  a  board  under  the 
Secretary. 

Mr.  Hjoover.  Yes ;  and  I  suggested  a  board  because  I  believe  there 
are  many  other  problems  here  that  could  be  solved  as  well.  There 
is  this  problem  that  has  just  been  mentioned  of  the  extension  of 
credit  by  the  elaboration  of  storage  facilities  for  the  farmer.  There 
are  a  dozen  problems  in  marketing  that  need  investigation  and  con- 
structive handling. 

The  Chairman.  But,  after  all,  Congress  should  legislate  so  far 
as  possible.  Of  course,  there  are  some  matters  that  it  is  necessary 
to  ^ve  to  the  discretion  of  the  department. 

Mr.  Hoover.  Certainly ;  but  Congress  also  needs  the  benefit  of  the 
most  careful  and  exhaustive  study  of  these  questions,  which  would 
be  the  function  of  such  a  commission. 

The  Chairman.  For  instance,  limiting  the  number  of  grades  de- 
liverable on  a  contract.  Where  the  limitation  should  be  placed  and 
also  the  number  of  grades  deliverable  should  be  easily  aetermined. 
What  is  your  opinion  about  limiting  the  number  of  grades  deliver- 
able on  a  contract? 

Mr.  HoovEK«  I  should  not  like  to  pass  on  that,  because  it  seems  to 
me  that  is  going  to  vary  from  year  to  year.  The  grading  question  is 
one  of  extreme  complexity,  and  it  depends  in  neat  degree  upon  the 
character  of  the  crop.  If  we  have  some  flexible  system  we  would 
get  much  more  constructive  results  than  by  an  attempt  to  sit  down 
to-day  and  agreeing  what  the  grades  of  wheat  are  to  be  for  the  next 
lOyears. 

The  Chairman.  If  you  limit  the  grades  to  a  certain  daas 

Mr.  Hoover.  Of  course,  one  way  of  securing  freedom  of  the  mar- 
ket would  be  by  a  decrease,  if  possible,  in  the  number  of  grades. 

The  Chairman.  It  is  just  a  question  of  whether  you  are  going  to 
hedge  where  you  have  confidence  in  the  exchange  in  fixing  tne  num- 
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bcr  of  ^ades  and  their  reasonable  differences  in  value.  One  sag- 
g-estion  is  to  limit  the  number  oi  trades.  Another  is  that  there  shall 
l>e  commercial  differences  or  fijced  differenoe&  What  is  your 
opinion? 

Mr.  HoovEB.  I  would  think  there  should  be  commercial  differ- 
ences. 

The  Chaibman.  Under  the  present  rule  there  are  no  commerdal 
differences  and  there  is  no  consideration  given  to  commercial  differ* 
ences.    They  are  all  fixed  differences. 

Mr.  HoovEB.  Yes;  they  are  fixed  differences,  but  fixed  upon  com-* 
mercial  experience  and  with  a  vast  complex  oi  premiums. 

The  Chaibkak.  Yes;  with  a  variation  of  premiums. 

Mr.  HoovEB.  Yes. 

The  Chauuh AN.  For  instance,  in  one  exchan^  the  variation  is  8 
cents  between  No.  3  and  No.  2,  and  in  others  only  6  cents.  You  are 
in  favor  of  commercial  differences? 

Mr.  HoovBB.  Well,  a  commercial  difference  may  be  effected  by  -n 
fixed  difference  in  the  contract  and,  at  the  same  time,  a  free  dealmg 
in  premiums.  These  are  questions  of  such  extreme  complexity  and 
technical  character  that  I  am  not  prepared  to  express  a  view  on 
tliem  with  much  more  exhaustive  information. 

Mr.  Young.  In  the  cotton-futures  act  we  adopted  10  deliverable 
grades,  6  above  middling  and  5  below  middling;  but  cotton  is  prob- 
ably a  little  different  from  the  grain  business.  With  cotton  it  has 
v^orked  fairly  well.  In  some  of  the  hearings  we  have  had  here  it 
w^as  disclosed  that  within  these  10  grades  came  the  volume  of  the 
really  spinnable  commercial  cotton,  and  we  made  those  10  grades 
the  range  through  which  we  would  deliver.  That  has  worked  fairly 
vrell. 

The  Chaibman.  Are  you  aware  of  the  fact  that  in  Chicago  24 

grades  are  deliverable  on  a  contract;  in  Minneapolis,  1;  Kansas 
ity,  9;  and  St.  Louis,  12? 

Mr.  HoovBB.  I  did  not  know  what  the  respective  numbers  were ;  I 
knew  they  varied. 

The  Chaibman.  Do  you  not  think  there  should  be  a  uniform 
limitation? 

Mr.  HoovEB.  I  think  it  is  very  desirable  that  there  should  be  uni- 
form limitations} 

The  Chaibman.  Have  you  any  suggestion  as  to  the  Bureau  of 
Markets  fimctioning  as  an  agent  of  the  producer  or  of  the  consumer? 

Mr.  HoovEB.  Do  vou  mean  in  actually  selling  the  commodities  f 

The  Chaibman.  At  present  its  functions  seem  to  be  limited  largely 
to  giving  reports,  disseminating  information,  etc. 

Mr.  HoovEB.  I  ^ould  think  that  that,  would  be  a  large  part  of  its 
functions,  unless  it  could  be  expanded  to  undertake  the  work  I  have 
been  suggesting. 

The  Chaibman.  I  was  not  exactly  clear  how  far  you  would  go  in 
your  suraestion. 

Mr.  HoovEB.  I  am  suggesting  here  that  we  need  a  national  market- 
ing board,  the  adBoinistrative  branch  of  which  would  probably  be 
the  Bureau  of  Markets ;  that  board  to  have  some  authority  with  re- 
spect to  the  regulation  of  exchanges  and  warehousing,  with  a  view  to 
producing,  constructively,  a  diminution  in  the  margins  that  now 
lie  between  the  producer  and  the  consumer.    It  is  an  extremely  com- 
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plex  problem,  and  one  that  I  believe,  if  given  serious  study  and 
attention,  would  go  far  toward  remedying  the  situation  in  some 
part  by  regulation  and  in  a  large  measure  oy  cooperation  with  the 
trades  themselves. 

The  Chaibman.  To  the  extent  of  acting  as  agents,  as  comTnigsion 
men  do  now  ? 

Mr.  Hoover.  No  ;  not  at  all.  Take  the  question  you  raised  here  of 
the  different  numbers  of  grades  traded  in  on  the  different  boards  of 
trade.  If  we  had  some  constructive  agency  of  that  kind,  they  prob> 
ably  could  brings  about  an  agreement  between  the  boards  of  trade  as 
to  their  grading,  the  character  of  their  contracts,  the  numbers  of 
their  grades,  and  all  that  sort  of  thing,  all  of  which  tends  oonstruc- 
tively  toward  cheapening  the  marketing  of  products. 

The  Chairmam^.  Then  you  would  be  m  favor  of  a  bill  giving  the 
Secretary  of  Agriculture  the  right  to  promulgate  rules  and  regula- 
tions? 

Mr.  Hoover.  Yes;  within  moderate  limits.  I  would  not  give  him 
the  power  to  take  possession  of  the  entire  trading  machinery  of  the 
country. 

Mr.  Jacowat.  One  of  the  great  troubles  is  this,  that  a  man  who 
has  something  to  sell  does  not  always  know  where  he  can  sell  tiiat 
commodity,  is  it  not? 

Mr.  Hoover.  Yes. 

Mr.  Jacowat.  I  want  to  ask  you,  then,  with  respect  to  perishable 
stuff,  if  you  do  not  think  it  would  be  the  function  of  the  Federal 
Government  to  appropriate  a  liberal  amoimt  of  money  for  telegraph 
tolls  and  let  the  man  who  wants  to  buy  pay  the  toll  one  way  and  we 
Government  pay  it  back  the  other  way? 

Mr.  Hoover.  I  think  extensive  dissemination  of  information  on 
these  matters  is  good,  but  I  do  not  want  to  give  snap  judgments  on 
particular  methods. 

Mr.  Jaooway.  You  have  got  to  do  it  quickly  on  perishables. 

Mr.  Hoover.  But  I  would  not  go  to  the  extent  of  buying  these  per- 
ishables from  the  producer. 

Mr.  Jaooway.  Ohj  no. 

Mr.  Hoover.  I  thmk  we  do  need  a  much  wider  dissemination  of 
information  as  to  prices. 

The  Chairman.  My  understanding  is  that  the  Bureau  of  Markets 
is  doing  practically  what  you  are  suggesting  as  to  the  dissemination 
of  knowledge. 

Mr.  Hoover.  The  suggestion  was  that  they  were  to  enter  into  a 
more  liberal  distribution  of  information. 

The  Chairman.  That  is  what  I  would  like  to  have  your  opinion 
about — as  to  the  extent  to  which  it  should  be  carried.  Would  not 
the  next  step  be  to  act  as  agent  ? 

Mr.  Hoover.  No.  Then  you  put  the  Government  into  the  business 
of  buying  and  selling  comnfodities. 

The  Chairman.  CSuld  you  not  give  them  that  service  gratuitoualv 
or  at  a  fixed  price  ?  It  has  been  suggested  that  the  Federal  Govern- 
ment should  establish  an  exchange,  operating  exactly  as  the  ex- 
changes are  operating  now — ^that  is,  a  cash  exchange. 

Mr.  Hoover.  Of  course,  my  instinct  is  aminst  the  Federal  Govern- 
ment going  into  any  business,  and  I  would  include  that  in  the  same 
category. 
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Mr.  McLauohlik  of  Michigan.  It  is  suggested  that  the  length  of 
^he  hedge  be  limited  with  respect  to  the  speculative  buyer  or  seller. 
What  do  you  think  of  that  ? 

Mr.  Hoover.  My  feeling  is  that  it  ought  to  be  lengthened  and  not 
shortened.  The  further  you  can  see  ahead  in  the  market  the  better, 
and  if  it  were  shortened  it  would  mean  a  repetition  of  these  opera- 
t^ions  periodically.  If  a  man  is  limited  to  two  months,  then  at  the 
end  of  two  months  he  must  sell  for  another  two  months  ahead,  and 
^ou  just  double  the  amount  of  trading. 

The  Chairman.  In  fixing  grades  by  the  department  should  they 
l>e  fixed  for  a  definite  term,  covering  the  period  of  marketing  of  that 
particular  crop? 

Mr.  Hoover.  I  am  told  that  there  is  a  particular  difficulty  in 
wheat ;  that  it  requires  two  months  at  least  after  the  crop  to  get  an 
appreciation  of  the  relative  value  of  the  different  wheats  from  a  flour 
point  of  view,  which  is  naturally  the  final  index  of  value. 

The  Chairman.  And,  after  all,  that  works  an  injustice  to  the  one 
that  sells  before  the  actual  grades  are  ascertained? 

Mr.  Hoover.  Yes.  It  is  only  slowly  that  the  premiums  on  certain 
wheats,  due  to  their  extra  flour  value,  are  ascertamed  with  the  knowl- 
edge that  the  flour  miller  gains  as  to  the  importance  of  one  wheat 
over  another.  That  can  not  take  place  overnight,  and  when  it  comes 
to  the  question  of  fixing  a  contract  for  a  certain  grade  of  wheat  that 
item  alone  would  present  considerable  difficulty. 

The  Chairman.  It  is  bein^  done  now,  but  only  for  a  limited  time. 
The  contention  is  that  it  should  be  made  for  the  year,  or  at  least 
long  enough  to  cover  the  marketing  of  that  year's  crop. 

Mr.  Hoover.  I  do  not  feel  myself  capable  of  answering  that  ques- 
tion any  more  than  to  suggest  some  of  the  troubles  that  might  result 
and  a  commission  to  determine  solutions. 

The  Chairman.  We  are  very  grateful  to  you  indeed,  Mr.  Hoover. 

Mr.  Jacoway.  Mr.  Chairman,  A.  W.  Graham,  who  represented  the 
cotton  futures  board,  has  a  list  of  transactions  on  the  New  York 
exchange  for  a  given  period  of  time.  Before  the  hearings  are  closed 
I  want  to  ask  tne  consent  of  the  committee  that  that  be  put  in  the 
record. 

The  Chairman.  Without  objection,  it  will  be  so  ordered. 
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Mr.  TixcuER.  Mr.  Wilson,  or  some  other  member  of  the  committee, 
said  they  wanted  to  asds  some  more  questions  of  Mr.  Moses,  whose 
stat^nent  was  presented  here  the  other  day.  I  have  had  Mr.  Moses 
eome  here  to  answer  any  questions  that  may  be  asked.  He  read 
his  statement  over  and  was  satisfied  with  his  views  as  expressed  in 
Ixis  statement,  but  he  is  perfectly  willing  to  oome  before  the  com- 
mittee at  this  time  and  answer  any  questions  that  any  Member  of 
Congress  wants  to  ask  him. 

The  Chairman.  What  is  the  pleasure  of  the  committee  ?  [No 
response,]  Is  Mr.  Baer,  of  Nortn  Dakota,  in  the  room?  [^No  re- 
sponse.]   We  will  hear  Mr.  Moses. 

Mr.  TixcHER.  His  statement  is  in  the  record.  If  ti^re  are  no 
questions  I  assume  that  will  be  sufEicient. 

Mr.  Chairman^  I  want  to  put  another  matter  in  the  record  before 
we  close  these  hearings.  I  think  it  is  a  mere  inadvertence.  How- 
ever, I  think  the  record  should  be  corrected.  Mr.  Hargis,  of  Kansas 
City,  was  testifying  the  other  day,  and  he  gave  the  freight  rate  on 
-wheat  from  Wichita,  Kans.,  to  the  Gu^f.  I  have  been  requested, 
since  that  has  been  published,  to  put  this  statement  in  the  record.  He 
was  mistaken  in  saying  that  the  rate  in  prewar  times  was  25  cents 
per  hundred  or  15  cents  per  bushel  at  Wichita,  Kans.  It  is  now  13^ 
■cents  per  hundred,  or  30  cents  per  bushel,  and  not  50  cents  per  bushel 
as  stated  by  Mr.  Hargis.  I  do  not  think  Mr.  Har^s  meant  to  make 
a  misstatement,  but  I  think  he  inadvertently  used  the  word  "  bushel." 

Mr.  Wilson.  Why  does  not  he  aupear  and  correct  his  testimony? 

Mr.  TiNCHER.  This  is  not  from  Mr.  Hargis;  this  is  from  a  man 
that  happened  to  notice  the  report  of  his  statement  in  the  press. 

The  Chairman.^  I  have  a  telegram  here  from  Mr.  Charles  A. 
Brand,  former  Chief  of  the  Bureau  of  Markets.  Without  objection, 
it  will  be  inserted  in  the  record. 

(The  telegram  submitted  by  the  chairman  is  here  printed  in  full,  as 

follows:) 

Chicago,  III.,  Jaivuary  19,  1921. 
Hon.  Gilbert  N.  Haugen, 

Chairman  Committee  on  Agriculture, 

House  of  Representatives: 

• 

Learned  from  Hoover  hearings  progressing  your  grain  futures  biU ;  bave  seen 
only  summary  and  comments  pubUc  press.  Always  have  and  still  favor  reason- 
able regulation,  but  fear  proposed  Umitatlon  upon  amount  speculative  interest 
outstanding  permitted  any  one  person  so  small  that  will  make  future  market  so 
narrow  under  many  conditions  as  seriously  to  depredate  value  for  necessary 
and  legitimate  hedging  purposes.  The  prc^per  functioning  of  fi^culatlon  is  so 
Important  to  grain  marketing  that  I  earnestly  recommend  making  certain  that 
maximum  limit  finally  fixed  is  high  enough  to  make  certain  future  markets  will 
not  be  crippled  and  made  readily  susceptible  to  improper  manipulation.  Pro- 
vision requiring  reports  will  provide  greatest  opportunity  for  corrective  action. 

Chaiiles  J.  Bband. 
(Thereupon  the  committee  adjourned.) 
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Committee  ok  AaRicui/rtJ lus, 

HorrsB  of  Refrbsentatives, 
'Washington^  D.  <7.,  Tuesday y  January  26^  1981. 

The  committee  assembled  at  10.30  o'clock  a.  m.,  Hon:  Gilbert  N. 
Haugen  (chairmanVpresiding. 

The  Chairman.  Tne  committee  has  been  called  this  morning  to 
further  consider  the  question  of  future  trading. 

We  wUl  first  hear  from  Mr.  Thome. 

Will  you  kindly  give  your  full  name,  Mr.  Thome,  and  state  whom 
you  represent. 

STATEUEFT  OF  MB.  CUFFOBD  THOSNE,  CHICAGO,  ILL.,  GENERAL 
COinrSEL  AUEBICAK  FARM  BTTBEAXr  FEDERATION  AND  FOE 
THE  FARMERS'  NATIONAL  GRAIN  DEALERS'  ASSOCIATION. 

'Mr.  Thorne.  My  name  is  Clifford  Thome:  residence,  Chicago^ 
111.  I  am  general  counsel  for  the  American  Farm  Bureau  Federa- 
tion, an  organization  of  some  million  and  a  quarter  farmers,  and 
general  counsel  for  the  Farmers'  National  Grain  Dealers'  Associa- 
tion, representing  something  like  300,000  farmers,  who  own  and 
operate  their  own  cooperative  elevators  in  mid-western  States. 

It  is  with  considerable  hesitation,  Mr.  Chairman  and  gentlemen  of 
the  committee,  that  I  attempt  to  discuss  the  measures  pending  before 
this  committee,  after  you  have  heard  from  such  distinguished  grain 
experts  as  Mr.  Barnes,  Mr.  Gates,  and  others.  However,  there  are  a 
few  facts  and  suggestions  that  may  be  of  some  slight  interest  to  you. 

I  do  not  ask  you  gentlemen  to  take  my  personal  word  as  to  tne  a*.- 
curacy  of  these  statements.  I  am  not  a  grain  man ;  I  never  operated 
on  a  grain  exchange ;  I  never  bought  or  sold  a  future,  or  a  bushel  of 
grain  on  any  market. 

However,  I  will  endeavor  to  cite  the  authorities  for  my  statements. 
I  have  gathered  a  few  facts  which  I  want  to  present  to  you,  using  as 
my  authorities  chiefly  the  reports  and  publications  of  men  on  the 
grain  exchanges  themselves.  There  are  also  one  or  two  legal  proposi- 
tions that  I  want  to  discuss  briefly  with  the  .committee.  If  I  couM 
be  permitted  to  complete  mv  statement  first,  before  being  examined 
or  questioned  upon  it  by  the  members  of  the  committee,  it  might 
facilitate  matters;  I  thiiik  there  would  be  answers  later  on  to  ques- 
tions that  otherwise  might  be  asked  by  the  committee. 

The  Chairhan.  If  you  prefer  that  course  it  will  be  followed. 

Mr.  Thorne.  There  are  two  distinct  functions  being  performed  bv 
the  Chicago  Board  of  Trade :  First,  the  legitimate  merchandising  of 
grain ;  and,  second,  speculation  in  futures.  Chicago  is  the  greate>t 
^rain  market  in  the  world.  The  farmer  has  no  desire  to  injure  or  to 
mterfere  with  this  portion  of  the  activities  on  the  Chicago  Board  of 
Trade.  As  a  common  meeting  point  for  the  buyers  and  sellers  of 
grain,  this  institution  is  performing  a  great  service. 

Whatever  I  might  say  hereafter,* I  desire  that  distinctly  under- 
stood, that  we  are  not  opposing  the  board  of  trade  as  to  those  activi- 
ties. Our  markets  will  be  directed  chiefly  to  the  second  class  of  activi- 
ties mentioned  above.  We  will  endeavor  to  present  authoritative 
facts  to  this  committee  in  regard  to  the  character  of  their  trades  m 
futures ;  whether  they  can  be  legitimately  described  as  bona  fide  in- 
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vestments  or  gambling;  as  to  the  real  volume  of  the  speculative  trans- 
actions in  futures  compared  to  the  actual  purchases  and  sales  of 
^rain;  and,  lastly,  we  will  undertake  to  suggest  some  remedies  for 
the  situation  as  we  find  it,  and  certain  jpossiDle  modifications  of  the 
xaeasures  now  under  consideration  hj  the  committee.  We  shall  un- 
dertake the  hazardous  task  of  defining  gambling  and  speculation^ 
stating  the  distinct  characteristics  that  differentiate  one  from  the 
other. 

We  have  been  much  interested  in  fflancing  over  the  testimony  of 
Mr.  L.  F.  Gates,  former  president  of  the  Chicago  Board  of  Trade,  in 
his  attempt  to  distinguish  between  speculation  and  gambling.  Mr. 
Gates  stated  to  you : 

Speculation  is  the  assumption  of  an  existing  risk ;  gambling  is  an  assumption 
of  a  risk  that  Is  self-created. 

Applying  to  Mr.  Gates's  test,  we  assume  he  means  that  a  person 
who  bets  on  the  flip  of  a  coin  is  gambling,  because  he  creates  the  risk^ 
but  a  person  who  bets  on  the  rise  or  fall  in  the  prices  of  grain  is  not 
gambnng,  because  that  is  a  risk  which  he  has  not  created.  In  the 
same  way  I  presume  a  man  who  is  betting  on  a  baseball  game  or  a 
horse  race  is  not  gambling,  because  he  did  not  create  the  risk.  A 
man  who  bets  on  the  weather  next  summer  or  the  result  of  an  election 
is  not  gambling,  because  that  is  a  risk  that  necessarily  exists  and 
is  not  created  by  the  man  making  the  wager. 

We  can  not  accept  such  a  definition,  and  we  do  not  believe  that 
you  will  do  so.  The  intent  is  all-controlling.  It  is  exceedingly  diffi- 
cult to  draw  the  exact  line  of  demarcation  between  night  and  day^ 
but  we  all  admit  that  there  is  an  important  difference  between  the 
two,  legally  and  actually.  Sometimes  it  is  hard  to  determine  whether 
a  given  transaction  can  be  legitimately  called  speculation,  invest- 
ment, or  gambling.  They  merge  into  each  other.  I  shall  undertake 
to  frame  a  definition  for  these  terms  that  will  draw  that  line  hard 
and  fast  whenever  you  gentlemen  can  tell  me  the  exact  hour  and 
minute  when  night  becomes  day,  when  a  pup  becomes  a  dog,  a  kitten 
a  cat,  a  pig  a  hog,  or  a  politician  a  statesman. 

However,  I  shall  venture  to  make  a  definition  or  two  that  may  be 
of  some  slight  assistance  in  our  presentation. 

Gambling  is  wagering  money  or  something  else  of  value  upon  a 
future  contingency,  without  any  bona  fide  intent  to  buy  or  sell  any 
actual  property  or  service  of  value. 

Speculation  is  an  investment  or  agreement  to  invest  in  a  com- 
modity or  other  thing  of  value,  which  investment  or  agreement  to 
invest  is  ordinarily  considered  to  be  "fraught  with  considerable 
hazard. 

The  distinction  between  speculation  or  investment  and  gambling 
is  the  intent.  As  applied  to  the  sales  of  grain^  for  example,  if  A 
agrees  to  sell  B  5,000  bushels  of  grain  to  be  delivered  60  days  from 
date,  and  there  is  a  bona  fide  intention  to  deliver  the  same,  the  trans- 
action is  not  gambling.  This  is  true  even  though  later  A  may  change 
his  znind  and  settle  upon  some  other  agreed  basis. 

However,  if  A  agrees  to  sell  6,000  bushels  of  grain  to  B,  to  be 
delivered  60  days  from  date,  and  there  is  no  real  intention  upon  the 
part  of  either  man  to  deliver  or  to  receive  the  grain,  but  rather  that 
the  contract  shall  be  settled  between  them  upon  the  payment  of  the 
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difference  between  the  contract  and  market  prices  on  or  before  the 
delivery  date,  that  transaction  is  gambling. 

The  contract  may  be  precisely  the  same  in  form  in  both  cases,  and 
yet  in  one  case  the  transaction  is  a  legitimate  business  deal,  while 
the  other  is  gambling  pure  and  simple,  and  so  described  by  we  Su- 
preme  Court. 

There  is  nothing  remarkable  about  that  difference.  If  I  place  a 
gun  to  my  shoulder,  pull  the  trigger  and  fire  it,  killing  some  otb^ 
person,  that  may  be  murder  or  it  may  not  be  murder,  according  to 
the  intent.  Sometimes  it  is  difficult  to  prove  intent ;  under  other  cir- 
cumstances intent  will  be  presumed. 

On  the  futures  market  of  the  Chicago  Board  of  Trade  there  are 
approximately  18,000,000,000  bushels  of  grain  bought  and  sold  an- 
nually, and  approximately  50  per  cent  of  these,  or  9,000,000,000 
bushels,  consists  of  wheat.  The  figures  just  stated  are  based  on  the 
reports  to  the  Internal  Hevenue  Department,  assuming  that  the  mem- 
bers of  the  exchange  paid  a  tax  upon  all  transactions  subject  to  the 
tax,  as  computed  and  reported  by  the  Federal  Trade  Commission  in 
a  recent  issue,  volume  5,  of  their  report,  and  certain  other  data  which 
I  will  present  in  detail  later. 

The  estimate  just  stated  is  less  than  that  made  by  Mr.  Gates  pre\d* 
ous  to  the  publication  of  the  commission's  report,  his  estimate  giving 
a  total  volume  of  20,000,000,000  bushels,  10,000,000,000  of  which  con- 
sisted of  wheat  transactions. 

Approximately  825,000,000  bushels  of  grain  are  shipped  into  the 
Chicago  market^  taking  the  average  for  uie  five  years  m>m  1914  to 
1918,  mclusive 

The  Chairman.  The  figures  that  you  ^ve  for  the  total  grain 
tradingon  the  Chicago  market  are  18,000,0TO,000  bushels? 

Mr.THORNE.  Eighteen  billions,  jes,  sir;  and  the  amount  of  grain 
shipped  into  the  Chicago  market  is  325,000,000  bushels.  Using  the 
figures  for  approximately  the  same  5-year  period,  the  number  of 
bushels  of  grain  dealt  in  on  the  futures  market  of  Chicago  is  51  times 
as  great  as  the  number  of  bushels  actually^  received  at  the  market. 

The  number  of  bushels  of  wheat  raised  in  the  entire  world  during 
the  past  five  years,  according  to  official  reports,  has  averaged  2<,84'' 
bushels.  In  other  words^  the  number  of  bushels  dealt ^  in  on  the 
futures  market  at  the  Chicaco  wheat  pit — ^just  a  little  bit  of  space, 
with  a  few  steps,  and  with  a  hundred  or  so  of  men  in  it — ^the  number 
of  bushels  dealt  in  on  the  futures  market  at  the^  Chicago  wheat  pit 
is  over  three  times  as  great  as  the  total  production  of  wheat  in  the 
entire  world. 

According  to  the  decisions  of  the  courts,  if  a  man  makes  a  contract 
to  sell  6,000  bushdis  of  wheat  to  be  delivered  at  some  future  date  and 
does  not  intend  to  make  delivery,  that  is  a  gambling  transaction.  It 
now  becomes  of  interest  to  ascertain  how  many  bushels  of  grain  imder 
the  rules  of  the  Chicago  Board  of  Trade  are  available  lor  delivery 
on  contracte  consummated  on  the  futures  market  of  the  Chicago 
Board  of  Trade. 

Please  remember,  in  this  connection,  that  the  Chica^  Board  of 
Trade  has  certain  rules  as  to  what  can  be  accepted  as  deliveries,  bein^ 
the  grain  in  regular  warehouses,  in  addition  to  the  grain  which  is 
earned  on  the  car  trades  during  the  last  three  days  of  the  deliverr 
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month.  Mr.  Barnes  has  recently  attempted  to  broaden  that,  so  that 
they  could  include  deliveries  anywhere  in  the  world.  But  under  the 
existing  rules,  gentlemen,  the  grain  is  limited  in  character  that  can 
be  delivered  on  these  future  contracts. 

We  have  attempted  to  make  an  estimate  of  how  much  would  be 
available  for  delivery.  I  think  this  is  the  first  time  that  an  estimate 
has  been  computed ;  there  have  been  many  generalizations  in  regard 
to  it. 

Please  remember  the  significance  of  what  I  am  now  trying  to 
describe.  It  is  whether  an  intent  existed  in  the  mind  of  the  man 
making  the  futures  contracts.  Now,  if,  as  a  matter  of  fact,  he  does 
not  deliver,  does  not  expect  to  deliver,  does  not  want  to  deliver, 
and  the  man  receiving  it  does  not  expect  to  receive  it — ^and  in  99 
cases  out  of  100,  does  not  receive  it — can  we  still  say  that  he  intended 
to  deliver? 

The  intent  being  controlling,  I  want  you  to  notice  the  language  used 
by  Mr.  Barnes  before  this  conmiittee : 

There  are  no  deliverieR  any  longer  on  exchange  contracts,  except  the  poten- 
tiality which  exists  that  in  case  of  need  deliveries  will  be  made. 

That  lan^age  appears  at  page  1982  of  your  record. 

Then  again,  in  the  rejyort  of  the  Federal  Trade  Commission,  page 
163,  of  volume  5,  of  their  report  on  the  grain  trade,  being  entitle, 
"  Future  trading  operations  in  grain,"  we  find  the  following: 

Under  circumstances  other  than  those  surrounding  the  present  highly  de- 
veloped operations  of  future  trading,  the  mai^n  might  be  regarded  as  a  part 
of  the  payment  of  the  purchase  priQB  of  the  property.  In  stocks,  It  is  often  Just 
that.  In  order  that  this  view  may  be  applicable  to  grain,  howevei:,  the  customer 
must  be  buying  the  future  as  a  means  of  getting  the  grain.  Instances  where 
this  occurs  are  almost  unknown,  or  are  almost  all  due  to  abnormal  conditions. 

We  have  computed  the  actual  grain  available  for  delivery  under 
the  rules  of  the  Chicago  Board  of  Trade  during  five  years.  Then 
we  have  compared  that  with  the  number  of  bushels  dealt  in  on  the 
futures  market;  and  we  find  that  the  total  number  of  bushels  avail- 
able for  delivery  on  futures  contracts  amounts  to  less  than  28/100 
of  1  per  cent  of  the  number  of  bushels  sold  on  the  futures  market. 

Now,  some  of  that  grain  may  be  sold  two  or  three  or  more  times 
by  the  transfer  of  warehouse  receipts.  That  would  modify  the  state- 
ment made,  so  far  as  the  contracts  are  concerned.  It  does  not  modify 
the  accuracy  of  the  statement  just  made.  In  over  99  per  cent  of  the 
transactions  no  deliveries  are  made ;  in  over  99  per  cent  of  the  trans- 
actions on  the  Chicago  futures  market  they  do  not  expect  to  make 
delivery  of  the  actual  grain. 

Can  you  still  say  that  they  intend  to  make  deliveries?  That  raises 
a  very  nice  legal  point.  Some  have  attempted  to  make  this  distinc- 
tion :  That  because  you  agree  to  deliver,  and  because  in  one  chance 
out  of  a  hundred  you  do  deliver,  you  therefore  contemplate  delivery ; 
in  other  words,  because  you  may  deliver  in  one  case  out  of  a  hundred, 
therefore  you  intend  to  deliver.  Although  you  do  not  expect  to  de- 
liver, although  you  do  not  want  to  deliver,  yet  you  really  intend  to 

do  it. 

That  would  be  something  like  sajring  the  following :  According  to 

the  actuary  tables  you  and  I  have  about  two  or  three  chances  out  of 

a  hundred  of  dying  during  the  coming  year.    Now,  not  one  of  us 
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wants  to  die ;  not  one  of  us  expects  to  die ;  and  the  probabilities  are 
that  we  will  not  die.  And  yet,  according  to  that  line  of  reasoning, 
each  one  of  us  intends  to  die. 

The  legal  writer  for  the  Federal  Trade  Oommission  has  expressed 
it  in  this  way : 

The  tntent  to  deliver  on  a  future  coirtract  does  not  presuppose  a  spocific 
expectation  to  d^ver. 

In  other  words,  I  may  intend  to  do  a  thing  that  I  do  not  expect 
to  do. 
Again,  he  has  phrased  it  in  this  way : 

Ck)ntemplated  delivery  means  that  delivery  is  in  tbe  mind  of  the  perscm  who 
enters  Into  the  contract,  not  as  an  outcome  exclusively  expected  but  as  one  of 
the  possibilities  and  as  a  practicable  alternative  to  closing  the  contract  in  the 
pit  settiemmit  by  offsetting  the  payment  of  differences  may  be  contemplated  at 
the  same  time  that  delivery  is  contemplated ;  that  is,  delivery  need  be  but  oof 
of  the  alternatives  in  mind.  Only  a  small  percentage  of  future  trades  are  mad** 
with  delivery  intended  or  contemplated  except  in  this  broad  sense.  But  the 
law  is  satisfied  witli  evidence  of  this  condition  as  proving  intention  to  deliver, 
and  grain  interests  claim  that  the  business  interests  of  the  futures  contract  n- 
quires  Just  such  an  interpretation. 

If  I  had  a  Gatling  gun  on  a  busy  street  comer  of  New  Yoris  City 
and  should  fire  it,  at  the  same  time  revolving  the  gun  on  a  pivot  so 
that  it  would  kill  in  about  ninety-nine  cases  out  of  a  hundred,  I  won- 
der if  I  could  persuade  an  average  jury  to  believe  that  I  did  not  in- 
tend to  mi  anybody,  because  in  one  chance  out  of  a  hundred  I  would 
not? 

Some  attorneys  and  some  courts  hi^ve  taken  the  position  that  the 
ratio  of  actual  aeliveries  to  future  contracts  not  accompanied  by  de- 
livery is  unimportant.  It  seems  to  me  that  it  is  very  important 
That  is  the  TVdQ  of  reasonable  expectation.  If  I  perform  an  act 
which  may  reasonably  be  expected  to  produce  a  certain  result,  I  am 
responsible  for  that  result. 

On  this  issue  the  courts  have  differed.  In  Board  of  Trade  t;.  Odell 
Commission  Co.  (115  Fed.  Sep.,  674)  the  court  held  that  transactions 
on  the  Chicago  Board  of  Trade  were  largely  made  without  any  bond 
fide  intention  of  making  delivery.   The  court  said  that : 

Bucket  shops  are  the  offspring  of  the  Chicago  Board  of  Trade  and  kindn^. 
organizations,  to  which  they  still  look  for  sustenance  and  life,  and  they  c:i' 
only  be  effectually  suppressed  by  striking  at  the  root  of  the  evil.  When  ti  - 
species  of  gambling  on  the  commercial  and  stock  exchanges  of  the  count  n 
disappear,  the  bucket  shops  will  disappear,  and  not  before. 

In  Board  of  Trade  v,  Donovan  Commercial  Co.  (121  Fed.  Rep.. 
1012)  the  court  said: 

I  am  satisfied  by  the  proof  that  a  very  large  per  cent  of  the  so-callefl  -    .- 
for  **  future  delivery  "  which  furnish  the  basis  of  the  quotations  in  question  •- 
mere  gambling  transactions  involving  no  purpt>se  on  the  part  of  the  .seUt-r  t 
deliver  and  no  purpose  on  the  part  of  the  buyer  to  receive  the  subject  of  il . 
sale,    •    ♦    ♦    the  proof  shows  that  largely  over  90  per  cent  of  all  tlie  trj>!* 
actions   In   the   "pits"  which  alone  determine  the  "continuous  qnotutioi  ^ 
which  are  sent  out  over  the  country  are,  in  fact,  closed  out  by  settlement  of  . 
ferenoes  and  that  actual  deliveries  of  the  article  bought  or  sold  are  rarely  ♦■^ 
made. 

In  Christie  Grain  &  Stock  Co.  v.  Chicago  Board  of  Trade,  the  c  r 
cuit  court  of  appeals^  consisting  of  Circuit  Judges  Sanborn  ac . 
Van  Devanter  and  District  Judge  Shiras,  held  as  follows,  Jnstif 
Shiras  writing  the  opinion : 
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The  estimates  of  the  witnesses  vary  as  to  the  iiercentage  of  the  transactions 
in  which  actual  delivery  was  contemplated  or  had,  running  from  1  to  15  per  cent, 
thus  proving  that  at  least  85  and  more  probably  95  per  cent  of  the  transactions 
would  come  under  the  condemnation  of  the  Illinois  statute.  We  do  not  deem  it 
necessary  to  set  forth  the  details  of  this  testimony,  which  can  be  found  in  the 
opinion  of  Judge  Thompson  in  the  case  of  The  Board  of  Trade  of  the  City  of 
Chicago  V.  O'Dell  Commission  Oo.  (O.  C,  115  Fed.,  574).  In  that  case,  and 
In  Board  of  Trade  v.  Donovan  Commission  Co.  (C.  C,  121  Fed.,  1012),  upon 
consideration  of  substantially  the  same  evidence  submitted  In  this  case,  the 
conclusion  was  reached  that  over  90  per  cent  of  the  transactions  had  on  the 
floor  of  the  exchange  hall,  maintained  by  the  Chicago  Board  of  Trade,  were 
purely  gambling  transactions. 

It  is  thus  proven  beyond  all  reasonable  question  thot  the  Chicago  Board  of 
Trade  maintains,  in  the  building  owned  by  it  in  the  city  of  Chicago,  a  place 
known  as  the  "  Exchange  Hall,"  wherein  the  membere  of  the  board,  acting  for 
themselves,  and  also  as  brokers  for  outside  parties,  engage  in  making  and 
carrying  through  deals  in  grain  and  provisions,  in  which  it  is  not  intended  to 
make  a  future  delivery  of  the  article  nominally  dealt  in,  but  which  are  to  be 
settled  by  the  payment  of  money  only  according  to  the  fluctuations  of  the 
market  and  which  are  in  all  essentials  gambling  transactions. 

The  Supreme  Court  of  the  United  States,  in  Embrey  v.  Jemison 
(131  n.  S.,  336),  had  under  consideration  a  contract  for  the  sale  of 
cotton  on  the  basis  of  one  party  paying  to  the  other  party  only  "  the 
difference  between  the  contract  price  and  the  market  price  of  said 
cotton  futures,  according  to  the  fluctuations  in  the  market/'  The 
Supreme  Court  said : 

If  this  be  not  a  wager  contract,  under  the  guise  of  a  contract  of  sale,  it 
would  be  difficult  to  imagine  one  that  would  be  of  that  character. 

I  want  you  to  notice  this  language  especially,  because  of  the 
claim  that  the  form  of  the  contract  changes  the  character  of  the 
transaction.  The  court  said :  "  If  this  be  not  a  wager  contract,  imder 
the  guise  of  a  contract  of  sale,  it  would  be  difficult  to  imagine  one 
that  would  be  of  that  character.  The  mere  f  orm^  of  a  transaction 
is  of  little  conseauence.  If  it  were,  the  statute  against  wagers  coulc' 
be  easily  evaded. 

Benjamin  on  Sales  has  the  following  comment  concerning  trades 
in  futures: 

Such  a  contract  ^^  is  only  valid  where  the  parties  really  intend  and 
agree  that  the  goods  are  to  be  delivered  to  the  seller  and  the  price 
to  be  paid  by  the  buyer.  If  under  the  guise  of  such  a  contract  the 
real  intent  be  merely  to  speculate  in  the  rise  or  fall  of  prices,  and 
the  goods  are  not  to  be  dehvered,  but  one  party  is  to  pay  to  the  other 
the  difference  between  the  contract  price  and  the  marked  price  at 
the  date  fixed  for  executing  the  contract,  then  the  whole  transaction 
constitutes  nothing  more  than  a  wager  and  is  null  and  void  under 
the  statute.'' 

This  doctrine  was  approved  by  the  United  States  Supreme  Court  in 
Irwin  V.  Williard  (110  U.  S.  409,  508,  510)  : 

It  makes  no  difference  that  a  debt  or  wager  is  made  to  assume  the  form  of  a 
contract.  Giimbllng  is  none  the  less  such  because  It  is  carried  on  in  the  form  or 
guise  of  legitimate  trade. 

The  Christie  case  cited  above  was  reversed  by  the  Supreme  Court 
of  the  United  States  in  a  decision  reported  in  198  United  States  236, 
the  issue  being  the  property  ri^ht  in  the  quotations  on  the  exchange. 
The  Supreme  Court  distinguished  between  purchases  made  with 
the  understanding  that  the  contract  will  be  settled  by  paying  the 
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difference  between  the  contract  and  the  market  price  at  a  certain  time 
find  the  facts  involved  in  that  proceeding,  the  court  holding  tbU 
purchases  just  described  stand  on  a  different  ground  from  pur- 
chases ''  made  merely  with  the  expectation  that  they  will  be  satisfied 
by  set  off."  The  court  said  there  are  two  methods  of  settlement  od 
\ihe  exchange:  First,  by  the  direct  method,  in  setting  off  contracts 
to  buy  agamst  contracts  to  sell  and  paying  the  differences,  and,  sec- 
ond, the  ring  settlement,  which  is  "  simply  a  more  complex  case  of 
the  same  kind." 

Please  remember  that  the  transactions  are  settled  by  the  payment 
of  differences  in  both  cases ;  and  yet  the  court  draws  the  distinction. 
The  gist  of  the  decision  was  that  a  set  off  has  all  the  effects  of  a 
delivery  without  any  physical  handling  of  the  grain. 

The  description  by  the  coutr  of  a  rmg  settlement  might  be  worth 
reading : 

If  A  has  sold  to  H  5,000  bushels  of  May  wheat,  hb(1  I>  has  sold  the  same 
amoiunt  to  C,  ami  C  to  I),  and  D  to  A,  substituting  D  for  B,  by  novation. 
A*s  sale  can  be  set  off  against  his  purchase,  on  simply  jmylng  the  rtlfferenct*  i: 
price. 

It  must  be  distinctly  remembered  that  in  this  case  the  court  was 
considering — ^not  contracts  between  speculators  outside  of  the  mar- 
ket— ^it  was  only  considering  the  contracts  made  in  the  pits,  because 
in  them  the  members  are  principals.    The  court  said : 

The  subsidiary  rights  of  their  employers,  where  the  members  buy  as  brokers, 
we  think  it  is  unnecessary  to  disaiss. 

The  court  further  said  in  that  case : 

It  appears  that  In  not  less  than  three-quarters  of  the  transactions  in  tl.e 
grain  pit  there  is  no  physical  handing  over  of  any  grain. 

Furtlier,  the  court  said : 

In  the  view  which  we  take  the  proportion  of  the  dealings  in  the  pit  which  are 
settled  in  this  way  throws  no  light  on  the  question  of  serious  dealings  fur 
legitimate  business  purposes  to  those  which  can  fairly  be  classed  as  wagers  t>r 
pretended  contracts. 

No  more  does  the  fact  that  the  contracts  not  disposed  of  call  for  many  time^ 
the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and  an* 
set  off  explains  the  possibUity,  which  is  no  more  wonderful  than  the  enormoQ> 
disproportion  between  the  currency  of  the  country  and  contracts  for  the  pe\- 
ment  of  money,  many  of  which  are  in  like  manner  set  off  in  clearing  houses. 
without  anyone  dreaming  that  they  are  not  paid,  and  for  the  rest  of  whitS' 
the  same  money  suffices  in  succession,  the  less  being  needed  the  more  rapid  th- 
circulation  is. 

Of  course,  that  reasoning  assumes  that  the  clearings  in  banks  in  n 
community  are  analyo;^ous  to  the  clearances  on  the  board  of  trade. 
There  is  one  distinction  of  fact — not  of  law — that  you  should' 
remember:  In  the  case  of  the  clearances  in  the  banks  in  a  local  coni 
munity,  the  transactions  between  the  original  parties  (just  coi:- 
sider  this  a  moment — those  are  the  transactions  which  the  court  sai- 
it  was  not  considering  in  this  case)  back  of  every  one  of  those  clear- 
ances, or  payments  of  cash  between  banks  at  tne  close  of  the  dav. 
there  are  innumerable  transactions,  and  in  each  one  of  those  tran- 
actions — in  practically  all — ^there  is  a  bona  fide,  genuine,  transfer  «>:' 
a  commodity  or  other  thinpr  of  value,  for  a  check,  or  other  ihng  o.' 
value;  while  in  the  case  of  the  Chicago  Board  of  Trade,  in  pract: 
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eally  all  of  those  future  contracts  cleared  there  is  no  exchange  of  any 
commodity  or  anything  else  of  value  except  the  payment  of  differ- 
ences in  the  profit-and-loss  account. 

It  might  be  of  interest  for  j^ou  gentlemen  to  know,  if  you  do  not 
already  know,  that  that  decision  oy  the  Supreme  Court  was  by  a 
dividea  court;  Mr.  Justice  Harlan,  Mr.  Justice  Brewer,  and  Mr. 
Justice  Day  dissented. 

That  must  be  accepted  as  the  law.  However,  there  is  one  differ- 
ence: You  gentlemen  are  making  the  law.  The  Supreme  Court  is 
supposed  to  interpret  the  law;  they  make  some  through  judicial 
decisions. 

In  the  light  of  the  decision  of  the  Supreme  Court  in  the  Christie 
case  the  transactions  on  the  Chicago  Board  of  Trade,  so  far  as  the 
members  of  the  exchange  are  concerned,  are  not  gambling  trans- 
actions even  though  the  members  do  not  expect  to  deliver  any  grain, 
but  do  expect  to  set  off  purchases  against  sales,  and  then  make  pay- 
ment of  the  differences. 

If  these  gentlemen  intend  to  settle  their  contracts  for  the  sale  of 
grain  by  the  payment  of  differences  between  the  market  price  and 
the  contract  price  the  transaction  is  gambling,  according  to  the  deci- 
sions of  our  Supreme  Court ;  but  if,  on  the  other  hand,  they  do  not 
intend  to  settle  by  the  payment  of  differences  they  are  valid  transac- 
tions. If  we  call  these  set-offs  instead  of  payments  of  differences, 
the  transaction  is  immediately  transformed  from  an  invalid  gamble 
to  a  legal  trade,  chiefly  by  the  use  of  legal  phraseology. 

*'  The  intent  to  deliver  on  a  future  contract  does  not  presuppose 
a  specific  expectation  to  deliver.''  I  have  given  you  that  quotation 
previously. 

I  think  it  is  a  fair  deduction  from^  the  facts  which  I  have  pre- 
sented that  the  great  bulk  of  transactions  on  the^  futures  market  of 
Chicago  have  all  the  essence  of  gambling.  In  stating  this  I  have  said 
nothing  more  than  what  several  courts  nave  declared  to  be  true,  and 
in  the  Supreme  Court  case,  from  which  I  have  just  read,  there  was  a 
divided  court. 

Now,  let  us  consider  the  real  size  and  importance  of  this  institu- 
tion. 

Mr.  Barnes  stated  to  you  a  correct  principle  of  law  in  answer  to 
the  following  question : 

Do  you  differentiate,  Mr.  Barnes,  between  speculation  and  what  we  common' y 
call  gambUng  on  the  board  of  trade? 

Mr.  Babnes.  I  til  ink  you  could  only  measure  that  difference  by  the  intent, 
after  all.  There  Is  certainly  a  class  of  speculation  which  is,  by  every  intent, 
pure  gambling. 

And  Mr.  Barnes  stated,  in  regard  to  the  volums  of  that,  on  page 
1903  of  the  record  of  the  hearings,  as  follows : 

"  First,  I  believe  that  the  minor  speculation  which  is  present  in 
the  market  repays  this  service  by  the  liquidity  of  reader  trading."  I 
think  I  have  given  sufficient  facts  to  show  that  there  is  considerable 
volume.  You  have  developed  at  Chicago  the  greatest  grain  market 
on  the  face  of  the  earth.  But  alongside  of  that  growth  you  have 
developed  this  speculative  market,  until  the  Chicago  Board  of  Trade 
has  also  become  the  greatest  speculative  institution  on  the'  face  of 
the  earth. 
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Away  back  in  1883  it  was  stated  as  to  the  Chicago  Board  of  Trade: 

It  has  become  not  only  the  chief  of  the  food  markets,  bat  the  greatetit  qpeco- 
lative  market  in  the  world. 

This  statement  is  contained  in  a  magazine  article  in  the  North 
American  Review,  by  H.  B.  Uoyd,  and  is  copied  in  a  "  History  of  the 
Chicago  Board  of  Trade,"  in  three  volumes.  There  are  several  pas- 
sages in  this  history  that  I  want  to  cite  to  you  gentlemen.  I  think 
it  would  be  a  good  thing  if  every  member  of  this  committee  had  a 
copy  of  that  history ;  it  was  written  by  Charles  H.  Taylor  in  1917. 
Mr.  Taylor  for  21  years,  I  believe,  was  a  member  of  the  board  of 
trade,  and  at  one  time  was  a  member  of  the  board  of  directors. 

Now,  for  a  generation,  the  Chicago  Board  of  Trade  has  been  con- 
sidered the  leading  specmative  market  in  the  world.  Let  us  consider 
the  real  and  relative  size  of  the  institution : 

I  find  that  the  Louisiana  Lottery  in  its  {balmiest  days,  according 
to  the  highest  estimates  made  by  any  reputable  authority,  did  not 
have  more  than  $60,000,000  worth  of  business.  Conservative  esti- 
mates have  placed  the  maximum  at  thirty  million.  Contrast  that  with 
this  huge  institution  in  the  center  of  our  country  on  which  there  are 
over  $15,000,000,000  wagered  annually.  On  Monte  Carlo,  I  find  the 
estimates  of  the  volume  of  gross  receipts  of  the  company  operating 
that  institution  to  be  in  the  neighborhood  of  $10,000,000  to  $12,000,000 
annually,  and  its  net  receipts  to  be  approximatelv  $5,000,000  to 
$6,000,000  annually. 

Assuming  that  52  per  cent  of  the  trades  on  the  Chicago  futures 
market  are  made  by  members  for  themselves,  without  the  payment 
of  any  commissions  (using  the  figure  used  by  Mr.  Boyle,  wnich  the 
Chicago  Board  of  Trade  is  circulating)  and  that  28  per  cent  are  made 
by  members  for  members  at  one-half  the  regular  commissions  (also 
estimated,  I  believe,  by  Mr.  Boyle),  and  assuming  that  the  balance 
are  made  for  outsiders  on  full  commissions  (as  stated  by  Mr. 
Boyle) — applying  these  figures  to  the  total  volume  of  transactions 
as  I  have  estimated,  and  which  is  a  conservative  estimate,  being 
lower  than  Mr.  Gates  himself  had  estimated  before  this  committee. 
for  reasons  which  I  shall  state  later — ^the  commissions  alone  received 
on  the  Chicago  market  for  an  average  year  will  aggregate  more  than 
three  times  tne  total  estimated  net  receipts  of  the  company  operating 
Monte  Carlo.  The  Chicago  Board  of  Trade  makes  the  Louisiana 
Lottery  and  Monte  Carlo  look  small. 

Now,  with  regard  to  stabilizing  the  market :  We  are  told  that  the 
existence  of  a  wide  speculative  market  serves  to  stabilize  pricesL 
In  other  words,  it  is  necessary  to  conduct  a  Monte  Carlo  in  the  grain 
industry  in  order  to  stabilize  prices  on  grain.  We  believe  it  is  true 
that  the  existence  of  a  large  speculative  market  will  tend  to  reduce 
the  fluctuations  occasioned  by  individual  transactions  at  any  given 
moment.  On  the  other  hand,  we  believe  that  the  existence  of*a  lar*::^ 
speculative  market  tends  to  enhance  or  exaggerate  the  fluctuation^ 
on  the  price  level  as  a  whole  over  any  given  period  of  time. 

An  illustration  of  that  was  given  to  me  by  a  member  of  the  Clii- 
cago  Board  of  Trade.  Suj)pose  you  had  a  market  on  futures  in 
dealing  with  land;  suppose  it  were  possible  to  have  a  future  markH 
on  land.  What  would  probably  transpire?  In  the  recent  remart- 
al)le  decline  in  the  prices  of  farm  products  people  that  were  bet^in:! 
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US  to  future  tendencies  in  land  value  would  bet  down,  would  thej 
not?  They  would  anticipate  a  future  decline,  anticipate  it  vigor- 
ously, with  the  entire  world  betting  on  it. 

On  the  other  hand,  what  does  occur  when  you  are  confined  to 
actual  transactions  in  land,  chiefly?  The  decline  in  the  land  prices 
takes  place  gradually,  and  probably  it  never  does  hit  the  bottom 
figure  that  would  be  realized  on  the  future  grain  market.  If  I  go 
onto  tiie  exchange  and  sell  100,000  bushels  of  futures  for  hedg- 
ing purposes  when  there  is  a  large  volume  of  transactions  in  the 
speculative  market,  that  would  serve  as  a  cushion  for  that  individual 
transaction ;  instead  of  a  decline  of  1  per  cent  it  might  be  a  decline  of 
one-eighth  of  1  per  cent  or  nothing. 

That  is  probably  correct.  But  I  think  there  would  be  this  ten- 
dency that  X  have  just  described  as  to  the  fluctuation  in  the  price 
level  as  a  whole.  In  other  words,  I  think  it  is  locrical  to  deduce 
from  the  situation  as  you  find  it  that  the  existence  of  a  large  specu* 
lative  market  does  tend  to  retard  the  fluctuations  for  an  individual 
transaction,  but  that  it  tends  to  intensify  the  fluctuations  in  the  price 
level  as  a  whole. 

In  regard  to  this  subject  of  stabilizing  the  market,  there  are  sev- 
eral charts  that  I  want  to  present  to  the  committee  in  a  few  moments. 

The  vast  bulk  of  the  profits  made  by  the  commission  men  on  the 
Chicago  Exchange  are  derived  from  the  operations  on  the  futures 
market,  so  far  as  commissions  are  concerned — by  virtue  of  the  very: 
figures  that  I  have  stated  for  the  record  alrea(fy.  We  have  shown 
that  these  are  many  times  greater  than  actual  sales  of  grain.  It  is  to 
the  financial  interest  of  these  gentlemen  to  have  constant  and  wide 
fluctuations  in  prices — that  is  where  the  speculator  makes  his  money. 
The  greater  the  variations^  the  more  money  he  makes.  Instead  of 
stabilizing  the  market,  the  speculator  is  constantly  forcing  price 
changes  in  both  small  and  large  amounts. 

However,  there  is  one  function  performed  by  the  speculative  mar- 
ket which  serves  as  an  insurance  for  the  elevator,  the  miller,  and  the 
exporter.  It  furnishes  an  opportunity  for  hedging.  The  farmers  of 
the  country  want  the  gambling  eliminated  from  the  grain  exchanges. 
They  want  to  eliminate  the  speculation  in  futures  by  people  who  do 
not  nave  any  grain,  do  not  expect. to  get  any,  and  do  not  intend  to 
make  any  deliveries  to  persons  who,  on  the  other  hand,  do  not  expect, 
do  not  want,  and  do  not  intend  to  receive  the  grain.  The  farmers  do 
not  want  speculation  in  futures  eliminated  at  the  present  time,  if  it 
will  restrict  or  eliminate  the  opportunity  to  hedge.  They  take  this 
position  not  because  the  hedge  protects  the  farmer,  because  the  farmer 
does  not  use  it,  but  because  of  the  insistence  on  the  part  of  the  inter- 
mediary operators  that  they  do  use  it.  The  farmers  are  now  attempt- 
ing to  devise  some  other  method  by  which  this  insurance  against  the 
risk  can  be  carried. 

It  is  our  suggestion  that  the  agricultural  interests  of  the  country, 
us  well  as  these  business  interests,  be  given  a  reasonable  time  to  re- 
adjust their  methods  of  operation  and  that  no  radical  change  be  made 
at  the  present  moment.  *  It  might  be  advisable  to  fix  some  date  certain 
in  the  future,  say,  two  years  hence,  at  which  time  speculation  in 
futures  on  the  markets  shall  cease.  (A  similar  methocTwas  adopted 
in  the  safety  appliance  legislation.)  This  can  be  accomplished  by 
taxation,  as  provided  in  several  of  the  bills  now  pending  oef ore  the 
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oommittee^  or  poesibly  by  the  control  of  the  telegntpfa,  tekphooe^  anc 
mails  used  in  interstate  transactions. 

It  is  not  our  purpose  to  eliminate  or  even  to  injure  any  of  the  le^ti- 
mate  merchandising  of  grain  on  the  Chicago  maiiret  or  any  other 
ffrain  exchange  in  we  United  States.  We  simply  desire  to  see  sperc- 
uition  in  futures  without  any  intent  to  make  deiiTeries,  but  to  settit 
on  the  basis  of  diffetences,  absolutely  eradicated,  if  that  be  poasibk. 
It  is  a  great  moral  wrong  to  maintain  such  an  institution  in  onr 
midst,  and  to  allow  such  an  oiganization  to  be  our  prioe-deterBiininr 
machmeiy  on  one  of  the  great  staple  food  products  of  ti»  ABaericai 
Nation  must  not  be  countenanced  as  tbe  permanent  policy  of  1^ 
Nation. 

Now,  gentlemen,  Mr.  Gates  and  others  have  insisted  on  tbe  ^^leat 
efficiency  of  this  so-called  price-determining  agency;  they  daim  it  i^^ 
a  price-determining  agency ;  in  fact,  they  fought  for  tbe  value  •f  this 
reporting  of  quott^ns;  it  was  described^ by  an  Tllinais  oo«rt  as  t 
public  utility — almost.  As  to  that  the  United  States  Supreme  Goun 
said: 

Tet  it  was  so  far  from  soggcstiiis  tbat  tbe  pUlntUb;'  wotk.  was  qnuieiituiiwi*^ 
tliat  it  held  it  dotbed  witfa  a  pabUc 


Again,  the  court  said: 

The  quotations  of  prices  from  the  market  are  of  tbe  utmost  toQKHtaAoe  to  the 
btudness  worMi,  and  not  less  to  tbe  farmers — so  important,  indeed,  tiiat  It  h^ 
argned  h«e,  and  it  has  been  hdd  in  Illinois,  that  the  quotations  ana  dotbed 
with  a  public  use. 

Mr.  McLaitghun  of  Michigan,  What  court  is  that  that  jon  are 
reading^from  ? 

Mr.  Thobne.  The  Supreme  Court  of  the  United  States,  in  the 
Christie  case,  reported  in  198  United  States  Reports,  236. 

Mr.  McLauqsujs  of  Michigan.  Would  it  interrupt  you  if  I  ask 
another  question?  You  say  that  is  from  the  Supreme  Coort  of  the 
United  states;  but  they  seem  to  be  quoting  what  some  other  court 
had  said.    Did  the  Supreme  Court  approTe  that  or  not! 

Mr.  Thobxe.  I  do  not  believe  that  they  expressly  apfxoT'ed  i*. 
they  certainly  did  not  take  exception  to  it.  I  was  not  rea^dang  t 
quotation  fn>m  another  decision.  I  will  read  the  exact  lazij^ain^ 
without  any  quotation  marks,  other  than  the  words  of  tike  Uniu*:: 
States  Supreme  Court,  as  follows : 

Referring  to  the  claims  of  one  of  the  pnrtles  to  the  salt,  snch  a  xlew  )«et'ii:^ 
to  ns  hardly  ciHuistent  with  the  admitted  fact  that  the  qnotations  of  pri-^*^ 
from  tbe  market  are  of  fSie  utmost  Importance  to  the  harness  world,  and  Tit* 
less  to  the  fttrmers;  bo  Important,  indeed,  that  It  la  arisoed  here,  and  has  bee 
hrid  ta  DlinoU,  that  Uie  qootations  are  <dodied  with  a  imhlic  oftt. 

The  Illinois  dedsion  there  referred  to  is  New  York  A  Clucair>- 
Orain  and  Stock  Exdiange  r.  B<Mird  of  Trade,  reported  in  27  Illinois. 

153. 

Now,  as  to  the  efficiency  of  this  price-determining  machine,  and  u. 
reply  to  those  claims  as  to  its  great  value  to  the  farmer  as  at  presei  t 
operated,  which  are  advanced  in  support  of  the  plea  that  nothinr 
ahaU  be  done  to  disturb  it,  I  want  to  say  that  the  farmer  does  n>' 
feel  quite  that  way  about  it. 

I  have  here  J^indicating]  a  chart,  which  attempte  to  pottrmT  de- 
liveries and  prices  over  a  period  or  years.    Hie  olaidc  fine  on  x\  ^ 
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efaiart  indicates  the  shipments  from  the  country;  the  red  line  indi- 
cates the  prices.    We  have  used  the  average  tor  each  year  as  the 
base  line.    The  other  specific  figure  from  which  the  lines  are  drawn 
are  thepercentages  of  that  average. 
Mr.  Wilson.  Who  got  up  that  chart  ? 

Mr.  Thorns.  It  was  gotten  up  in  my  office  in  Chicago  by  Mr. 
Xator,  who  is  present,  and  who  was  formerly  connected  with  the 
Federal  Trade  Commission,  and  Mr.  Davis,  one  of  my  statisticians. 
The  figures  from  which  it  is  compiled  are  stated  on  the  chart.  The 
prices  are  as  compiled  by  the  Bureau  of  Markets  of  the  Agricultural 
iDepartment,  and  the  amounts  of  shipment  are  from  the  figures  of 
the  Bureau  of  Crop  Estimates  of  the  Department  of  Agriculture. 
Mr.  McLAtroHiiEN  of  Michigan.  What  does  the  red  line  indicate? 
Mr.  Thorns.  The  red  line  indicates  the  fluctuations  in  the  prices; 
the  black  line  indicates  the  fluctuations  in  shipments  from  the 
country. 

I  want  you  gentlemen  to  notice  that,  generally,  when  the  largest 
movement  of  grain  to  market  occurs  the  price  is  below  the  average; 
and  when  the  least  movement  occurs  the  price  is  above  the  average: 
Mr.  PuRNEix.  Is  that  an  unnatural  condition? 
Mr.  Thorns.  There  are  exceptions;  but,  as  a  rule,  what  I  have 
just  stated  is  true.  Supply  and  demand  of  the  grain  at  the  market 
can  be  cited  as  a  juittification  for  the  situation;  the  greater  the  supply 
the  less  the  price ;  the  less  the  supply  the  greater  the  price. 

Under  our  present  system,  as  worked  out,  we  find  that  the  fanner 
is  shipping  most  of  his  grain  when  the  price  is  the  worst,  so  far  as 
he  is  concerned,  and  he  is  shipping  the  least  when  the  price  is  the 
best.  That  machinery  does  not  work  under  present  conditions  to  the 
satisfaction  of  the  farmer.  He  can  help  make  a  change;  he  can 
unite  in  causing  a  more  even  flow  of  the  grain  to  the  market.  But 
so  far  as  the  price-determining  machinery  is  concerned,  the  people 
that  are  on  the  market,  or  holding  the  grain,  are  the  people  that 
profit  by  the  existing  system,  to  a  large  extent. 

In  regard  to  the  subject  of  speculation  stabilizing  the  market,  I 
have  several  little  charts  here. 

Here  [indicating]  is  one  showing  the  cash  corn  prices  at  Chicago, 
showing  the  range  of  quotations  by  months.  The  heavy  black  line 
on  this  chart  indicates  the  trend,  the  upper  portion  of  the  shaded 
part  shows  the  high  price,  and  uie  lower  portion  is  the  low  price. 
That  covers  the  period  from  1911  to  1920. 

Now,  I  want  to  show  you  a  chart  giving  the  wheat  prices. 
The  Chairman.  Mr.  Thome,  do  you  desire  to  have  these  charts 
printed  in  the  record? 

Mr.  Thorne.  I  do  not  know  that  it  is  necessary  to  print  them; 
we  will  file  them  with  you,  and  you  can  determine  what  you  desire  to 
do  about  it. 

The  Chairman.  I  was  going  to  suggest  that  possibly  we  might  not 
be  able  to  have  them  printed^  and  therefore  you  might  want  to  elabo- 
rate more  fully  on  the  record  as  to  what  they  contain. 

Mr.  Thorne.  Here  [indicating]  is  a  chart  showing  the  fluctuations 
on  the  price  of  No.  2  hard  wheat  at  Chicago,  from  1914  to  1920. 
You  will  notice  here  [indicating]  the  lines  where  the  price  remains 
constant.  Here  [indicating]  are  shown  the  fluctuations  since  futures 
have  been  restored. 
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I  want  jou  to  look  at  the  two  charts:  The  one  on  com  covers  a 
period  where  there  was  almost  a  total  absence  of  control  of  futures: 
and  the  other  covering  a  commodity  during  a  period  when  there 
was  an  elimination  of  futures,  during  the  i)eriod  from  August,  1917. 
down  to  June  1, 1920.  These  charts  show  graphically  that  the  exis- 
tence of  a  future  market  on  corn  did  not  serve  to  stabilize  prices. 

Mr.  TiNCHER.  Was  one  of  those  drawn  to  cover  the  period  while 
the  price  was  guaranteed  by  the  United  States  Government  ? 

Mr,  Thorntb.  I  spoke  of  that. 

Mr.  TiKOHER.  Well,  you  would  not  expect  much  of  a  variation  when 
the  wheat  price  was  guaranteed  by  the  Government,  would  you? 

Mr.  Thorne.  But  they  did  vary  when  the  minimum  was  fixed.  I 
repeat  that ;  the  minimum  was  fixed  in  the  period  that  I  am  marking 
with  my  finger  [indicating]  over  to  June,  1920 ;  there  was  not  what 
you  would  call  a  fixed  price ;  it  was  a  fixed  minimum. 

Now,  here  [indicating]  is  where  you  have  a  free  play,  practically, 
of  the  futures  market  on  corn.  Now,  did  the  existence  ox  the  future? 
market  tend  to  stabilize  the  prices  ? 

In  that  connection  I  want  to  call  attention  to  fluctuations  in  De- 
cember contract  wheat  at  Chicago — ^the  range  of  daily  quotations 
by  month.  Those  lines  [indicating]  show  the  range,  tt  is  not  very 
steady.  It  is  not  staMlized.  We  had  another  chart  showing  the 
situation  in  July.    I  have  the  figures  here:  On  June  1,  1990,  the 

S rices  of  No.  2  hard  winter  wheat  were  from  $2  95  to  $2.96.  From 
une  1  to  July  15,  the  fluctuations  were  from  $2.78  to  $8.01,  or  a 
variation  of  28  cents.  On  July  15  the  price  was  $2.92  flat.  From 
July  16  to  July  31  the  range  was  from  $2.92  to  $2.30,  or  a  fluctuation 
of  62  cents. 

The  Grovemment  price  control  ceased  on  May  30.  From  June  1  to 
July  16  there  was  no  dealing  in  futures.  During  that  period,  with- 
out dealing  in  futures,  the  fluctuation  was  28  cents  during  that 
month  and  a  half.  During  the  next  two  weeks  the  fluctuation  was 
62  cents  or  over  twice  as  great  as  when  the  futures  were  reestab- 
lished, as  they  were  during  the  month  and  a  half  previously,  when 
there  were  no  futures  and  the  price  control  did  not  exist. 

In  regard  to  the  volume  of  futures  at  that  time  I  have  the  figures 
which  show  that  wheat  futures  were  only  25,000,000  bushels ;  that  is, 
from  July  15  to  July  81  of  wheat  there  were  only  25,000,000  bushels. 
The  com  futures  were  1,240,000,000  bushels ;  and  the  oats,  416^000,000 
bushels;  a  total  of  1,666,000,000  bushels  as  compared  with  25,000,000 
bushels  in  the  wheat  futures. 

Does  the  absence  of  a  large  volume  of  futures  in  wheat  demon- 
strate to  you  a  lack  of  effective  futures  or  does  it  demonstrate  the 
lack  of  buyers  with  plenty  of  sellers?  Certain  people  were  timid 
about  buying  the  futures ;  nobody  can  ouestion  that.  The  only  thin^ 
it  tends  to  show  is  that  the  presence  of  the  futures  market  certainly 
did  not  stabilize  the  prices. 

Mr.  McKiNi-EY.  I  want  to  ask  you  if  you  can  tell  me  when  the 
new  wheat  came  in? 

Mr.  Thornb.  I  do  not  know. 

Mr.  McKiKUBT.  Does  not  that  have  an  effect  on  the  market? 

Mr.  Thorkb.  I  do  not  think  that  that  would  cause  such  a  large 
fluctuation  in  future  prices.  I  do  not  think  that  it  would  affect  the 
volume  of  trading  in  futures  to  that  extent. 
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Mr.  McKiKLEY.  Do  you  not  think  that  the  prospect  of  a  big  new 
<2rop  of  wheat  with  the  old  crop  of  millions  of  bushels  of  wheat  in 
'the  farmers'  hands  would  have  an  effect  on  futures? 

Mr.  Thorne.  Certainly  that  would  have  an  effect. 

Mr.  McKiNLEY.  Well,  was  that  not  the  case  this  year? 

Mr.  Thorne.  But  would  that  also  have  such  an  effect  as  to  elimi- 
xiate  the  wonderful  stabilizing  effect  of  the  futures  market?  I 
'thought  the  purpose  of  the  futures  market  was  to  take  care  of  such 
SL  condition. 

Mr.  McKiNUEY.  There  is  no  question  about  that.  But  if  you  have 
An  immense  crop  coming  on,  buyers  will  not  buy  futures. 

Can  you  tell  me,  Mr.  Thome,  right  in  connection  with  that,  what 
was  the  price  of  wheat  after  that  time?  You  quoted  the  prices  for 
six  weeks. 

Mr.  Thorne.  I  can  give  it  for  any  date  that  you  want,  if  you  will 
name  the  date.    What  date  is  it? 

Mr.  McKiNLEY.  What  was  the  last  date  that  you  gave — July  15  ? 

Mr.  Thorne.  The  last  date  I  gave  was  July  31. 

Mr.  McKiNiET.  Can  you  tell  me  what  the  price  was  about  Septem- 
ber 1? 

Mr.  Thorne.  September  1  the  low  price  was  $2.50^'  and  the  highest 
Tvas  $2.58. 

Mr.  McKiNLEY.  At  that  time  the  estimate  of  the  department 
showed  how  much  wheat  we  were  going  to  have,  or  about  how  much 
-we  were  going  to  have  ? 

Mr.  Thorne.  I  want  to  say  that  I  do  not  question  at  all  but  what 
the  economic  forces,  and  estimates  of  supply  and  demand,  affect  the 
market.    Nobody  questions  that  for  an  instant. 

The  only  question  that  I  was  raising  was,  was  whether  the  existence 
of  the  futures  market  tends  to  offset  those  things  and  stabilize  the 
market. 

As  to  the  volume  of  hedging,  I  gave  you  some  total  figures.  I 
want  to  say,  in  regard  to  elevators  hedging,  that  I  have  here  a  table 
showing  tne  amount  of  hedging  performed  in  different  States  by 
country  elevators.  It  is  quite  interesting  to  me;  I  will  be  glad  to 
file  it  with  the  committee,  if  you  care  to  have  it.  It  is  taken  from 
the  report  of  the  Federal  Trade  Commission. 

It  indicates  that  41  per  cent  plus  of  the  country  elevators  hedged, 
and  that  9.8  per  cent  of  them,  in  addition  to  that,'  hedged  sometimes. 
This  varies  in  different  parts  of  the  country. 

In  the  State  of  Iowa  the  country  elevators  hedged — which  includes 
both  the  line  and  the  farmers — 18  per  cent.  In  the  State  of  Kansas, 
5.5  per  cent;  in  Nebraska,  15  per  cent.  When  you  get  up  into  the 
Northwest  the  situation  changes.  In  North  Dakota,  91  per  cent 
hedge;  in  Minnesota,  66  per  cent.  When  you  get  down  into  the 
Southwest  the  opposite  extreme  exists.  In  Oklahoma  about  4J'  per 
cent  hedge ;  in  Wisconsin,  less  than  1  per  cent  hedge ;  in  the  mountain 
and  Pacific  district,  IJ  per  cent  hedge;  in  the  middle  Atlantic  divi- 
sion, less  than  1  per  cent;  in  the  southern  division,  less  than  2  per 
cent. 

In  connection  with  that  there  is  this  striking  situation:  In  the 
Northwest,  where  the  largest  hedging  exists  and  the  percentage  of 
elevators  reporting  hedging  is  the  largest,  we  also  find  tne  proportion 
of  times  commission  houses  are  reported  as  source  of  loans  to  all 
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sources  reported  to  be  the  largest.  The  proportion  of  loans  frum 
commission  houses  in  North  Dakota  is  33  per  cent.  That  is  whert 
the  hedging  is  the  largest.  In  Montana,  which  is  the  second  largest, 
the  amount  of  loans  from  the  commission  houses  is  24  per  cent. 
When  you  get  down  into  Oklahoma,  where  the  hedging  is  the  least, 
or  about  the  least,  the  proportion  of  times  commission  houses  are 
reported  as  source  of  loans  to  all  sources  reported  is  less  than  1  per 
cent.  In  Kansas  it  is  0.44  per  cent;  in  Missouri,  8.82  per  cent:  in 
Wisconsin,  8  per  cent. 

If  you  desire,  I  will  file  that  report. 

The  Chairman.  Without  objection,  it  may  be  incorporated  in  tlie 
record. 

(The  report  referred  to  is  as  follows :) 

Table  75. — Proportion  of  elevators  in  Hpeclfted  States  reportinff  hedging  in  t-OM- 
parison  tcith  the  prevalence  of  commission-house  financing. 
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M.ee  1 

10.  % 

Karth  Dakota 

Montana 

Minnesota 

South  Dakota 

Nebraska 

niinots 

Iowa 

Kansas 

Indiana 

Micfainn. 

Ohio."!! 

Missouri 

Oklahoma 

Wisconsin 

All  elevators 

>  The  question  asked  was,  "Is  it  a  custom  to  hedge  your  grain  purchases?"  The  answers  fdl  into  ftur 
divisions,  "Yes,"  "To  some  extent,"  "No,"  and  "Only  by  floor  sales,"  as  appears  from  Table  73.  In 
this  discussion  answers  to  the  first  two  classes  have  been  combined  and  those  to  the  last  two.  The  first 
two  classes  employ  hedging  in  varying  degrees,  and  hedging  by  flour  sales  is  a  type  of  hedging  of  a  radicaUy 
different  character  from  hedging  in  grain  (Vol.  VII). 

*  Appendix  Table  20. 

Mr.  McLaughun  of  Michigan.  What  do  you  conclude  from  tliai  i 

Mr.  Thorne.  I  am  told — I  do  not  know  personally — that  the  com- 
mission houses  urge  the  hedging.  This  would  tend  to  indicate  that 
where  the  commission  houses  are  making  the  most  loans  the  hedging 
is  the  largest. 

Mr.  RiDDiCK.  Mr.  Thorne,  your  statement  perhaps  is  true,  but  this 
also  is  true,  I  think,  that  there  is  a  wide  fluctuation  in  the  price  of 
the  same  grades  in  tne  Northwestern  States,  and  for  that  reason  th^y 
sell  wholly  by  sample,  and  for  that  reason  they  hedge  their  grain. 
Where  a  certain  ^ade  of  wheat  sells  for  the  same  price  regularly 
they  can  easily  sefi  their  futures.  1  mean  if  they  have  a  carload  oi 
gram,  they  can  sell  their  grain  bv  grade,  but  in  the  Xorthwesterii 
country  they  sell  it  by  sample  ana  not  by  grade,  and  so  they  hedgt 
their  grain  until  the  car  reaches  the  terminal  market. 

Mr.  Thorne.  I  want  to  say  that  notwithstanding  the  large  volume 
of  hedging  in  that  territory  we  find  Mr.  Anderson,  a  member  of  the 
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oommittee  of  17,  who  is  in  charge,  I  believe,  of  something  like  70 
farmers'  elevators  up  in  that  region,  is  one  of  the  strongest  opponents 
that  we  have  to  the  short  selling. 

I  also  want  to  say  that  Senator  Ladd,  recently  elected  United 
States  Senator  from  North  Dakota,  in  the  same  territory,  is  one  of 
our  strongest  opponents  to  short  selling. 

I  have  nere  a  lona  series  of  decisions  in  regard  to  the  interpreta- 
tion of  that  phrase,"' intent  to  deliver";  and  if  I  may  be  permitted, 
I  would  like  to  file  a  list  of  the  cases  where  that  point  has  been 
discussed  along  the  same  lin^  as  the  cases  that  I  have  quoted  from. 

In  regard  to  that  expression,  ''  intent,"  I  also  want  to  call  your 
attention  to  a  booklet  circulated  by  the  Board  of  Trade  of  Chicago, 
the  cover  page  of  which  reads : 

"  Hedging  "  in  the  futures  market ;  by  Rollin  B.  Smith ;  compliments  of  the 
Board  of  Trade  of  the  city  of  Chicago;  copyright  1919  by  RoUin  R.  Smith, 
Chicago,  111. 

On  page  6  we  find  the  following  [reading] : 

Transactions  in  the  futures  marlcet  of  a  grain  exchange  are  not  comparable 
with  any  other  commercial  transaction.  All  attempts  to  draw  parallels  must 
inevitably  result  in  failure.  A  horse,  a  bill  of  goods,  or  any  other  commodity 
may  be  sold  for  future  delivery,  but  the  contract  is  between  parties  who  have 
the  article  or  whose  business  is  to  get  it  on  the  one  hand  and  parties  on  the 
other  who  want  or  deal  in  the  actual  commodity  purchased. 

In  the  futures  market,  as  already  stated,  a  large  part  of  the  trading  and  of 
the  transactions  is  in  the  nature  of  protection  or  insurance  or  for  speculative 
purposes;  therefore  actual  delivery  or  acceptance  of  the  commodity  is  some- 
times not  intended  or  desired  by  the  principals,  but  is  always  intended  by  the 
exchange,  members  who  make  the  contract  for  the  principals. 

Intent  exists  in  the  agent,  while  it  does  not  exist  in  the  principal. 

Now,  I  have  a  series  of  tables  from  which  these  deductions  I  have 
stated  in  the  record  were  compiled.  I  will  leave  them  with  you, 
Mr.  Chairman,  and  you  can  determine  whether  you  desire  to  print 
them  or  not. 

First,  I  have  a  table  showing  the  receipts  of  wheat,  corn,  oats,  rye, 
and  barley  at  10  of  the  principal  western  river  and  lake  ports  for  the 
years  1914-1918,  inclusive.  This  shows  that  the  receipts  at  the  other 
nine  points  were  three  times  as  great  as  the  actual  receipts  at  the 
Chicago  market  of  grain,  but  when  we  are  dealing  with  futures  we 
find  that  the  futures  transactions  in  the  Chicago  market  are  over  six 
times  as  great  as  the  future  transactions  at  the  other  nine  points. 

(The  table  referred  to  is  as  follows:) 

Receipts  of  toheat,  comt  oats,  rye,  and  barley  at  10  of  the  principal  western 
river  and  Lake  ports  for  the  years  1914-1918,  inclusive} 


Wlieat.... 

Com 

Osts 

Rye 

Barley 

Total 


19U 


Bushels, 
4221773,000 
281,08^000 
266, 397;  000 
19,775,000 
80,215,000 


1,029,198,000 


1915 


BushOs. 
442,841,000 
215,016,000 
261,139,000 
21,509,000 
100,623,000 


1916 


Bushels, 
432,613,000 
228,508,000 
812,995,000 
23,104^000 
113,251,000 


1, 041, 128^  OOOll,  110^  461, 000  838, 919, 000 1, 094, 268, 000 


1917 


Bushels. 

262,774,000 

190,434,000 

280,195,000 

22,633,0001 

82,883,000 


1918 


Bushels. 
390,277,0001 
275,200,0001, 
322,006,0001 
82,468,000 
73,413,000 


Total. 


Bushels. 

951,17&000 

140,205,000 

443,632,000 

119,484,000 

459,385,000 


Average. 


Bvshels. 
390,235,600 
228,059,000 
288,726,400 
23,806,800 
91,877,000 


5, 113, 974, 000 1, 022, 794, 800 


1  Compiled  from  Animal  Report  of  the  Chicago  Board  of  Trade  (1918). 

&Iarket8:  Chicago,  Minneapdls.  Pulutb,  St.  Louis,  Milwaukee,  Kansas  City,  Omaha,  Peoria,  Toledo, 
Detroit. 
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As  to  the  volume  of  futures,  I  have  here  a  table  showing  the  voluine 
of  futures  estimated  for  Chicago  and  for  other  markets,  taken  from 
the  Federal  Trade  Commission's  recent  report  previously  cited, 
volume  5. 

First.  An  estimate  made  by  the  Federal  Trade  Commission :  For 
a  period  of  21^  months  from  December  1, 1914,  to  September  8,  1916. 
of  18j414,000,000  bushels  per  year  based  on  tax  returns  from  members 
of  the  Chicago  Board  of  Trade. 

Second.  An  estimate  also  made  by  the  Federal  Trade  Commissiou 
for  the  four-year  period  1914-1918,  based  on  clearances  for  the  Chi- 
cago Exchange  of  16,700,000,000  bushels  per  year,  this  figure  bein*: 
somewhat  lower  than  the  former  figure  due  to  the  elinunation  of 
future  trading  in  wheat  after  August,  1917.  The  average  for  the 
three  years  1915, 1916,  and  1917  would'be  about  19.600,000,000  bushels. 

We  also  have  in  a  recent  press  release  of  the  I>  ederal  Trade  Com- 
mission an  estimate  of  the  volume  of  future  trading  for  the  months 
of  August,  September,  and  October,  of  1920,  which  if  multiplied  by 
four  to  put  it  on  a  yearly  basis  would  give  us  a  figure  of  a|>- 
proximately  16,700,000,000  bushels  for  the  Chicago  market. 

Mr.  McKiNLEY.  Is  that  just  of  wheat? 

Mr.  Thornb.  No  ;  of  all  grain — wheat,  com,  oats,  rye,  and  barley. 
During  that  period  it  is  stated  that  the  wheat  futures  had  not  yet 
gotten  back  to  the  normal  volume,  being  only  about  30  per  cent 
instead  of  50  per  cent. 

Mr.  Gates,  formerly  president  of  the  board  of  trade^  states  that  the 
wheat  futures  normally  approximate  50  per  cent.  He  so  stated  to 
this  committee,  and  used  that  figure  when  he  estimated  that  the  total 
volume  of  futures  in  wheat  to  be  10,000,000,000  bushels.  Ifcr.  Boyle 
in  his  book  estimates  it  to  be  about  11,000,000,000  bushels.  The 
objections  to  Mr.  Boyle's  computation  are  as  follows:  First,  it  is 
based  upon  a  single  day ;  second,  it  is  based  upon  a  day  when  there 
was  no  dealing  m  futures  in  wheat,  August  25,  1919;  third,  it  is 
the  refeult  of  a  private  investigation,  without  the  power  of  the  Gov- 
ernment back  of  it,  many  firms  declined  to  give  him  their  figures. 
One  or  two  told  me  so  in  person,  that  they  had  declined  to  do  so,  so 
that  it  must  be  approximation  or  else  a  number  of  parties  were  left 
out. 

For  these  several  reasons  I  do  not  believe  that  to  be  a  reliable 
estimate.  As  a  result  of  the  various  figures  I  have  stated  I  think  it 
is  fair  to  say,  as  a  conservative  estimate,  that  the  total  number  of 
grain  future  transactions  approximates  from  18,000,000,000  to  IS.- 
500,000,000  bushels,  and  that  the  wheat  future  transactions  approxi- 
mate from  9,000,000,000  to  9,250,000,000  bushels  annuallv. 

Using  the  percentages  adopted  by  Mr.  Boyle  as  to  the  proportioc 
dealt  in  by  members  of  the  exchange  on  full  commission  and  those 
bj  other  members  on  half  commission,  we  estimate  the  total  commis- 
sions on  futures  market  aggregate  $15^600,000  aimually. 

In  regard  to  the  0.28  per  cent  of  js^i^am  being  available  for  deliverie^ 
on  future  contract  at  Chicago,  I  will  give  the  basic  facts  from  whi('h 
that  figure  was  deduced.  The  rules  provide,  I  believe,  that  the  »!*»* 
livery  and  future  transactions  must  be  from  regular  elevators^  j^lu- 
deliveries  from  cars  on  tracks  during  the  last  three  days  of  th* 
delivery  month.  We  have  taken  the  average  for  five  years,  and  thrv 
added  10  per  cent  for  deliveries  from  the  tracks.  In  arriving  at  thtc 
10  per  cent  we  consulted  various  authorities  in  Chicago,  and  they  al! 
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aid  this  was  a  very  liberal  estimate.    One  man  on  the  exchange  said 
t  was  not  over  2  per  cent. 
(The  table  referred  to  is  as  follows:) 

BXHIBIT  I. 

^Jiovoing  the  amount  of  different  kiwis  of  grain  shipped  from  public  elevators 
of  Chicago  from  July  i,  1911,  to  June  SO,  1916,  inclusive.^ 


Tear. 


911-12 

912-13 

913-14 

914-15 

915-16 

Total  busheb  for 

5  ymis 

%.verage  per  year 


Wheat. 


16,823,601 
17,737,480 
20,645,113 
15,447,178 
11,960,430 


82.622,811 
16,^5612 


Com. 


Bushdf. 

9,582,007 

9,600,137 

18,915,302 

12,606,640 

0,301,972 


66,006,958 
11,001,^6 


Oats. 


Btt»M9. 
13,527,283 
4,982,450 
18,788,473 
24,231,111 

11, 100,  on 


72,629,088 
14,^997.6 


Bye. 


Buthdt. 
4,094 
183,135 
3,329 
2,966 
9,017 


208,541 
40,50&2 


Barley. 


BuahOt. 

n,379 
216,395 

68,450 
858,715 

86,842 


1,301,781 
280,356.2 


Total. 


BuBkds. 
40,009,264 
32,719,507 
53,42(^667 
53,146,610 
32,4671941 


211,764.079 
42,352,81&8 


1  Compiled  from  the  anxmal  reports  of  the  Illinds  State  grain  inspeetion  department. 

As  to  the  figure  of  325,000,000  bushels,  the  average  number  of 
bushels  received  at  the  Chicago  market,  I  have  a  table  showing  the 
totals  for  a  period  of  five  years. 

(The  table  referred  to  is  as  follows:) 

Receipts  of  wheat,  com  oats,  rye,  and  barley,  in  bushels,  at  Chicago,  by  crops, 

for  years  ending  July,  19H,  to  1918,  inclusive.^ 


Wheat 

G>ni 

Oats 

Rye 

Barley 

Total 


1914 


50,824,000 

84,964,000 

105,738,000 

3,206,000 

25,033,000 


200,755,000 


1915 


107,718,000 

116,348,000 

142,976,000 

3,244,000 

25,418,000 


395,704,000 


1016 


84,800,000 

100,763,000 

150,478,000 

5,652,000 

33,147,000 


374,840,000 


1917 


56,647,000 

78,690,000 

141,797,000 

5.543,000 

26,669,000 


312,256,000 


1918 


13,734,000 

99,860,000 

134,315,000 

3,766,000 

21,127,000 


272,802,000 


Total, 


313,723,000 
480,615,000 
678,304,000 
21.321,000 
131,394,000 


1,625,357.000 


1  Compiled  from  Annual  Report  of  the  Chicago  Board  of  Trade  (1919.) 
Average,  325,071,400  bushels. 


Cite 

entitled  .,  .  .     ^     .  

an  article  in  the  World's  Work  for  December,  1920,  on  page  199,  by 
Arthur  B.  Beeves. 

As  to  the  earnings  at  Monte  Carlo,  we  cite  a  work  entitled  "  Mon- 
aco and  Monte  Carlo,"  by  Adolph  Smith,  where  he  estimates 
the  gross  receipts  to  be  £1,600,000  m  1912.  We  have  recently  had 
a  conference  with  a  former  employee  of  the  company  which  operates 
the  Casino.  This  gentleman  stated  that  the  receipts  of  the  com- 
pany  raged  from  $5,000,000  to  $12,000,00()per  year. 

We  also  cite  a  book  entitled  ^  Monte  Carlo — facts  and  fallacies," 
by  Hiram  S.  Maxim,  at  pages  8  and  9. 

"  Using  the  figures  for  the  Chicago  Board  of  Trade,  we  produce  tlie 
excessive  amounts  previously  stated. 

In  regard  to  the  amount  of  produce  shipped  out  of  the  county 
where  grown,  I  will  file  a  table  which  shows  the  average  during  the 
past  10  years  for  wheat  to  be  453,000,000  bushels,  for  corn  530,000,000 
bushels,  and  for  oats  377,000,000  bushels. 
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(The  tables  referred  to  are  as  foUowa :) 


Y««. 

SUppad  out. 

ftmt. 

1 

00 

Hi 

HlllWloOO 

ill 

w;  463,000 

AvoraggfiK 

'■^SZ 

•«:S:S 

- 

1,                00, 

,       S! 

oo' 
oo: 

;       S] 

oo| 

Btuhili         1 

sass 

335,  so,  000 
514,117.000  . 

B,«B,8«,000  1 

3.777,833.000  1.. 

I,a88,984,S0O 

377,783.300  ' 

Amount  of  CO 

rit  producHon;  o 

Ytu. 

Iso  amoiittt  ant. 
where  sroin 

pcrcpittage 

Production. 
Builuli. 

£00^333:000 

27,  TOD,  3M,  000 
3,770,03^  MO 

Shipped  out 
Shipped  oat. 

1 

^30iSll,000 

sao^W^ioo 

Piramup 

A-nattloriayt^ 
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111  regard  to  the  practice  of  dealing  in  puts  and  calls,  I  do  not  want 
to  undertake  to  define  those  terms.  I  understand  they  are  under- 
stood to  be  as  follows:  When  a  man  sells  a  put,  he  offers  to  buy  a 
future,  for  instance,  at  a  certain  amount  below  the  prevailing  mar- 
ket, and  the  buyer  of  the  put  has  the  option  to  sell  the  future  to  him. 
Usually  these  expire  the  next  day  at  the  close  of  the  market.  When 
he  sells  a  call,  he  offers  to  sell  a  future  at  a  certain  price,  for  instance, 
above  the  market,  and  the  man  that  buys  a  call  has  the  option  to  buy 
the  future  from  him  if  he  sees  fit,  and  this  is  usually  exercised,  under 
the  terms  of  the  contract,  by  the  close  of  the  next  day.  I  under- 
stand the  nrices  for  these  privileges  vary  f rpm  $1  to  $5— that  is,  $1 
a  thousand — and  they  usually  deal  in  5,000-bushel  lots.  I  asked  a 
member  of  the  exchange  if  these  options  were  practiced  in  to  any 
extent,  and  he  statied  that  they  were,  and  that  Mr.  J.  Ogden  Armour 
is  the  biggest  dealer  in  puts  and  calls  in  the  world.  He  sells  them 
«very  day.  It  is  estimated,  according  to  this  gentleman,  v^hose  name 
is  Mr.  John  Hill,  jr.,  that  Armour  takes  in  from  $10^000  to  $20,000 
a  day  by  that  method,  from  the  exchange.  Mr.  Hill  has  been  a 
member  of  the  exchange  for  over  40  years  and  for  several  years  has 
been  a  inember  of  the  board  of  directors.  He  is  also  the  man  that 
led  the  figlit  against  bucket  shops  successfully.  Mr.  Hill  authorizes 
the  statement  that  he  regards  this  character  of  transaction  as  the 
<5heape8t  form  of  gambling  that  can  be  practiced. 

I  want  to  say  in  that  connection  that  the  Chicago  Board  of  Trade 
has  repeatedly  condemned  dealing  in  puts  and  calls  and  ordered 
it  abolished  forthwith,  without  waiting  for  any  future  date  certain. 
Away  back  in  1892  the  directors  met  and  considered  the  situation, 
according  to  this  history  of  the  board  of  trade— 

And  in  order  to  strengthen  the  board*s  position  as  to  legitimate  trade,  an 
effort  was  made  to  stop  trading  in  puts  and  calls.  Iieading  traders  were  asked 
to  abandon  the  practice,  and  the  prlyate-wire  houses,  with  one  or  two  excep- 
tions, complied.  They  soon  resumed^  however,  charging  that  the  directors  had 
failed  to  institute  the  vigorous  campaign  against  privileges  promised  by  them. 
A  committee  consisting  of  Messrs.  Hamlll,  Allerton,  Cudahy,  Norton,  and 
Wright  next  appeared  before  the  congressional  committee,  and  President  Hamill 
stated  that  the  board  was  opposed  to  trading  in  options,  but  not  in  the  futures, 
which  he  said  maintained  prices.  He  urged  that  the  proposed  act  was  class 
legislation,  which  would  completely  revolutionize .  the  business  of  the  country. 
So  serious  was  the  situation  considered  that  the  large  loan  commission  houses 
sent  out  circular  letters  to  aU  customers  with  blank  petitions  to  be  signed  and 
forwarded  opposing  the  biU. 

While  they  were  opposing  the  elimination  of  futures,  they  were 
urging  the  elimination  of  dealings  in  privileges. 
In  1910  again  we  find  the  following  situation : 

A  lively  controversy  Immediately  arose  over  the  amendment  recommended 
by  the  directors,  and  John  Hill,  jr.,  announced  a  few  days  later  that  unless 
trading  in  indemnities  was  no  longer  practiced  he  would  ask  the  Congress  to 
stop  it  The  next  day  most  of  the  big  houses  agreed  to  discontinue  the  objec- 
tionable form  of  trading,  and  after  a  consultation  with  Attorney  H.  S.  Robblns, 
the  directors  voted  to  abolish  it,  the  new  rule  to  take  effect  immediately.  How- 
ever, in  September  an  amendment  was  passed  by  a  vote  of  550  to  105  providing 
for  trading  in  indemnities  under  certain  restrictions,  and  was  said  to  be  legally 
sound. 

Another  practice  of  the  Chicago  Board  of  Trade  that  we  think  is 
unjust  and  should  be  stopped  by  legislative  act,  if  i>ossible,  or  other- 
wise, is  that  they  refuse  to  allow  farmers'  cooperative  elevator  com- 
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fanies  maintained  on  a  cooperative  basis  to  operate  on  the  exchanges, 
know  that  in  the  testimony  of  Mr.  Gates  l^f ore  this  committee  ht 
made  the  statement  that  farmers  could  operate  on  the  exchange.  The 
statement  that  Mr.  Gates  made  was  accurate,  but  he  did  not  gi> 
further  and  state  that  cooperative  companies  can  not  operate  if  they 
remain  on  the  cooperative  basis — ^that  is,  distribute  their  profits  iii 
proportion  to  the  patronage.  The  excuse  for  this  opposition  is  that 
it  is  a  form  of  rd3ate. 

I  want  to  say  in  regard  to  that  that  the  same  question  came  up 
relative  to  the  mcome  tax  on  the  earnings  of  these  cooperative  ele- 
vators, and  these  refunds  to  the  patrons  were  not  interpreted  as  i^ 
bates  by  the  department.  The  net  result  of  barring  cooperative 
companies  from  the  exchanges  is  that  the  farmer  can  not  colIectiTelT 
market  his  grain.  He  must  do  it  throu^  a  company,  either  a  com- 
pany of  fanners  or  a  company  of  exdiange  men  or  otners,  but  he  can 
not  market  his  grain  himself ;  he  has  to  do  it  throufi;h  somebody  else. 
It  is  the  development  of  the  cooperative  principle  that  has  maae  Uiis 
neat  cooperative  movement  succeed  in  the  ^rain-elevator  business 
throughout  the  West,  and  they  do  not  want  uiem  to  get  on  the  ex- 
change. 

Our  committee  of  17  passed  the  followiii|[  resolution  in  regard  to 
that.    I  shcHild  like  to  read  this  to  the  committee  : 

The  Farmers*  Marketing  Oonnnlttee  of  Seveoteen  in  executive  sessioti  di^ 
cussed  the  fact  drawn  out  in  the  public  hearing  that  the  grain  exchanges  of  tbe 
country  deny  aU  membership  to  cooperative  companies.  While  not  anticipating 
in  any  way  the  findings  of  the  committee  and  not  recognizing  the  grain  ex- 
changes as  the  best  possible  method  of  marketing  grain,  the  committee  uniuii- 
mously  adopted  the  following  resolution : 

Whereas  the  principal  grain  exchanges  of  the  United  States  tmr  cooperati^v 
companies  that  distribute  their  profits  in  proportion  with  the  volume  of  busi- 
ness handled,  from  participating  in  the  buying  and  selling  of  fann  products: 
and  whereas,  the  same  prevents  the  producer  from  collectively  selling  their  im 
products  on  the  markets  of  the  country,  thereby  creating  a  mon<qK>Iy  in  tN^ 
hands  of  the  traders;  a  situation  which  is  not  just  and  which  is  not  in  har- 
mony with  the  spirit  of  American  institutions ;  therefore,  l>e  it  resolved,  that  w^ 
call  upon  the  Federal  Trade  Commission,  the  Attorney  General,  or  other  puhli* 
authority  to  take  such  steps  as  may  be  necessary  to  open  the  said  markets  t*. 
the  membership  of  cooperative  companies,  unlef$s  the  grain  exchanges  sltail 
voluntarily  do  the  same  at  once. 

If  Mr.  Barnes's  proposition  made  to  this  committee  were  adopted-- 
I  believe  it  was  Mr.  Barnes  or  Mr.  Hoover — as  to  some  form  of  in- 
vestigation and  supervision,  if  the  board  or  commission  was  merelj 
a  voluntary  affair,  without  power  to  act,  such  things  as  this  could 
not  be  corrected.  We  would  like  a  real  power  to  investigate  and 
supervise  the  exchanges'  status.  Whether  that  shall  be  done  under 
a  hcensing  system  or  otherwise  I  am  not  prepared  to  suggest,  but  wr 
do  believe  that  a  real  investigation  of  the  operations  of  the  exchanges, 
and  supervision  over  their  activities  is  justified.  Such  an  institu* 
tion  actually  determining  these  prices,  the  ^atest  institution  of  it^ 
character  in  the  world,  without  any  public  control,  we  believe  i> 
wrong. 

Mr.  McLaughlin  of  Michigan.  As  I  understand,  that  resolutioc 
adopted  by  the  Committee  of  Seventeen  recommends  or  calls  for  tbe 
Feoeral  Trade  Commission  to  institute  proceedings  to  compel  ihf 
grain  exchanges  to  admit  to  membership  representatives  ox  the^e 
cooperative  associations?  Has  the  Federal  Trade  Commission,  undur 
the  Jaw  under  which  it  is  operating,  authority  to  do  that! 
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Mr.  Thorne.  a  recent  action  of  that  sort  1ms  been  commenced,  I 
think,  in  Minnesota,  and  the  commission  is  conducting  an  investiga- 
tion at  the  present  time. 

Mr.  McLaughlin  of  Michigan.    How  recently  ? 

Mr.  TiNCHER.  The  hearing  is  set  for  the  7th  of  February,  accord- 
ing to  my  understanding. 

Mr.  Thorne.  As  to  their  authority  to  make  an  order  eflfective  to 
remedy  the  situation  under  existing  law  I  think  there  will  be  a  great 
ileal  of  difficulty. 

Mr.  McLaughmn  of  Michigan.  The  reason  I  asked  that  is  that 
there  is  a  bill  pending  before  this  committee  to  compel  the  exchanges 
to  admit  to  their  membership  the  representatives  of  the  cooperative 
associations.  If  the  Trade  Commission  now  has  the  authority  to  do 
that  it  will  not  be  necessary  for  us  to  report  that  bill  favorably. 

Mr.  Thorne.  I  do  not  Imow  the  constitutionality  of  such  a  meas- 
ure, but  you  have  my  judgment  about  their  ability  to  make  such  an 
order  as  1  have  just  stated. 

Mr.  McLaughlin  of  Michigan.  I  was  not  speaking  of  the  consti- 
tutionality of  the  law,  but  do  you  think  that  under  the  terms  of  the 
law  relating  to  the  Federal  Trade  Commission  they  have  that  au- 
thority? 

Mr.  Thorne.  As  previously  stated,  sir,  under  existing  statutes  I 
think  that  it  would  be  very  mfficult  to  make  an  effective  order. 

Mr.  Hutchinson.  If  the  board  of  trade  should  admit  farmers^  co- 
operative societies  to  act  on  the  exchanges  would  they  withdraw  their 
opposition  to  this  bill,  whether  it  is  right  or  wrong? 

Mr.  Thorne.  If  the  exchanges  will  observe  the  order.  It  will  not 
have  an3rthing  to  do  with  the  question  of  dealing  in  futures,  but  one 
of  the  bills  before  jou  provides  the  power  of  investigation  of  their 
activities,  and  making  orders,  and  the  same  thing  has  been  suggested 
that  there  should  be  some  sort  of  commission  or  board  created,  by 
Mr.  Hoover  or  Mr.  Barnes  in  previous  hearings  before  the  committee, 
and  that  is  why  I  make  that  comment. 

Mr.  Hutchinson.  The  opposition  is  not  entirely  because  they  can 
not  act  on  the  board  of  trade? 

Mr.  Thorne.  Not  at  all ;  that  does  not  go  to  that  point  at  all. 

One  other  proposition  was  brought  out  in  the  previous  hearings 
relating  to  the  crop  reports.  The  facilities  for  gathering  news  for 
members  of  the  exchange,  of  course,  are  very  great.  We  have  one 
news-gathering  agency  in  the  Department  of  Agriculture.  A  ques- 
tion was  raised  as  to  whether  the  present  authority  was  not  sufficient 
in  that  connection.  An  examination  of  the  statutes,  I  think,  will 
show  you  that  this  news  is  gathered  in  the  following  way :  The  De- 
partment of  State  gathers  news  which  it  thinks  is  necessary,  and  re- 
ports what  it  deems  necessary  to  the  Department  of  Agriculture ;  that 
is,  a  certain  character  of  news.  On  the  other  hand,  the  Treasury 
Department  gathers  other  data  and  reports  to  the  Department  of 
Agriculture  what  it  deems  necessary.  The  two  laws  now  on  the 
statute  books  I  will  be  glad  to  cite  in  connection  with  my  testimony. 

In  other  words,  we  have  a  Department  of  Agriculture  not  in  con- 
trol of  the  news-gathering  agencies  at  all.  It  has  to  get  its  news 
second-hand.  I  understand  that  62  per  cent  of  the  exports  of  this 
country  are  farm  products,  and  a  large  portion  of  that  is  grain,  and 
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I  am  further  informed  that  the  gathering  of  news  by  the  various 
agencies  of  our  Goremment  relatiye  to  manufactures  and  other  com- 
mercial products  is  very  extensive;  and  further,  that  they  gather 
practically  no  news  at  tlie  present  time  and  report  the  same  promptly 
with  reference  to  our  farm  products. 

T  do  not  say  no  news«  but  I  say  practically  none,  that  it  is  in> 
finitesimal  in  amount  compared  to  the  other,  and  I  think  the  only  way 
to  correct  that  is  to  put  the  power  definitely  in  the  hands  of  the 
Department  of  Agriculture,  ebminate  duplication  and  let  them  issue 
instructions.  I  do  not  advocate  the  establishment  of  new  agencies 
all  over  the  world,  but  some  method  must  be  devised  whcrroy  the 
Department  of  Agriculture  can  have  some  authority  in  the  gathering 
of  that  news. 

Mr.  Young.  I  am  confused  about  your  statement.  You  are  limit- 
ing your  statement  with  reference  to  news  gathering  agencies  as  to 
foreign  grain,  grain  produced  in  other  countries? 

Mr.  Thorne.  Yes,  sir;  I  meant  entirely  the  foreign  crop  report 
statistics.  Senator  Cummins  has  introduced  a  bill  covering  this 
proposition,  at  the  suggestion  of  the  grain  men,  and  I  think  it  was 
referred  to  this  committee. 

Mr.  Young.  While  you  are  on  that  point,  is  that  the  sole  agency 
that  we  have  for  other  commodities  such  as  cotton? 

Mr.  Thorne.  I  think  that  is  correct.  I  can  not  state  positively, 
but  I  think  that  is  correct. 

Mr.  Young.  But  our  own  local  statistics  as  to  grain,  cotton,  etc.. 
are  gathered  by  the  Department  of  Agriculture ;  the  statistics  of  our 
own  country,  I  mean? 

Mr.  Thorne.  Yes,  sir. 

Mr.  Young.  But  as  to  the  foreign  countries  they  simply  take  their 
information  second  hand? 

Mr.  Thorne.  Yes,  sir. 

Mr.  Young.  That  is  news  to  me.    I  did  not  know  that  before. 

Mr.  Laughlin  of  Michigan,  The  Department  of  Agriculture  for 
many  years  has  maintained  its  crop  estimating  force.  I  have  not 
understood  that  they  claim  that  there  is  a  lack  of  authority  to  get 
data,  but  they  have  insisted  to  us,  as  I  remember,  that  their  opera- 
tions are  effective  and  their  force  is  efficient,  and  that  they  get  all  the 
reports  they  Avant,  and  that  they  are  accurate. 

Mr.  Thorne.  I  think  you  are  wholly  misinformed,  because  I  my- 
self have  consulted  with  representatives  of  the  Department  of  Agri- 
culture in  regard  to  this,  and  the  bill  was  drafted  in  conjunction 
with  them. 

The  Chairman.  But,  after  all,  the  departments  referred  to  have 
their  agents  scattered  all  over  the  world,  and,  as  a  matter  of  economy, 
that  machinery  can  be  utilized. 

Mr.  Thorne.  I  do  not  think  we  should  duplicate  the  service. 

The  Chairman.  One  department  can  ask  some  other  departmen* 
for  information. 

Mr.  McLaughlin  of  Michigan.  I  think  you  are  entirely  right,  that 
if  the  Department  of  Agriculture  is  to  gather  this  data,  they  shoak' 
have  authority  to  get  at  the  real  sources  of  information*  but  I  d: " 
not  understand  that  they  complain  now  of  a  lack  of  authority  t 
(collect  data. 
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Mr.  Thobne.  The  statutes  I  think  you  will  find  exactly  as  I  have 
stated.  I  do  not  advocate  the  duplication  of  local  agencies  through- 
out the  world.  That  would  be  too  expensive  and  costly,  but  I  do 
think  you  should  establish  certain  re^onal  departments  where  there 
can  be  placed  expert  men  acquainted  with  farm  products  who  can 
supervise  the  gathering  of  this  data  in  different  parts  of  the  world 
and  see  that  it  is  gathered  and  reported  to  Washington.  That  would 
not  be  a  large  expense. 

Mr.  McLaughlin  of  Michigan.  But  as  to  the  work  of  the  Depart- 
ment of  Agriculture  itself  in  gathering  data  in  this  country,  what 
authority  does  it  lack,  or  wherem  do  you  find  that  it  lacks  authority  ? 

Mr.  Thorne.  I  do  not  claim  that  it  lacks  authority  in  that  matter. 
As  to  the  gathering  of  statistics  from  abroad,  I  have  previously 
stated  it. 

Mr.  McLaughlin  of  Michigan.  I  misunderstood  you. 

The  Chairman.  But  inasmuch  as  the  Department  of  Commerce 
has  its  people  scattered  over  the  world,  and  so  has  the  State  Depart- 
mentp  it  seems  to  me,  as  a  matter  of  economy,  that  those  people  should 
be  utilized  to  furnish  this  information. 

Mr.  Thorne.  I  think  you  are  correct. 

The  Chairman.  And  that  we  are  not  warranted  in  employing  an 
additional  force  where  we  already  have  the  force  required. 

Mr.  Thorne.  I  think  you  are  correct  to  the  extent  that  I  previously 
stated,  Mr.  Chairman,  but  I  do  think  that  there  shoula  be  these 
agricultural  experts,  a  dozen  or  10  scattered  in  different  parts  of  the 
world,  to  supervise  the  gathering  of  agricultural  statistics,  and  to 
see  that  they  are  gathered  and  reported  promptly  to  Washington. 

The  Chairman.  The  Department  of  Agriculture  has  men  scat- 
tered over  the  world.   They  are  experts,  and  they  select  them. 

Mr.  Thorne.  Mr.  Chairman,  the  statement  1  just  made  I  made 
at  the  very  suggestion  of  the  department. 

The  Chairman.  I  know  they  nave  them. 

Mr.  Thorne.  Then  I  have  heen  misinformed. 

The  Chairman.  They  have  appeared  before  this  committee. 

Mr.  Thorne.  In  different  parts  of  the  world,  abroad? 

Th  Chairman.  Yes,  indeed ;  and  have  told  us  about  their  achieve- 
ments. 

Mr.  TiNCHER.  Doyou  mean  that  ? 

The  Chairman.  Tiie  Texas  man  was  here  before  the  committee. 

Mr.  Tincher.  The  Texas  man  who  was  before  the  committee  was 
advocating  just  what  Mr.  Thome  is  now  advocating.  He  had  been 
abroad  as  a  result  of  the  war  and  came  to  realize  the  necessity  for 
just  the  thing  that  Mr.  Thome  is  talking  about. 

The  Chairman.  A  man  called  at  my,  office  only  a  short  time  ago 
and 

Mr.  Tincher.  I  remember  the  Texas  man  well. 

Mr.  Thorne.  Is  he  permanently  outside  of  the  boundaries  of  this 
country  ? 

The  Chairman.  I  assume  he  goes  wherever  he  is  assigned  or  sent. 

Mr.  Tincher.  No  ;  the  Texas  man  went  outside  of  this  coimtry  by 
reason  of  the  war,  on  some  other  work. 

The  Chairman.  He  went  to  South  America. 


950  FUTURE   TRADIXCf. 

Mr.  TiNOHER.  And  he  claimed  to  have  discovered  the  necessity  for 
our  having  agricultural  experts  in  the  other  countries,  and  was 
advocating  about  the  same  thing  that  jou  advocate. 

The  Chairman.  A  very  excellent  idea,  so  that  he  can  apply  for 
one  of  those  positions. 

Mr.  Thorxe.  Mr.  Chairman,  I  am  simply  amazed  at  the  statement 
that  experts  are  stationed  permanently  at  points  throughout  the 
world  to  supervise  the  gathering  of  agricultural  statisti(*s.  with 
power  to  require  them  to  be  gathered  by  local  agents  now  existin<r 
throughout  the  world,  because  I  have  been  informed  directly  to  the 
contrary,  and  I  have  likely  misinformed  Senator  Cummins,  because 
if  that  be  the  case  he  would  not  have  introduced  a  bill  in  regard  to  it. 

The  Chairman.  Not  permanently.  I  said  that  they  are  scattere^l 
over  the  world.  I  do  not  know  how  many,  but  they  are  beinp  em- 
ployed. 

Mr.  Thorne.  In  regard  to  the  cooperative  elevators,  I  wanted  to 
find  out  their  attitude  in  regard  to  the  bill  pending  before  the  com- 
mittee, so  I  sent  out  an  interrogatory,  without  any  argument  or  dat;i 
attempting  to  influence  their  conclusions.  The  entire  communication 
reads  as  iSUows: 

Dear  Sir  :  The  House  Committee  on  Agi-iculture  has  re<iueste<l  Die  to  appear 
before  them  on  Tuesflny,  .Taniiary  25,  in  reganl  to  the  law  taxing:  futures  on  the 
grain  exchanges. 

I  desire  your  views  l)y  return  nwiH  on  the  following  questions: 

1.  Do  you  favor  le^slation  Simulating  speculation  in  futures  from  the  sniiii 
markets,  providing  the  opportunity  to  hedge  is  preserved  ? 

2.  Do  you  favor  legislation  eliminating  speculation  in  futures  from  the  grain 
market,  even  though  it  would  restrict  or  prevent  hedging  on  the  markets? 

Please  do  not  fail  to  reply  by  return  mall. 

This  letter  was  addressed  to  the  board  of  directors  of  the  Farmers' 
National  Grain  Dealers'  Association.  The  location  of  these  I  have 
indicated  by  this  little  map,  12  States  in  the  central  part  of  the  coun- 
try. In  those  States  approximately  09  per  cent  of  the  wheat  is  pro- 
duced and  approximately  61  per  cent  or  the  com  is  produced,  hase^l 
upon  the  1919  figures,     t  received  replies,  I  think,  from  nine  State>. 

Mr.  S.  J.  Cottington,  president  oi  the  or^nization  in  Iowa,  an- 
swered yes  to  both  interrogations.  In  answer  to  the  second  he  say?. 
"Yes;  stop  the  future  speculation." 

The  balance  practically  all  answer  in  the  affirmative  to  the  iirst 
interrogatory  and  in  the  negative  to  the  second  interrogatory. 

I  have  here  an  answer  from  Mr.  E.  E.  Evans,  secretary  of  the  Mis- 
souri association,  to  that  effect:  also  an  answer  from  P.  E.  DonnelK 
E resident  of  the  Missouri  organization,  to  that  effect ;  also  from  Mr. 
awrence  Farlow,  secretary  of  the  Illinois  association,  to  that  effect : 
also  from  Mr.  J.  S.  Minch.  president  of  the  Indiana  association,  to 
that  effect:  also  from  Mr.  Charles  S.  Latchaw,  secretary  of  the  Ohio 
association,  to  that  effect. 

Mr.  PiTRNELL.  Is  that  the  individual  judgment  of  the  man  signing 
the  communication? 

Mr.  Thorke.  That  was  all. 

Mr.  PuRNELi..  There  was  no  i*eferenduni  to  the  stockholders  or 
other  people  interested  ? 

Mr.  Thorne.  No,  sir;  it  is  just  an  indication  of  the  trend  of  opinion 
on  the  subject. 
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Mr.  PuRNELL.  As  indicated  by  the  individual  officers? 
Mr.  Thorke.  Yes,  sir ;  by  the  president  and  secretary,  who  consti- 
tute the  board  of  directors  of  the  national  association. 

Mr.  M.  C.  Gaulke,  Grand  Forks,  N.  Dak.,  replied  as  follows : 

I  am  in  favor  of  eliiuliiating  some  speculating,  but  the  future  market  should 
be  preserved  for  the  benefit  of  grain  dealers  that  must  protect  their  purchases 
and  sales. 

Mr.  A.  F.  Nelson,  secretary  of  the  Minnesota  association^  answers 
the  first  interrogatory :  ^'  Yes ;  if  it  can  be  done,"  and  answers  the  sec- 
ond interro^tory  in  the  negative. 

Mr.  Charles  H.  Eyler,  secretary  of  the  South  Dakota  association, 
writes  as  follows : 

You  asked  my  opinion  on  future  trading.  I  for  my  part  am  not  very  much 
interested  in  this  legislation,  one  way  or  the  other,  although  I  think  for  the 
present  future  trading  should  stiLnd  as  it  is  in  order  to  preserve  the  oppor- 
tunity and  advantage  of  hedging.  I  am  afraid  if  restrictions  are  placed  on  the 
option  market  on  grain  that  it  wiil  take  the  safeguard  of  Uie  insurance 
through  hedging  away  from  our  farmers'  organizations.  I  believe  that  until 
we  have  a  system  to  take  the  place  of  future  trading  it  will  be  best  to  let  it 
alone. 

Mr.  J.  B.  Brown,  of  Lamed,  Kans.,  the  president  of  the  Kfniffas 
association,  replies  in  the  affirmative  to  the  first  interrogatory,  and 
to  the  second  interrogatory,  ^^  I  am  doubtful.'' 

Mr.  B.  E.  Lawrence,  secretary  of  the  Kansas  association,  replies 
to  the  first  interrogatory,  "  We  do,"  and  to  the  second  interrogatory, 
''  Not  at  this  time." 

Mr.  Walter  B.  Jessee,  the  secretary  of  the  Oklahoma  association, 

replies  as  follows: 

Your  letter  relative  to  the  legislation  proposed  in  regard  to  the  law  taxing 
futures  on  the  grain  exchanges  received  and  contents  carefully  studied. 

I  confess  that  I  hardly  feel  qualified  to  advise  you  what  my  own  opinion, 
as  I  know  relatively  little  concerning  the  exchanges,  and  I  do  not  like  to  offer 
advice  on  mere  sentiment. 

T  do  favor  le^slation  eliminating  speculating  in  futures  from  the  grain  ex- 
changes, providing  the  opportunity  to  hedge  is  preserved. 

I  do  not  favor  legislation  eliminating  speculation  In  futures  from  the  grain 
markets  If  same  will  prevent  hedging,  providing  the  legislation  will  become 
effective  at  an  early  date.  T  take  this  position  because  I  believe  that  the  elimina- 
tion of  the  evil  without  offering  any  remedy  will  demoralize  the  market.  In 
other  words,  we  should  have  the  plan  worked  out  that  will  assume  the  duties 
and  offset  privileges  that  are  permitted  in  the  futures  and  hedging  markets. 

It  is  my  belief  that  we  should  try  to  find  some  method  of  grain  marketing  that 
is  not  based  on  speculation. 

That  is  a  complete  list  of  replies  from  all  the  parties  received  up  to 
date. 

The  Chairman.  Thank  you,  Mr.  Thome. 

Mr.  Atheson  desires  to  submit  a  statement  to  the  committee. 

FoBT  DoDOE,  Iowa, 

January  22,  1921. 
Mr.  Clutobd  Thorne. 

/-|i4  Lytton  Building,  Chicago,  111. 
In  re  speculation  In  grain. 

Dear  Mb.  Thobne  :  Yours  of  Jannary  17  at  hand  asking  the  following  ques- 
tions : 

1.  "  Do  you  favor  legislation  ellmlnnting  speculation  In  future  from  the  grain 
markets,  providing  the  opportunity  to  hedge  Is  preserved? 

2.  "  Do  you  favor  legislation  eliminating  speculation  in  future  from  the  grain 
markets,  even  though  it  would  restrict  or  prevent  hedging  on  the  markets?" 
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We  have  replied  under  date  of  January  22  by  wire  as  follows : 

"  Replying  to  your  letter  of  the  17th  we  favor  elimination  of  short  sellin^L 
It  is  quite  probable  that  Individual  farmers  would  prefer  entirely  ellmlnatlnz 
speculation.  Hardly  enough  data  Is  at  hand  to  determine  whether  or  not 
speculation  would  be  entirely  eliminated  in  case  it  would  restrict  or  prevent 
hedging." 

To  be  frank  with  you,  although  there  has  been  considerable  agitation  relative 
to  the  proposition  of  entirely  eliminating  speculation  from  the  grain  markets,  a? 
mentioned  in  our  telegram,  there  is  hardly  sufficient  data  to  put  us  in  posltloo 
to  adequately  answer  this  question.  It  would  appeal  to  us  that  the  report  of 
the  Federal  Trade  Commission  ought  to  be  of  more  value  to  you  in  determining^ 
your  position  than  the  personal  opinion  of  any  man  connected  with  this  move- 
ment. 

We  realise  that  the  individual  farmer,  In  the  main,  favors  a  proposition 
Wherein  speculation  would  be  entirely  removed.  The  individual  farmer,  how- 
ever, does  not  realize  the  fact  that  there  is  a  certain  speculative  risk  in  carryinc 
his  own  grain  in  the  bin.  He  does  not  realize  that  he  is  taking  a  similar  risk 
to  the  man  who  buys  or  sells  a  future  when  he  does  not  possess  the  actual  grain. 
As  far  as  our  position  is  concerned,  we  realize  the  difference,  however,  as  far 
as  economic  principles  are  concerned,  between  the  man  who  deals  in  futures 
when  he  has  the  actual  grain  on  hand  and  the  man  who  deals  in  futures  when 
he  does  not  expect  to  either  make  or  receive  delivery.  Therefore,  it  would 
seem  that  the  elimination  of  short  selling  would  really  be  in  the  interests  of 
the  economic  progress  of  all  parties  concerned. 

Trusting  that  this  will  give  you  the  necessary  information  concerning  our 
attitude  in  this  matter  in  order  that  you  may  be  In  position  to  adequately 
present  the  situation  to  the  House  Committee  on  Agriculture,  and  awaiting  th^ 
pleasure  of  being  of  further  service,  we  are, 
Very  truly,  yours, 

Fabmebs'  Grain  Dealers  Association  of  Iowa. 
Fbank  M.  Mtibbs,  Secretary. 

Dictated  prior  to  our  convention,  but  in  the  rush  of  the  last  few  days  we  dii! 
not  get  everything  done. 

STATEMENT  OF  T.  C.  ATEXSON,  WASHINGTON  BEPEESENTATIVi; 

OF  THE  NATIONAL  ORANGE. 

Mr.  Atkeson.  The  question  of  regulating  the  various  produce  ex- 
changes  was  brought  before  the  National  Grange  at  its  last  annual 
session  in  Boston,  Mass.,  in  November,  1920,  by  a  resolution  which 
was  introduced  by  Mr.  A.  B.  Judson,  of  Balfour,  Iowa,  master  of 
the  Iowa  State  Girange,  and  also  by  reference  to  this^  su^estion  in 
the  report  of  the  committee  on  cooperation,  of  which  ^Mr.  L,  J. 
Tabor,  of  Bamesville,  Ohio,  the  master  of  the  Ohio  State  Grange, 
was  chairman.  This  was  not  the  first  time  that  this  matter  has  b^n 
considered  by  the  National  Grange,  as  the  practice  which  has  otowh 
up  on  the  various  grain  and  other  exchanges  of  dealing  in  iood». 
buying  and  selling  for  what  has  generally  been  considered  to  be 
speculative  or  gamoling  purposes,  has  been  frequently  referred  to  at 
past  sessions  of  this  boay  and  alwavs  has  been  condemned  as  harm- 
ful to  the  best  interests  of  the  people  who  produce  the  necessities  of 
life  which  are  bought  and  sold  on  these  exchanges. 

Therefore,  this  was  not  a  new  matter  when  brought  before  the 
last  session  of  the  National  G^nge,  and  the  action  ox  the  grange  in 
adopting  the  resolution  introduced  by  State  Master  Judson  and  in 
approving  the  report  and  recommendation  of  its  committee  on  co- 
operation, taken  as  they  were  after  full  consideration  and  delibera- 
tion,  may  be  said  to  fairly  represent  the  views  of  this  great  organiza- 
tion  of  farmers  which  I  wish  to  present  to  this  committee  for  your 
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consideration  and  as  the  basis  for  a  request  that  you  report  back  to 
the  House  a  constructive  measure  which  will  put  an  end,  as  far  as 
possible,  to  the  evils  which  we  believe  to  exist  in  the  present  system 
o£^dealing  in  grain,  provisions,  and  other  necessities  of  life  on  the 
grain  exchanges  of  the  United  States. 

I  now  wish  to  read  into  the  record  the  action  of  the  National 
Grange  on  these  two  matters : 

BESOLUTION    ON    OAMBLINO    IN    OSATN. 
[By  Brother  Judson.] 

« 

Whereas  it  has  been  estimated  tbat  since  July  15  the  speculators  have  sold 

or  oversold  this  year's  wheat  crop  six  or  seven  times ;  and 
Whereas,  because  of  this  speculation,  the  prices  of  farm  products  are  being 

forced  below  the  cost  of  production  without  any  apparent  benefit  to  the 

consumer :  Therefore  be  It 

Resolved  by  the  National  (Grange  in  fifty-fourth  amiual  aetaion  asaembledy 
That  we  demand  the  enactment  of  such  laws  as  will  prohibit  the  gambling  in 
all  food  products. 

The  committee  report  favorable,  and  after  full  discussion  was  adopted. 

BEPOBT  OF  COMMmEE  ON  COOPERATION. 

The  American  farmer  is  thoroughly  sick  and  tired  of  conditions  that  make 
it  impossible  for  him  to  have  a  voice  in  determining  what  he  is  to  receive  for  the 
product  of  his  toll.  They  are  tired  of  developing  millionaire  grain  gamblers, 
meat  packers,  and  food  distributors,  while  tenantry  increases  and  the  boys  and 
girls  leave  the  farm  by  the  thousands.  The  American  farmer  is  never  radical, 
but  he  is  conservatively  progressive,  and  when  once  aroused  can  be  relied  upon 
to  take  action  for  the  welfare  of  agriculture  and  the  Nation. 

Most  farmers  and  all  farm  organizations  have  been  giving  lip  service  at  the 
shrine  of  cooperation  for  more  than  a  generation.  The  time  is  at  hand  when 
the  welfare  of  agriculture  and  the  life  of  the  Nation  demand  definite,  con- 
structive, and  forward-looking  progress  in  this  direction. 

We  are  at  the  forks  of  the  road;  one  road  leads  toward  the  continuation  of 
the  present  method,  and  at  the  end  we  find  increased  tenantry,  decreased  rural 
population,  decay  of  the  highest  rural  standards,  and  inevitable  injury  or  dis- 
aster to  the  Nation.  The  other  pathway  leads  toward  a  sound  rural  policy  In 
which  a  self-respecting  agriculture  takes  into  its  own  hands  the  conduct  as 
much  as  may  be  of  his  own  affairs. 

This  will  mean  that  individualism  and  personal  selfishness  must  give  way  to 
cooperative  effort  and  community  spirit;  and  the  first  essential  step  Is  the 
planting  of  the  grange  or  some  similar  organization  into  the  rural  communities 
of  the  Nation.  Next  in  importance  must  come  a  complete  development  of  our 
commodity  organizations.  Agriculture  must  organize  around  meat,  milk,  grain, 
fruit,  etc.,  for  the  sake  of  efficiency.  Equal  in  importance  to  this  is  the  necessity 
of  having  these  organizations  strongly  financed,  and  the  farmers  must  be  will- 
ing to  pay  for  operating  brains.  Rural  forces  must  be  coordinated  so  that 
these  various  groups  will  not  work  at  cross-purposes  and  will  not  interfere  with 
each  other's  success.  Legislation  may  be  necessary  to  protect  the  producer  and 
the  consumer  in  the  development  of  the  movement.  Lastly,  organized  agricul- 
ture must  prepare  to  meet  organized  labor  and  organized  capital  on  an  equal 
footing,  but  must  ever  keep  in  view  the  common  interest  of  the  consuming 
public. 

To  protect  the  future  of  our  calling  and  the  future  of  the  Republic,  organiza- 
tion, education,  plus  cooperation,  can  be  made  to  assist  in  adding  to  the  profit 
and  independence  of  agriculture.  It  will  be  impossible  to  protect  the  lazy,  the 
indifferent,  or  the  shiftless,  but  it  is  possible,  through  the  utilization  of  the 
above-mentioned  agencies,  to  guarantee  to  young  men  and  women  of  character 
and  industry  that  they  can  secure  returns  in  happiness,  in  contentment,  in 
wordly  goods,  and  In  the  best  tilings  of  life  as  a  result  of  toil  on  the  farm  as 
compared  with  other  vocations. 
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We  are  not  unmindful  of  the  fact  that  the  law  of  supply  and  demand,  wiiec 
not  Interfered  with,  always  has  and  always  will  control  the  price  of  com- 
modities. Organized  agriculture  has  no  desire  to  set  aside  this  law  and  Imitate 
other  organizations  In  the  creation  or  formation  of  a  farmers'  trust,  bat  we 
are  in  a  frame  of  mind  to  demand  that  the  speculation  and  gambUi>g  In  tke 
products  of  our  toil  shall  cease,  as  much  as  possible,  and  insist  that  the  Ameri- 
can consumer  Is  entitled  to  pay  prices  that  will  give  the  American  farmer  saffi- 
dent  reward  to  maintain  himself  and  family  in  typical  American  staDdarda,  to 
provide  for  adversity  and  old  age,  and  to  Insure  an  oocupetloii  suificieaUy  re 
muneratlve  to  hold  young  men  and  women  of  the  right  type  upon  the  soil. 

In  the  past  the  thought  and  effort  of  agricultural  educators,  leaders,  and 
workers  has  been  directed  along  production  lines.  In  the  decade  ahead  tbe 
first  thought  and  effort  of  all  real  friends  of  the  farmers  must  be  directed 
toward  better  marketing  and  distribution  methods. 

Cooperation  may  be  divided  in  two  classes,  buying  and  selling.  0>operatHv 
buying  has  been  practiced  In  the  grange  and  other  farm  organizations  for 
almost  half  a  century.  Cooperative  selling  Is  in  Its  infancy  and  la  a  qnestloc 
demanding  earnest  consideration. 

Cooperative  buying. — YoUr  committee  would  recomraeiid  that,  wliere  possible, 
the  State  granges  give  more  careful  attention  to  this  phase  of  our  wotk.  In 
some  States,  notably  New  York,  it  has  been  found  advisable  to  unite  the  buyior 
agencies  of  the  grange  and  other  organizations  together  in  a  strong  ineoiporated 
company  with  abundant  capital.  This  plan  will  make  for  efficiency  where  local 
(onditions  warrant  and  where  the  organizations  composing  the  whole  are  of 
about  equal  size  and  character. 

We  would  recommend  that  the  master  and  executive  committee  of  thi? 
National  Grange  district  the  national  In  three  or  more  districts,  and  we  recom- 
mend that  the  business  agents  of  the  State  granges  of  these  various  distrirrs 
he  called  together  early  in  the  year  to  plan  for  uniform  and  better  work. 

Marketing  committee. — The  greatest  question  before  American  agriculture  1* 
that  of  better  marketing  methods.  All  otl^fr  questions  take  minor  place  when 
compared  with  our  great  marketing  problems.  The  committee  of  17  seemingly 
represents  all  the  rural  interests  In  the  grnln-produclng  Stntes.  We  recommern'. 
therefore,  no  definite  plan  of  cooperative  grain  marketing  at  the  present  time, 
awaiting  the  action  of  this  committee. 

We  Instnict  our  representative  in  this  committee  to  advocate  the  abolition 
of  dealing  in  futures  in  food  products,  and  for  the  establishment  of  a  marketing 
method  that  will  place  in  the  hands  of  the  farmers  themselves  as  much  a< 
possible  the  marketing  machinery  of  the  Nation.  We  trust  that  the  report  of 
this  committee  will  be  so  constructive  and  practical  that  It  will  appeal  to 
thoughtful  farmers,  and  yet  so  fair  that  the  consuming  public  will  realize  It  is 
safer  in  the  hands  of  the  actual  producer  than  speculators. 

The  National  Grange  can  not  pledge  itself  to  the  acceptance  of  any  r^wrt  or 
program  until  it  has  first  been  approved  by  our  organization,  but  we  do  promise 
this  committee  that  if  its  large  tasks  are  honestly  and  fairly  performed,  an*\ 
meet  the  approval  of  this  national  organization,  we  \sill  do  everything  in  our 
power  for  their  success. 

General  recommendaiiwi-g, — We  recommend  the  passage  by  Congress  of  legis- 
lation guaranteeing  the  right  of  collective  luirgaining  and  cooperative  marketing 
of  fann  products. 

Second.  We  urge  the  passage  of  comprehensive  cooperative  legislation  by  thr 
Federal  Government  and  uniform  cooperative  laws  by  the  States. 

Third.  Plans  must  be  made  for  the  proper  short- time  financing  of  the  farmer 
during  the  movement  of  grain  and  food  products,  permitting  their  marketing  ic 
an  orderly  manner  as  the  market  demands. 

Louis  J.  Tabob. 

B.  Needham. 

B.  John  Black. 

Mrs.  Mabkl  C.  Stools. 

Mrs.  Em  HA  R.  Ihde. 

Mrs.  John  ^Iorub. 

Brother  Atkeson  moved  the  report  and  the  three  recommendations  be  adopted 
Discussed  and  report  adopted- 
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STATEMEHT  OF  HB.  FBEDSBICK  B.  WELLS,  VICE  FBESIDEnT  F.  H. 

FEAVEY  «  CO^  lOBlIE&FOLIS,  XINjr. 

Mr.  Wells.  I  am  vice  president  of  F.  H.  Peavey  &  Co.,  a  corpora- 
tion owning  or  controlling  a  number  of  subsidiaries  which  operate 
country  and  terminal  elevators,  located  princii>ally  in  the  North- 
western States  and  in  we^rn  Canada.  My  business  is  confined  en- 
tirely to  the  purchase  and  warehousing  of  grain.  None  of  my  com- 
?»anies  conduct  a  commission  business,  either  in  cash,  grain,  or  in 
uture  contracts,  nor  do  they  dther,  for  themselves  or  for  others, 
handle  speculative  trades.  AH  of  the  grain  purchased  by  the  ele- 
vator companies  which  I  control  is  hedged  by  sales  for  future  de- 
livery, and  this  is  the  only  use  which  I  make  of  the  futures  markets. 

Having  made  clear  my  position  in  the  trade  as  that  of  a  handler 
of  cash  grain,  I  would  respectfully  call  your  attention  to  two  points 
which  have  been  raised  during  the  present  hearing  and  which,  to  my 
mind,,  have  not  been  satisfactorily  explained. 

Your  attention  has  been  repeatedly  called  to  the  fact  that  while 
country  elevators  in  certain  sections  of  the  country  hedge  their  cash 
purchases  by  sales  of  futures,  in  other  sections  this  practice  is  rarely 
if  ever  followed.  This  apparent  discrepancy  in  the  hedging  prac- 
tice of  country  elevators  is  easily  accoimted  for  by  one  f anuliar  with 
the  practices  of  the  trade.  At  the  outset  I  wish  to  state  that  prac- 
tically all  country  purchases  of  grain  are  based  upon  the  ability  of 
the  purchaser  to  protect  himself  against  a  decline  in  the  market 
through  the  use  of  a  sale  for  future  delivery,  otherwise  known  as 
a  hedge.  The  only  difference  in  practice  is  that  in  the  Southwestern 
and  Central  States  the  country  elevator  operator  bases  his  prices 
upon  bids  which  he  receives,  but  it  must  be  borne  in  mind  that 
these  bids  are  based  upon  the  ability  of  the  bidder  to  protect  or 
hedge  his  purchases  by  sales  for  future  delivery.  Consequently, 
although  the  country  elevator  operator  in  the  sections  of  the  country 
mentioned  does  not  directly  hedge  his  purchases  in  the  futures  mar- 
kets, he  indirectly  is  buying  upon  the  basis  of  the  future,  the  bidder 
to  whom  he  sells  standing  between  the  country  dealer  and  the  hedge. 

The  wheat  crop  of  the  Northwest  is  practically  all  sold  by  sample, 
becaiBe  of  the  fact  that  the  greater  portion  of  the  spring  wheat  is 
required  for  domestic  milling  purposes  and  is  purchased  on  the  basis 
of  milling  value  rather  than  actual  grade.  This  condition  is  evi- 
denced by  the  fact  that  there  is  constantly  a  wide  range  in  prices 
for  the  same  grade  of  wheat  in  Minneapolis  and  Duluth  markets.  It 
is  not  at  all  unusual  to  find,  for  instance,  two  northern  wheats  pos- 
sessing desirable  milling  qualities  selling  at  a  price  equal  to  or 
higher  than  one  northern  wheat  not  so  desirable  for  milling  pur- 

8 OSes.  Under  these  conditions,  if  the  country  grain  dealer  of  the 
forthwest  sold  his  wheat  by  grade  on  the  basis  of  ear  bids,  as  is  the 
custom  in  the  Southwestern  and  Central  States,  he  would  lose  the 
opportunity  of  securing  substantial  premiums  for  any  choice  varieties 
of  wheat  which  he  might  ship.  It  is  for  this  reason  that  the  North- 
western grain  dealer  hedges  his  wheat  pnrehases  through  the  sale  of 
future  contracts.  He  then  ships  his  wheat  to  market  and  offers  it 
for  sale  by  sample.  When  sales  are  effected  he  i)urchase&  his  future 
contract,  which  has  meanwhile  protected  him  against  a  decline  in  the 
market. 
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The  second  point  which  to  my  mind  has  not  been  made  clear  to  yoti 
is  in  connection  with  the  deliveries  of  wheat  on  future  contracts.  So 
far  as  my  own  country  elevator  business  is  concerned,  I  have  no  hesi- 
tancy in  stating  that  very  rarely,  if  ever,  do  I  make  actual  deliveries 
on  tne  future  contracts  sold  as  a  protection  against  my  country  pur- 
chases, and  I  believe  this  to  be  largely  true  of  all  country  grab 
dealers.  While  technical  deliveries  are  not  made  on  futures  con- 
tracts by  the  country  grain  dealer,  he,  in  effect,  makes  delivery  of 
all  grain  which  he  sells  in  the  futures  markets.  To  make  clear  tiiis 
point  I  will  recite  an  everyday  occurrence  in  connection  with  the 
countrv  elevator  business  in  the  Northwestern  States.  We  will  as- 
sume that  I  have  in  store  in  country  elevators  500,000  bushels  of  wheat 
sold  for  May  delivery  in  the  Minneapolis  market  and  that  Wash- 
bum  Crosby  Co.  have  purchased  600,000  bushels  of  May  wheat 
against  flour  sales  made  for  deferred  shipment.  The  time  comes 
\men  the  miller  wishes  to  begin  to  manufacture  the  flour  which  he 
has  sold  for  forward  shipment  and  current  arrivals  of  wheat  in  the 
Minneapolis  market  are  not  sufficiently  large  to  supply  his  require 
ments.  Having  ascertained  that  I  am  carrying  a  stocK  of  wheat  in 
the  country  the  miller  would  come  to  me  and  negotiate  for  its 
purchase. 

We  will  assume  that  negotiations  are  carried  on  during  the  month 
of  April  and  that  I  agree  to  sell  to  the  miller  500,000  bushels  of  Xa 
1  northern  wheat  at  Minneapolis  May  price.  The  miller  then  trans- 
fers to  me  at  the  market  quotation  the  500,000  bushels  of  Minneapolis 
May  wheat  which  he  has  previously  purchased,  and  this  acts  as  an 
offset  and  cleans  up  my  hedge  of  500,000  bushels  of  Minneapolis  May 
wheat  previously  sold  against  my  cash  holdings.  I  then  record  the 
sale  of  500,000  bushels  of  No.  1  northern  wheat  to  the  miller  at  the 
price  at  which  he  transferred  to  me  his  future  contract.  You  will 
note  that  an  actual  delivery  of  cash  wheat  resulted  from  my  hedging 
operation,  although  the  delivery  was  not  technically  in  accordance 
with  the  terms  of  the  future  contract.  Through  the  exchange  of  carib 
grain  for  futures  a  tremendous  volume  or  actual  grain  changes 
hands  every  business  day  of  the  year,  and  these  exchanges  of  csdi 
grain  for  rutures  must  be  considered  for  all  practical  purposes  as 
delivery  on  future  contracts.  Looking  at  the  question  from  this 
standpoint  the  deliveries  on  future  contracts  during  the  year  tiggr^ 
gate  hundreds  of  millions  of  bushels  instead  of  the  relatively  small 
amounts  delivered  in  terminal  markets  according  to  the  techni  :il 
provisions  of  future  contracts. 

The  trade  practice  demonstrates  very  clearly  that  the  volume  i>: 
future  trading  in  anv  market  bears  but  little  relation  to  the  receipts 
of  grain  in  that  market. 

A  great  many  statements  have  been  made  relative  to  the  volume  of 
future  trading  on  the  various  exchanges,  and  I  would  like  to  caK 
your  attention  to  the  fact  that  the  first  official  figures  relative  to  thi^ 
trading  have  been  made  available  through  thfe  recently  publish^: 
report  of  the  Federal  Trade  Conunission.  I  would  particnlarlv 
invite  your  attention  to  Table  8,  page  35,  and  Table  5,  page  37.  '^^ 
volume  5  of  the  report  mentioned. 

In  conclusion,  I  beg  to  state  that  as  a  handler  of  grain  in  lar!!^ 
volumes  I  would  deprecate  exceedingly  the  passage  of  any  legislt- 
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tion  which  would  in  any  way  impair  the  existing  efficiency  of  the 
grain-hedging  markets. 

After  30  years  of  experience,  I  have  no  hesitancy  in  stating,  that, 
in  my  opinion,  it  is  only  through  the  use  of  the  hedging  markets  that 
the  producer  of  ^ain  has  received  such  a  large  percentage  of  the 
terminal  value  of  his  grain,  and  this,  in  the  nnal  analysis,  is  the 
measure  of  efficiency  of  any  grain  marketing  system. 

While  I  believe  that  speculation  is  absolutely  necessary  for  the 
existence  of  a  satisfactory  hedging  market,  I  am  strongly  opposed  to 
manipulative  speculation  and  would  gladly  see  it  eliminated  from 
the  markets  if  it  were  possible  without  destroying  the  entire  ma- 
chinery. 

It  occurs  to  me  that  a  certain  amount  of  supervision  over  the  future 
trading  in  various  markets  could  be  exercised  through  the  Internal 
Revenue  Department.  Under  existing  laws,  there  is,  as  you  know,  a 
tax  on  all  future  trades  in  grain.  Tne  traders  in  all  exchanges  are 
required  to  submit  to  the  Internal  Bevenue  Department  monthly 
statements  showing  the  volume  of  future  trading  which  they  have 
done  during  that  period.  Were  the  Internal  Kevenue  Department  to 
consolidate  these  ngnres  for  each  market  and  make  monthly  compari- 
son of  the  volume  of  trading,  any  marked  increase  or  decrease  in  the 
volume  of  trading  would  be  noticeable  and  could  be  investigated.  If 
in  the  opinion  of  the  Internal  Revenue  Department  the  trading  in 
any  market  indicated  manipulation  contrary  to  the  public  interests, 
the  matter  would  be  reported  to  the  Federal  Trade  Commission  for 
investigation.  Inasmuch  as  manipulative  speculation  is  most  as- 
suredly unfair  competition,  I  am  offering  this  crude  suggestion,  not 
with  tne  thought  that  it  has  any  practical  value  in  its  present  form, 
but  with  the  hope  that  some  form  of  helpful  supervision  could  be 
exercised  by  the  agency  mentioned  without  in  any  way  impairing  the 
efficiency  of  the  futures'  markets. 

The  Chairman.  Without  objection  the  following  correspondence 
and  memorandum  will  be  inserted  in  the  record. 
(The  correspondence  referred  to  is  as  follows :) 

Otranto  Station,  Iowa, 

JonwMrp  21,  192 J. 

Hon.  G.  N.  Hauoen, 

Washington,  D,  €. 

Deab  Mb.  Haugen  :  Regarding  the  legislation  before  Congress  bearing  on  the 
present  system  of  marketing  and  dealing  in  grains,  I  wish  to  bring  before  yon 
my  views  and  my  solution  of  the  problems  before  us  at  this  time.  Speculation 
and  gambling  should  cease  at  once  by  the  board  of  trade.  Futures  and  hedging 
as  they  are  politely  so-called  should  stop.  This  stuff  can  do  the  farmer  no  good. 
The  speculator  and  gambler  are  absolutely  powerless  to  do  the  farmer  any  good. 
They  are  a  parasite,  living  off  the  farmers,  who  are  the  real  producers.  The 
ouly  way  the  speculator  and  gambler  could  do  the  firmer  any  good  Is  to  give  the 
farmer  something  voluntarily ;  had  they  never  been  engaged  In  any  other  busi- 
ness than  speculation  and  gambling  on  farm  products,  they  then  would  not  be 
sivlng  him  anything,  for  it  necessarily  had  to  come  from  the  real  arthtle  and 
farmers  produce  the  n»al  article. 

The  farmers  will  have  to  bear  the  burden  until  a  better  system  of  marketing 
and  price  making  are  put  into  action,  and  as  I  understand  it,  this  is  not  far 
distant.  The  farmers  can  either  cooperate  fairly  and  And  a  market  for  their 
farm  products  or  go  into  bankruptcy.  I  am  fully  aware  you  understand  that 
it  Is  the  dirt  that  must  come  out.  I.  e..  the  speculation  and  gambling.  This  got 
In  from  the  beginnlne  and  It  Is  up  to  the  farmers  to  take  It  out  by  doing  the 
fnir  and  square  thing  by  themselves    (cooperating).     The   farmers  can   not 
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afford  this  stuff  In  the  system,  for  It  spells  ruination  to  the  farmerK,  whether 
they  all  realize  it  or  not ;  eventually  it  will  spell  ruination  to  the  Nation. 

Waste  no  time  on  Julius  H.  Barnes's  petty  scheme  for  sustaining  future? 
(speculation  and  gamhling).  It  can  do  the  farmers  no  gootl.  ami  mnst  conje 
out. 

A  similar  letter  Is  being  sent  Senator  Kenyon. 
Very  truly,  yours, 

J.  I^   I^A?CE. 


[Tek'Si-ain.] 

San  Anqelo,  Tkx.,  Jnnuary  2  J. 
Ma  J.  L.  G.  Hauqen, 

Congress  Hall  Hotel,  Washington,  D,  C: 

Highly  important  to  interests  of  cotton  farmers  that  bill  regulating  exHiaiign> 

be  passed.    Anyone  claiming  to  represent  farmers  and  who  oppose  tenniiiatioB 

of  cotton  gambling  grossly  misrepresents  Interests  of  farmers.     Gambling  on 

exchanges  creates  artificial  condition,  leaving  farmers  at  mercy  of  speculator*. 

Penrose  B.  MsrcALFE. 


Dbpabtuknt  of  AoRicrxTrsK. 
WasMngUm,  January  19^  1921. 
Hion.  GiLBBBT  N.  Hauobn, 

Chairman  Committee  on  Agriculture,  House  of  Representatives. 

Djcab  Mb.  Hauqen  :  I  inclose  herewith  for  your  information  a  copy  of  a  let- 
ter, dated  January  8,  which  we  have  received  from  Mr.  Q.  O.  Cnilkfihank,  ot 
Leipslc,  Ohio,  who,  according  to  his  letterhead,  is  engaged  fn  the  grain  bnaiaen. 
and  who  inakai  certain  suggestions  regarding  the  refutation  of  tlH^  fntwte  ex* 
changes. 

Very  truly,  yours, 

B.  W.  Ball,  Acting  Rerretftrp. 


Lbipsic,  Ohio,  January  H,  i9il. 
The  Secretaby  of  Agriculture, 

Washington,  D.  C. 

Dear  Sir  :  I  \inderstand  the  <iue8tion  of  dealing  in  futures  in  Ciiieaso  U  €t>iii- 
ing  up  before  Congress  in  a  few  days.  I  am  very  much  interested  in  this  qut-^ 
tion  from  the  viewpoint  that  I  have  been  in  the  grain  business  for  some  2^ 
years. 

I  have  been  watching  the  different  idoa.^  advanced  by  the  farmers*  or;;ainiza- 
tions  around  over  the  State,  and  also  other  lines  of  business  that  are  Inter- 
ested in  the  grain  business  of  the  country,  and  I  have  never  yet  seen  what  I 
consider  the  proper  plan  for  the  regulation  of  tlie  dealings  in  future  grains.  I 
do  not  believe  that  our  country  could  got  along  without  dealing  in  futures  of 
grain,  but  I  do  believe  that  It  should  be  regulated,  and  my  idea  of  regnlatinc 
same  is  this:  To  limit  each  dealer  In  selling  short  on  the  marlcet  to  200  000 
bushels.  Anything  that  he  sells  short  above  this  he  must  show  he  has  the  actmt. 
grain  to  deliver  on  same,  and  that  he  is  making  his  short  salens  for  a  hed.^* 
purely  when  he  deals  in  anything  above  200,000  bushels. 

Of  course,  this  same  plan  should  apply  on  the  opposite  side  when  they  ::* 
long  on  the  grain  market.  They  also  should  be  limited  to  200.000  bushels,  ami 
if  they  buy  any  more  than  this  amount  they  should  show  that  they  have  ra-'. 
sales  on  grain  that  they  are  protecting. 

In  my  Judgment,  this  would  eliminate  the  exceedingly  large  snings  that  wt 
have  In  the  grain  business,  which  are  caused  by  a  few  multimillionaires  in  our 
country  getting  control  of  the  erain  markets  through  speculation. 
Very  truly,  yours, 

G.   O.  r^riKSHAJ^K 
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New  York,  Jamiary  20,  1921. 
Hon.  Otlbkbt  N.  Havchbn, 

Chairman  Committee  im  Agriculture, 

House  of  Representatives. 

D£L&B  Sib:  With  reference  to  the  remarks  of  the  Hon.  Halvor  Steenerson  In 
support  of  H.  R.  14667,  "An  act  to  regulate  grain  exchanges,"  I  would  respect- 
fully call  your  attention  to  telegram  from  the  Minneapolis  Chamber  of  Com- 
merce which  I  Inclose  herewith.  I  trust  that  you  may  find  it  consistent  to 
include  tills  telegram  In  the  record  of  the  hearings  upon  H.  R.  14667. 

Your  attention  is  particularly  invited  to  the  fact  that  the  Saskatchewan  Co- 
operative Elevator  Co.,  of  Canada,  is  and  for  some  time  past  has  been  a  mem- 
ber of  the  Minneapolis  Chamber  of  Commerce,  which  would  seem  to  indicate 
that  coopeartlve  selling  agencies  can,  If  they  so  desire,  adjust  their  affairs  so 
as  to  conform  to  the  commission  rules  in  effect  at  terminal  markets. 

Trusting  that  you  may  see  fit  to  incorporate  the  Inclosed  telegram  In  the 
record,  I  beg  to  remain, 
Resi)ectfully. 

Fredkbick  B.  Wblls. 


[Telegram.! 

MiNNKAPOLin,  Minn. 
F.  B.  Wklls, 

Biltmore  Hotel,  New  York,  N.  Y.: 

Yesterday's  Minneapolis  Journal  (luotes  Congressman  Steenerson  as  stating 
before  the  House  Coatmltree  on  Agriculture,  in  reference  to  our  resolution 
regarding  the  admission  of  farmers  selling  agencies,  as  follows : 

"  The  directors  are  trying  to  square  themselves;  they  say  in  these  resolutions 
that  they  have  always  been  willing  to  admit  representatives  of  cooperative 
associations  to  membership,  but  they  have  not  admitted  one  of  them,  and  It 
would  be  difficult  for  them  to  get  in  under  the  terms  of  their  resolution,  etc." 

Your  attention  is  dlrecteil  to  the  fact  that  the  Farmers'  Grain  Co.,  of  Devils 
Lake,  N.  Dak.,  became  a  member  January  15,  1906 ;  the  Saskatchewan  Coopera- 
tive Elevator  Co.  of  Canada,  one  of  the  largest  farmeri^  selling  agencies  in  the 
world,  became  a  member  of  the  Chamber  of  Commerce  of  Minneapolis  June  19, 
1917 ;  the  Farmers'  Elevator  Commission  Co.,  a  selling  agency  owned  and  oper- 
ated by  farmers*  elevators  mainly  in  southern  Minnesota,  became  a  member  of 
the  chamber  on  July  8, 1919.  I  am  instructed  to  wire  you  these  facts,  with  the 
suggestion  that  this  telegram  be  filed  with  the  committee  for  consideration  In 
connection  with  statement  of  Congressman  Steenerson. 

John  O.  McHroH,  Secretary. 

ft 

House  of  Refreskntativbs, 
Washington,  D,  C„  January  21,  1921. 

Deab  Mb.  Haxjgen  :  Will  you  kln<lly  print  in  the  record  the  inclosed  letter  of 
George  E.  Duls,  of  Grand  Forks,  N.  Dak. 

Sincerely,  George  M.  Youno. 

•  .  ■ 

Wheat  Growers'  Association  of  America, 

Grand  Forks,  N.  Dak.,  January  18, 1921. 
Hon.  George  M.  Young,  M.  C, 

Washington,  D.  C. 

Dear  Mr,  Young  :  In  yesterday's  press  dispatches  from  Washington  I  noticed 
that  John  W.  Scott  had  appeared  as  a  witness  before  the  Tlncher-Capper  com- 
mittee in  behalf  of  the  Minneapolis  Grain  Exchange.  I  was  very  much  surprised 
at  the  kind  of  testimony  presented  by  Mr.  Scott  About  the  only  fact  In  the 
testimony  Is  that  he  Is  a  farmer  from  North  Dakota.  He  lives  near  Gllby,  In 
Grand  Forks  County. 

Mr.  Scott  absolutely  misrepresents  the  rank  and  file  of  the  farmers  of  North 
Dakota.  He  attempts  to  represent  himself  down  there  as  a  friend  of  the  fanner. 
I  doubt  If  you  could  find  five  farmers  In  Grand  Forks  County  who  have  any 
knowledge  of  the  situation  who  would  agree  with  any  single  proposition  which 
Mr.  Scott  made  before  that  committee. 
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As  a  farmer  who  is  farming  more  that  2,000  acres  of  land,  I  want  to  protee: 
against  the  representations  made  by  Mr.  Scott,  and  when  I  protest  I  fecA  very 
confident  that  95  per  cent  of  the  North  Dakota  farmers  are  behind  me  in  th:« 
statement  of  opposition.  The  farmers  of  this  country  are  not  only  dissatisfie«I 
but  they  are  disgusted  with  the  methods  of  the  Minneapolis  Grain  Bxchanp". 
They  are  sick  and  tired  of  the  football  tactics  as  applied  to  the  conomoditlea  we 
market.    We  absolutely  want  "  short  selling  "  of  farm  products  eliminated. 

Our  farmers  are  simply  disgusted  with  the  testimony  and  arguments  of  3ir 
Scott,  and  I  can  assure  you  that  there  will  be  10,000  farmers  in  North  DakoU 
who  will  go  after  him  on  his  return.  All  we  are  asking  is  a  square  deal,  and 
we  do  not  want  any  man  like  Mr.  Scott  to  go  down  to  Washin^on,  who  baf 
no  support  behind  him,  and  make  statements  that  the  present  marketing  condi- 
tion is  the  best  and  most  satisfactoiry  that  has  been  devised.  We  hope  that  tlie 
committee  will  give  Mr.  Scott's  opinion  only  such  weight  as  it  Is  entitled  to, 
and  that  is  nothing  more  or  less  than  a  childish,  personal  opinion  of  a  single 
individual,  and  does  not  in  any  manner  represent  the  opinion  or  Judgment  of 
our  farmers.  . 

I  should  like  very  much  to  hear  from  you  as  to  what  may  be  necessary  to 
counteract  this  kind  of  influence,  If  it  has  any  weight  with  the  committee.  Too 
may  be  sure  that  our  farmers  will  greatly  appreciate  your  efforts  in  their 
behalf. 

Very  respectfuUy,  Gwx  BL  I>i7n. 


[Telegram.] 

San  Anoelo,  Tex.,  January  It^  ,1921. 
O.  B.  Hudspeth, 

Wctshington,  D,  C: 

Farmers'  Union  has  worked  officially  to  abolish  exchange  gambling.  Too 
have'tny  files  also  showing  convention  in  Dallas,  cotton  growers,  bankers,  and 
merchants,  passed  resolution  to  allow  no  sales  except  by  owners.    Push  your  bili 

G.  B.  MxTCAUX. 


[Telegram.] 

San  Anoeu>,  Tex.,  January  11^  1921. 
O.  B.  Hudspeth,  M.  C, 

WaBhington  D,  C: 

Farmers*  Union  and  farmers  anxious  for  abolition  of  future  gambling  in  cot- 
ton, wheat,  and  all  further  farm  products.  Do  all  you  can  to  stop  the  neterions 
practice,  which  destroys  all  stabilities  of  prices  and  enables  exchange  gambling 
to  rob  producers  and  consumers  of  billions. 

W.  B.  Butte, 
Secretary  lApan  Farmers^  Union. 


[Telegram.] 

Austin,  Tex.,  January  /J,  1921. 
C.  B.  Hudspeth,  M.  C, 

Washington  D.  C: 

Texas  Farmers*  Union  has  uniformly  opposed  gambling  in  cotton  futuit's  oo 
the  exchange.  We  want  future  sellers  forced  to  deliver  every  bale  sold,  and 
believe  every  sale  should  specify  approximate  grade  and  staple  sold.  We  do 
not  oppose  exchanges  as  places  where  real  contracts  are  made  for  actual  future 
delivery  or  real  cotton,  but  hold  that  sales  of  millions  of  bales  with  no  intention 
to  deliver  or  with  privilege  of  delivering  entire  lot  of  lower  grades  than  s^ilih 
ners  desire  for  actual  spinning  Is  the  greatest  means  ever  Invented  for  pauper- 
Izlng  cotton  producers.  Persons  claiming  farmers  favor  present  exchange  opera- 
tions do  not  represent  Texas  Farmers*  Union  nor,  so  far  as  I  am  aware,  any 
other  organized  body  of  farmers.    Thts  message  at  request  of  C  B.  Metcalfe. 

D,  E.  LmAT, 
President  Texas  Farmer^  Union 
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world's  PBODucnoN  or  wheat. 

The  world's  production  of  wheat  for  the  past  five  years  has  been  estimated  to 
average  per  year  about  2348,000,000  bushels.  (Statistics  based  on  figures  given 
in  Year  Book,  1020,  of  the  Price  Current  Grain  Reporter.)  If  we  compare  this 
witb  the  future  trading  in  wheat  on  Chicago  Board  of  Trade,  which  has  been 
estimated  to  be  about  50  per  cent  of  the  future  trading  in  all  grades,  and  use 
the  period  from  December  1, 1914,  to  September,  191G,  as  a  baids  (see  Federal 
Trade  Commiasion  Report  on  Grain,  Vol.  V,  p.  34)  we  would  get  as  the  volume 
of  future  training  in  wheat  9,207,000,000  bushels.  This  represents  three  and 
two-tenths  times  as  many  bushels  traded  in  on  the  Chicago  Board  of  Trade  in 
one  year  as  was  produced  in  the  world. 

GBAINS  AVAILABLE  FOB  DELXVSKT  ON  TXTtWrn  OONTBACTB  AT  CHIOA<GO. 

[See  BkUbit  I  for  detailed  flgnren] 

The  average  amounts  of  wheat,  corn,  oats,  rye,  and  barley  shipped  from  all 
public  elevators  of  Chicago  per  year  for  the  five-year  period,  1912-1916,  inclu- 
sive, was  42,352,815.8  *  bushels ;  allowing  for  deliveries  of  grain  on  track  during 
last  tliree  days  of  delivery  months  to  have  been  10  per  cent  of  above  figure  we 
will  add  4,235,281.58  *  bushels ;  total  available  for  delivery  on  future  contracts, 
46,588,096.38  bushels. 

The  average  amount  of  future  trading  per  year  at  the  Chicago  market  for  the 
five-year  period,  1914-1918,  inclusive,  was  estimated  by  the  Federal  Trade  Com- 
mission at  16,700,000,000  *  bushels.  The  amount  of  grain  available  for  delivers 
in  comparlison  to  future  trading  was  tiventy-eight  one-hundredths  of  1  per  cent. 

Comparison  of  future  trading  on  the  Chicago  Board  of  Trade  tcith  future  trad- 
ing on  all  other  futures  markets  of  United  States, 

The  Federal  Trade  Commission  estimates  the  total  future  trad-  Bwbrt*. 
ing  on  all  markets  for  the  five-year  period,  1914-1918,  as  av- 
eraging per  year 19,400,000,000 

The  estimate  for  Ch'cago  Board  of  Trade 16,700,000,000 

AU  other  markets  except  Chicago 2,700,000,000 

Or,  in  other  words,  over  six  times  as  much  future  trade  at 

Chicago  as  at  all  the  other  markets. 

The  receipts  of  grain  at  10  of  the  principal  western  river  and  Boshrta. 

Lake  ports  averaged  for  the  same  period,  including  Chicago  *_  1, 022, 794, 800 

The  receipts  at  Chicago  averaged  for  the  period 326,071,400 

The  receipts  at  the  other  nine  ports  averaged 697,728,400 

Or,  in  other  words,  Chicago  received  less  than  one-third  of 
the  grain  -ecelv€»d  at  the  10  ports. 

TOTAL  GRAIN  RECEIPTS  AT  CHICAGO   MARKET. 

[See  Bzhibit  II.] 

The  average  yearly  receipts  of  the  five  grains — ^wheat,  corn,  oats,  rye,  and 
barley— at  Chicago  for  the  5-year  period  1914-1918,  inclusive,  wa^  325,071,400 
bushels.  The  estimated  amount  of  future  trading  was,  for  the  same  period, 
16,700.000,000  bushels.  There  were  about  fifty-one  times  as  many  bushels  traded 
in  on  the  futures  market  of  the  Chicago  Board  of  Trade  as  were  received  in 
Chicago. 

^  Figares  inclode  rye  and  barley,  which  were  not  traded  in  until  Aagnat  and  September, 
1918,  the  last  year  included  in  the  ai'erage. 

'Ten  per  cent  is  considered  a  very  generous  aUowance  by  authorities  of  the  grain 
trade  for  grain  on  track  available  for  deilrery. 

See  Volume  I,  Grain  Reports,  page  42. 

'Average  for  five  years  Includes  figures  for  1917  and  1918.  During  1918  there  was  no 
future  trading  In  wheat  in  tbe  ditcagp  market;  in  fact,  trading  in  wheat  for  future  de- 
livery was  prohibited  by  the  Chicago  Board  of  Trade  on  May  11,  1917,  and  some  restric- 
tloDB  were  later  placed  on  trading  for  future  delivery  on  corn,  oats,  rye,  and  barl^. 

« Wheat,  com,  oats,  and  barley. 
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Qraiti  shipped  out  of  cotuity  wftcte  yivwu. 


Wheat 

Ckvn 

Oats , 

Total 


1915 


ButkdB. 
633,380,000 
660,834,000 
465,823^000 


1016 


ButhOt* 
961,088,000 
4£0,689,iKK) 
356,092,000 


1,660,037,0001    1,166,769,000 


Total. 


994,468,000 

1,011,413,000 

820,916,000 


3,836,796,000 


Average. 


497,Sl.a(f 
a06,7K.V« 
410,457,» 


1,413,  39ft.  OC 


The  average  for  these  two  years  for  the  grains  of  amounts  shipped  out  o' 
county  where  grown  was-  1,413398*000  bushels.  Comparing  this  with  xh- 
future  trading  in  these  three  grains  on  the  Chicago  Board  of  Trade  for  tht 
same  period  (approximately)  we  find  the  total  future  trading  averaeed 
18,414,000,000  bushels,  or  about  thirteen  times  as  many  bushels  as  were  shipper! 
out  of  county  where  grown  were  traded  in  on  this  one  market  alooe  (fatnre 
trading  only). 

LOUISIANA  LOTTKBY. 

The  best  estimate  of  the  amount  of  money  collected  for  the  snle  of  lottery 
tickets  in  connection  with  the  Louisiana  lottery  places  the  amount  at  ^per 
year.  1891  >  $30,028,240.  The  maximum  estimate,  $60,000,000.  The  Fedem" 
Trade  Commission  estimates  that  the  yearly  average  (based  on  figures  fbr  21i 
months  for  tax  returns  Dec.  1,  1914,  to  Sept  8,  1916)  of  the  bushels  traded  fn 
future  delivery  on  the  Chicago  Board  of  Trade  was  18,414,000.000  bni«h»^N 
The  average  Chicago  price*  of  the  grain  futures  affected  during  the  period  wb^-i: 
the  1914  tax  was  in  operation  was  92  cents  per  bushel.  On  this  basis  the  moii»> 
value  of  the  18,414^000,000  bushels  would  be  $16,940,880,000. 

The  most  recent  article  which  could  be  found  bearing  on  the  volume  of 
gambling  represented  by  Louisiana  lottery  was  that  of  Arthur  B.  Reeves  in  t*.* 
World*s  Work  for  December,  1920,  on  page  199.  The  following  sentence,  bejir 
ing  on  the  extent  of  the  income  to  the  company  operating  the  lottery,  appears  • 
"And  it  is  estimated  that  the  annual  receipts  ran  from  thirty  to  sixty  mlllloTi 
dollars,  an  amazing  proof  of  the  basic  sucker  proclivities  of  the  average  citizt»ii. ' 

In  an  article  appearing  in  the  Forum  of  January,  1892,  by  John  C.  WIckllff*- 
entitled  "The  I^uislana  lottery,  a  history  of  the  company,"  some  idea  may  U- 
gained  of  the  gross  receipts  by  the  company  from  the  "  drawings,"  which  wpr»- 
of  two  kinds,  monthly  and  daily.  There  were  12  monthly  drawings,  tioke'^* 
for  which,  if  all  sold,  would  net  the  company  $28,000,000,  and  the  prizes  tiffm-: 
by  the  company  would  return  to  the  winners  $14,767,200,  leaving  a  baljU'**- 
representing  gross  profits  to  the  company  of  $13,232,800.  The  nearest  appronrl 
to  the  estimate  of  the  gross  receipts  from  the  daily  drawings  would  place  tt- 
amount  at  about  $2,028,240.  This  would  mean  that  the  total  receipts  of  t> 
company  was  about  $30,028,240. 

MONTE     CABLO. 

Adolph  Smith,  in  his  work  on  Monaco  and  Monte  Carlo,  estimates  the  year's 
receipts  at  £1.600,000  In  1912. 

We  have  recently  had  a  conf^r»ice  with  a  former  employee  of  the  company 
which  operates  the  casino.  This  gentlemen  stated  that  the  receipts  of  the  000- 
pany  ranged  from  five  to  twelve  million  dollars  per  year. 

Mr.  Hiram  S.  Maxim,  in  his  book  on  Monte  Oarlo,  published  in  1904,  states 
the  bank  won  £1.000,000  a  year.  Estimates  of  the  gross  amount  of  moii»^> 
wagered  compared  to  the  receipts  of  the  bank  varied  from  the  ratio  of  60  te  !• 
to  the  ratio  of  100  to  90. 

[Monte  Carlo,  by  Sir  Hiram  S.  MazliD,  London,  Qrant  Riduurda,  1904,  pp.  8-^.] 

"  Some  years  ago  I  found  myself  in  a  train  approaching  Monte  Oarta  I 
divided  my  time  between  admiring  the  beautiful  scenery  and  studying  the  pilde- 
book,  which  purported  to  give  all  particulars,  technical  and  otherwise,  ooncers- 
ing  the  gaming  tables. 

"According  to  this  book,  the  average  relations  between  the  playera  an«l  tJttt 
bank  were  as  60  is  to  61,  and  the  winnings  of  the  bank  were  £1,000,000  a  y^r 
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?liis  appeared  to  Indicate  to  me  that  tbe  players  of  Europe  and  America  took 
G1,CKX),000  to  Monte  Carlo  every  year,  staked  It,  won  back  £60,000,000,  and  left 
1,000,000  with  the  bank. 

*'  Ttie  masnltude  of  these  figures  staggered  me.  I  could  not  understand  it 
)urely  it  could  not  be  true.  Still  if  the  bank  actually  won  £1,000,000  sterling 
I  year,  and  its  chances  were  only  1  in  60  better  than  the  players*,  it  was  quite 
evident  that  jE61,000,000  must  have  been  staked. 

'*  However,  upon  visiting  Monte  Carlo  and  carefully  studying  the  p.ay,  I 
'ound  that  instead  of  the  players  taking  £61,000,000  to  Monte  Carlo  and  losing 
tl,000,000  pounds  of  it,  the  total  amount  probably  did  not  exceed  £1,100,000, 
>f  wMcfa  the  bank,  instead  of  winning,  as  shown  in  the  guide-book,  about  li 
^er  cent,  actually  won  rather  more  than  90  per  cent ;  therefore  the  advantages 
in  favor  of  the  bank  instead  of  being  61  to  60,  were  approximately  10  to  1." 

<VNA1.YS1S    OF    MR.    BOYLE'S    ESTIMATE    OF    THE    TOLL    IMPOSED    BY    FUTVRE    TRADING 

ON   CHOP  PBODUCTION. 

Mr.  Boyle  estimated  the  total  commissions  for  future  trading  on  the  Chicago 
Board  of  Trade  at  $0,310,125,  based  on  a  volume  of  11,005,800,000  bushels  of 
future  trading.  He  applied  this  to  the  estimated  production  of  corn  and  oats 
which  he  figured  at  4,000,000,000  bushels  (which  he  stated  usually  averaged 
somewhat  over  4,000,000,000  b^shels).  By  applying  the  $9,810,125  to  this  figure 
he  found  the  toU  to  be  nine-fortieths  of  a  cent  per  bushel.  ; 

The  average  production  of  com  from  1011r-ldl9,  a  period  of  10       BuabeU. 

years,  was — 2, 770, 935, 400 

Of  oata  for  the  same  period > 1,296,984,500 

Average  of  corn  and  oatal— , 4,067,919,900 

The  average  amount  of  corn  marketed  for  the  period  was 530, 682, 100 

The  average  amount  of  oats  marketed  for  the  period  was 377, 783,900 

Average,  of  corn  and  oats 908, 465, 400 

If  he  applied  his  $9,310,125  to  this  amount  which  is  the  grain  which  goes  on 
the  market  he  would  have  found  that  the  eost  would  be  1.31  cents  per  bushel 
instead  of  nine-fortieths  of  a  cent  per  bushel. 

Bushels. 

The  receipts  of  com  at  Chicago  in  1919  were 65,894,000 

The  receipts  of  oats  at  Chicago  in  1919  were 88, 989, 000 

Total  oats  and  corn 154,833,000 

Applying  $9,310,125  to  this  figure  gives  a  cost  of  6  cents  per  bushel. 

REVISED  ESTIMATES   OF  TOLL  IMPOSED  BY  FintJEE  TRADING  ON    WHEAT,    CORN,    AMD 

OATS  ON  THE  CHICAGO  BOARD  OF  TRADE. 

Using  the  estimate  of  Federal  Trade  Commission  of  18,414,000,000  bushels 
based  on  21i  months  (1914-1916)  and  applying  Mr.  Boyle's  percentage  we  find 
the  toll  to  be  $15,651,900.  Applying  this  figure  to  the  average  of  wheat,  corn,  and 
oats  marketed  (shipped  out  of  county  where  grown),  we  find — 

Bushels. 

The  average  for  wheat  for  1915  and  1916  to  be ,      497, 234, 000 

The  average  for  corn  for  1915  and  1916  to  be 505,706,500 

The  average  for  oats  for  1915  and  1916  to  be 410, 457, 500 

Average  of  three  grains 1,418,389,000 

Applying  $16,651,9(X)  to  this  figure  we  find  the  toll  to  be  1,1  cents  per  bushel. 
When  we  apply  it  to  the  average  receipts  of  these  three  grains  at  Chicago  dur- 
ing 1915  and  1916  which  were  351,541,600  bushels,  we  find  the  toll  to  be  4.4 
cents  per  bushel. 

A  TYPICAL  EXTRACT  FROM  A  TICKER  ON  THE  CHICAGO  BOARD  OT  TRADE,  JANUARY  20, 

t9ti'-^ijaanm  grain  review. 

Wheat. — ^Houses  acting  for  prominent  local  and  eastern  operators  were  ag- 
gressive sellers,  and  pit  traders  followed  the  lead,  forcing  values  down  to  new 
low  levels  on  the  present  downturn ;  buying  was  largely  confined  to  profit-taking 
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by  shcprtB  on  the  way  down,  and  tbe  market  showed  Itew  raoomerics.  iU*c«ip> 
were  estimated  at  only  15  can  and  met  with  a  slnssish  demand ;  ahipping  sat*^ 
only  5,000  bushels.  There  was  a  report  of  150,000  bushels,  worfced  for  esim". 
but  it  was  said  this  was  old  business.  Broomhall  queued  Argentiiie  wh«st  "" 
c(^ts  cheaper  than  the  American  C.  I.  F.  Europe.  Minneapotts  quoted  stnH.. 
cash  premiums  and  some  Improvement  in  the  flour  trade,  but  this  had  lin>r 
elTef't  on  tbe  market  here.  Indications  of  smaller  receipts  in  the  Southwest  w^n* 
also  f^ored.  Prlmao'  receipts  were  991,000  bushels,  against  860,000  a  year  ae^ 
Total  for  the  week  7,127,000,  against  4,635.000  busheis  a  year  ago. 

Corn. — l»we«t  prices  of  the  season  were  made  shortly  after  tlie  upejji^. 
on  i>f*Iling  by  the  .same  interests  that  sold  wheat.  Buying  was  confined  ;< 
profit  taking  by  shorts.  Receipts  were  estimated  at  375  cars.  Cash  prices  <uh1 
alKJUt  1  cf'Ut  lower,  which  left  the  basis  about  one-fourth  to  one-half  ch:: 
stronger.  As  compared  with  futures,  shipping  demand  slow,  with  sales  n- 
portHl  only  5,000  bushela  Primary  receplts  1349,000  bushels;  last  yrar, 
1,073,000  bushels;  total  for  the  week,  11,706,000  bushels,  against  5.i>lT.iM> 
bushels  a  year  ago.  Country  offerings  to  arrive  moderate,  and  weather  foiv- 
cast  is  for  colder  and  unsettled  conditions,  which  may  interfere  with  moTemeoi 

KSTIMATEU  COMMIMSJONS  PAID  ON   FTT^^E   TRADING,  CHICAGO  BOABD  OV   TEAOC 

If  we  assume  the  future  trading  to  average  18,414,000,000  bucAielB,  as  compQt<>«i 
by  the  Federal  Trade  Commission,  based  on  21|  months,  1914-16^  and  apply  the 
averages  of  Mr.  Boyle,  which  were  as  fbllows : 

52  per  cent  of  trading  In  futures  by  members  f6r  th^nselvea 

(and  which  carried  no  charges) 9»o75^280.00M 

2S  per  cent  of  trading  in  futures  by  members  for  other  mem- 
bers (and  which  carried  only  half  rates) 5, 155,9aO,OUU 

20  per  cent  of  trading  in  futures  by  members  for  nonmembers 

(and  which  carried  full  charge  for  commission) 3,682,800.000 

100  per  cent.  Total 18»  414. 000.  OOo 

COMMISSIONS. 

One-half  charges  on  5,155,920,000  bushels  equals  (1  of  }  cent  per 
bushel) $6, 444,9U0 

Fntl  charges  on  3,682,800,000  bushels  equals  (at  the  rate  of  i  cent 
per  bushel) 9.207,000 

Total 15, 651, 9O0 

MINIMUM  FBICE  OF  WHKAT. 

Lever  Act,  August  10, 1917,  section  14,  named  a  minimum  price  of  $2  per  bushel 
for  the  1918  wheat  harvest  "  Differentials  were  to  be  set  up  for  the  several 
standard  grades  of  wheat,  based  upon  No.  1  northern  wheat  at  Chicago  or  it.« 
equivalent  at  the  principal  Interior  primary  markets."  * 


It 


FAIR  PBICE"  of  wheat*  BECAME  MINIMUM   AND  MAXIMUM   PBICE. 


August  30,  1917,  "  Fair  price  "  committee  recommended  $2.20  to  be  tlie  price 
for  No.  1  northern  spring  wheat  at  Chicago.  This  price  was  made  appllGat>le  to 
the  1017  crop,  and  on  February  21,  1918,*  the  President  made  the  price  appli- 
cable to  the  1918  harvest,  thus  raising  the  minimum  price  established  by  Got^ 
gress  at  $2  to  $2J20. 

.Tine  21,  1919,"  the  price  of  wheat  was  raised  to  $2^  to  offset  incremse  ta 
fi*elght  rates. 


i 


*  See  pAgc  61,  Price  Bulletiii  No.  8,  GoTemmeDt  Control  Over  Prices :  War  lodvatrie 
Board. 

■  See  pag»  68,  Price  Bulletin  No.  8,  Qorernment  Control  Orer  Prices :  War  IndwrtT^ 
Board. 

*  SiH!  page  64,  Price  Bulletin  No.  8,  Gofenment  Centrol  Orer  Prices :  War  Indnctrlt* 
Boarfl. 
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September  22,  1918/  Preslden,  by  proclamation,  extended  the  guaranteed 
price  of  $2.26  for  No.  1  Northern  spring  wheat  at  Chicago  to  the  1919  crop  if 
offered  for  sale  before  June  1, 1920. 

On  May  11,  1917,'  the  Ohicago  Board  of  Trade  had  prohibited  fading  in  Iday 
wheat  futures  and  had  compelled  the  settlement  of  all  outstanding  contracts  at 
$3.18  a  bushel. 

Also  a  bill  by  Mr.  Steenerson : 

[H.  R.  14<I67»  Sixty-sizth  Congran,  third  Mntoii.] 
A  BILL  To  regulate  grain  eKcfaantes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled^  That  every  organization  within  the 
United  States,  of  whatever  form  or  kind,  maintaining  or  operating  a  regular 
place  of  business  or  trading  room  for  members  only,  in  which  the  members  sell 
or  exchange  grain  for  themselves  or  others  in  interstate  or  foreign  commerce, 
or  buys  or  sells  or  ships  or  handles  grain  in  Interstate  or  foreign  commerce,  in 
accordance  with  the  Grain  Standards  Act  of  the  United  States  or  the  grades 
and  standards  prescribed  by  the  Secretary  of  Agriculture  pursuant  to  or  under 
authority  thereof,  is  hereby  declared  to  be  a  public  market,  and  subject  to  the 
provisions  of  this  act. 

Sec.  2.  That  every  such  market,  whether  heretofore  or  hereafter  organized, 
shall  be  open  to  membership,  with  equal  rights  and  privileges  with  all  other 
members,  to  any  person,  firm,  company,  or  corporation  desiring  to  trade  in  such 
commodity  on  such  market  who  shall  make  application  for  membership  and 
whose  methods  of  business,  operation,  or  plan  of  organization  shall  not  conflict 
with  or  contravene  any  reasonable  rule,  regulation,  or  by-law  of  such  market. 
All  members  shall  be  required  to  comply  with  all  reasonable  rules,  regulations, 
and  by-laws  of  such  organization,  which  may  include  the  payment  of  a  reason- 
able membership  fee  and  reasonable  assessments  equally  applicable  to  nil  mem- 
bers. The  words  "  company  "  or  "  corporation,"  herein  designated  shall  include 
cooperative  associations  organized  under  the  laws  of  the  United  States  or  of  any 
State.  Any  rule,  regulation,  or  by-law  of  such  market  which  shall  be  deslg- 
iiate<l  or  construed  as  controlling,  limiting,  or  modifying  articles  of  incoiT)ora- 
tion,  constitution,  or  by-laws,  of  any  association,  company,  or  coii)oratlon  in 
the  distribution  of  its  profits  to  Its  stockholders  and  members  shall  be  deeraiKi 
to  be  unreasonable  and  void. 

Sec.  3.  That  every  such  organization  which  shall  adopt  any  rule,  regulation, 
by-law,  or  order  of  whatever  kind  or  form,  or  which  makes  any  onler  in  vi(»ln- 
tion  of  the  provisions  of  this  act,  or  which  shall  refuse  or  unreasonably  delay 
to  admit  any  such  applicant  to  full  and  equal  membership  in  such  organization, 
or  which  shall  refuse  to  trade  or  deal  with  any  member  or  permit  any  member 
to  refuse  to  so  deal  with  any  other  member  on  an  equal  basis  with  all  other 
members,  or  which  shall  adopt,  prescribe,  construe,  or  apply  any  rule,  order,  or 
regulation  which  shall  have  the  effect  of.  or  tend  to  avoid  or  violate  any  of  the 
provisions  of  this  act,  Is  hereby  declared  to  be  a  monopoly  In  restraint  of  trade 
and  a  violation  of  the  antitrust  laws  of  the  United  States,  and  further  trading 
in  said  market  or  organization,  either  by  the  organization  itself,  or  any  member 
thereof,  shall  be  unlawful. 

Sec  4.  That  whenever  any  such  organization,  or  any  officer  or  agent  thereof, 
shall  violate  any  of  the  provisions  of  this  act.  the  Attorney  General  of  the 
United  States  shall  institute  appropriate  proceedings  in  the  name  of  the  United 
States  to  enforce  compliance  with  the  provisions  of  this  act  and  to  restrain  such 
organization  and  all  members  thereof  from  thereafter  continuing  in  such  viola- 
tions and  from  any  further  trading  in  such  market,  either  directly  or  Indirectly. 


^8«e  page  er.  Pries  Bolledn  Na  8,  Govwunent  Control  Over  Prices:  War  Industries 
Board. 

*  Bee  page  62,  Price  Bolletlii  No.  8,  Qovwnment  C6Btrol  Over  Prloee :  War  Indastriea 
Board. 
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COUMITTEE    03r    AGKICLI.1 


» _  * 


Mr.  L.  O.  HAfrcTK, 

Clerk  Committee  on  Affrieutiure,  House  of  Reprment&UrtM, 

JjTAti  Mr.  Hal'ge^  :  I  have  a  letter  from  that  man  that  testUied 

bill  that  had  not  read  it,  and  think  this  letter  ahoold  go  in  tlie  hearin^i^    I 

inclosing  it  herewith. 


Very  truly,  youra^ 


J.  N.  ToncHXL 


MllVNBHAHA   NaTIONAI.    BjLXI^ 

Sioux  Fans,  S.  Dak.,  Janmmng  24,  J?it 
Hon.  J.  M.  TiNCHEK, 

Washington^  D,  C. 

I>EAB  Snt:  I  have  read  carefully  the  copy  of  your  bill  (H.  R.  1465TV  w 
you  a»ked  me  to  read  at  the  time  of  bearing  before  your  committee  on  JiLS'^^r* 
12.  I  have  alHo  dlscusned  it  with  several  individnalsi  who  I  know  have  Ivci.  ii 
a  position  to  give  the  matter  careful  study  and  whose  interests  wouW  n?  ^ 
favoring  such  a  bill  if  they  were  satisfied  that  it  would  be  to  the  interesct  o:  -  - 
producers  to  do  so.  Some  raised  the  point  that  it  would  legalize  specular"' 
althou^  protecting  legitimate  hedges.  Others  believe  that  it  would  maten...  5 
restrict  the  market. 

The  executive  committee  of  the  South  Dakota  Bankers'  A^sodatiAD.  ^t 
whoHe  direction  I  appeared  before  you,  understand  that  an  extended  inve^tirr 
tlon  of  Uie  whole  market  system  has  been  under  way  for  some  time  by  a  n  l.- 
mittee  of  17  of  the  American  Farm  Bureau  Federation,  and  that  no  report  ^.•.- 
been  made  up  to  this  time.  We  understand  that  the  Agriculture  D^tartn:*'. :. 
through  the  Bureau  of  Markets,  has  made  an  extended  investigat'oa.  Ti*  r 
report  does  not  suggest  a  radical  change  In  the  operation  of  grain  errtiar^v? 
or  at  least  the  Judgment  of  the  investigators  is  not  unanimous  in  that  reelect. 

The  South  Dakota  Farmers  Grain  Dealers'  Association,  through  the  r  sf-r- 
tary,  Mr.  K.  H.  IJyler,  of  Sioux  Falls,  informs  me  that  the  grain  dealers^  a.«s**- 
elation  are  working  upon  the  solution  of  the  marketing  question,  which  tt<»y 
believe  will  eventually  lend  aid  in  better  marketing  conditions  and  until  such 
time  Mr.  Eyler  does  not  believe  that  radical  legislat'on  should  be  had.  The  siru 
ation  is  certainly  serious  for' agriculture,  and  I  am  sincere  in  the  hope  that  th*T^ 
will  be  some  relief,  as  my  personal  interests  are  entirely  Involved  in  the  futnrv 
of  agriculture,  and  I  am  sincere  in  the  hope  that  some  solution  will  be  suN 
ml t ted.  as  it  does  not  seem  evident  there  is  any  insight  that  will  overcome  c««ih 
ditlons. 

I  thank  you  for  your  courtesy  at  the  hearing,  and  I  came  away  with  the  belief 
that  it  will  be  the  desire  of  your  committee  to  find  some  satisfactory  relief  for 
agricultural  Interests,  If  possible. 
Very  truly,  yours, 

H.  V.  Hablait,  Vice  President. 


Committee  on  Agriculture, 

House  of  Bepresentatives, 
Thursday  J  January  27^  1D2L 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  X.  Hanger 
(chairman)  presiding. 

The  Chairman.  A  number  of  inquiries  and  suggestions  have  \m  «t. 
received  on  H.  R.  15373,  introduced  by  Mr.  Osborne,  on  which  ^^ 
held  hearings  some  time  ago.  It  has  been  suggested  that  this  h\V 
be  referred  to  the  Department  of  Agriculture  for  a  report  Wliat  !• 
the  pleasure  of  the  committee?  [Pause.]  Without  objection,  tl:<? 
bill  will  be  referred  to  the  Secretary  of  Agriculture  with  the  requ*< 
that  the  committee  be  advised  of  his  views  on  the  bill. 
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The  following  letter  has  been  received  from  Mr.  Charles  A.  Lyman, 
secretary  of  the  National- Board  of  Farm  Organizations: 

National  Boabd  of  Farm  Oboanizations, 

WMhinffton^  D,  O.,  Jarmary  26, 1&21. 
Hon.  GiUEBT  N.  Haugbr, 

Chairman  Agricultural  Committee  of  the  House, 

House  Office  Building,  Washington,  D.  C. 
Deiab  Mb.  Hatjoen:  I  have  submitted  to  Congressman  Tincher  a  copy  of  a 
letter  which  I  wrote  November  15  to  Dr.  Ladd,  of  North  Dakota,  to  indicate  to 
him  the  Importance  of  summoning  before  your  committee,  now  investigating  the 
subject  of  future  trading,  Judge  John  M.  Burns,,  of  the  solicitor's  office  of  the 
Department  of  Agriculture. 

Judge  Bums  has  had  exceptional  opportunities  to  investigate  the  evils  of 
future  trading,  and  from  many  taJks  with  him  I  think  it  of  the  highest  impor- 
tance that  he  be  summoned  as  a  witness  before  your  committee. 

This  should  be  done  as  soon  as  possible,  as  I  understand  that  Judge  Burns 
may  be  leaving  the  city  within  a  few  days. 
Respectfully, 

Ohas.  a.  Lyman,  Secretary. 

What  is  the  pleasure  of  the  committee? 

Mr.  McLaughlin  of  Nebraska.  Mr.  Chairman,  I  will  say  that  I 
had  a  talk  last  night  of  about  two  hours  with  Judge  Burns,  and  if 
the  committee  can  give  him  the  opportunity  and  if  Judge  Burns  can 
back  up  with  evidence  what  he  seems  to  know  offhand,  I  think  it 
would  be  well  worth  the  time  of  the  committee  to  hear  him,  and  if 
we  wanted  him  I  think  we  could  get  him  on  a  few  hours'  notice.  He 
is  right  here  in  town  and  may  be  here  to-day. 

The  Chairman.  It  is  customary  to  hear  officials  of  the  depart- 
ment, but  as  a  matter  of  courtesy,  i  would  suggest  that  the  Secretary 
of  Agriculture  be  invited  to  send  whoever  ne  may  desire  to  havci 
appear. 

Mr.  McLaughlin  of  Nebraska.  I  am  not  in  favor  of  delaying  the 
hearings,  but  I  do  not  think  this  would  constitute  a^  delay,  since  we 
are  hearing  Mr.  Thome,  and  we  could  well  set  aside  a  couDle  of 
houra,  or  whatever  is  necessary,  to  hear  this  gentleman.  We  are 
gaining  something,  and  there  is  nothing  for  us  to  lose. 

Mr.  X  ouNQ.  I  feel  this  way  about  this  bill :  Of  course,  mjr  State 
produces  some  wheat,  but  I  ao  not  really  live  in  a  wheat  section.  I 
understand,  in  a  general  way^that  several  people  in  the  wheat  belt 
have  their  own  marketing.  We,  as  you  remember,  years  ago  went 
through  the  same  trouble  in  our  cotton  futures  business  and  passed 
a  law  that  did  some  good,  although  it  probably  needs  some  amend- 
ment; but  for  my  own  mind,  I  do  not  know  just  what  ought  to  be 
done,  but  I  am  inclined  to  follow  in  my  vote  tne  gentlraaen  from  the 
wheat  belt  in  the  solution  of  this  question,  and  when  they  get  their 
minds  made  up  after  the  hearings  are  concluded  my  present  inclina- 
tion is  to  follow  their  desire  in  the  matter,  because  I  realize  they  are 
in  closer  touch  with  the  situation  than  I  am,  and  I  want  to  do  what 
is  best  for  the  wheat  trade.  That  is  my  present  ixiclination^  and  if 
these  gentlemen  can  ^ve  added  information  that  you  gentlemen 
from  the  wheat  belt  think  necessary,  it  is  all  right  with  me, 

Mr.  Tincher.  I  do  not  want  to  De  in  the  attitude  of  objeeting  to 
the  gentleman  giving  testimony,  but  I  want  to  see  some  bill  reported 
out  of  this  c(mimittee,  and  I  am  going  to  make  a  motion  at  some  time 
to  report  out  a  bill,  and  I  do  not  want  anycme  to  rise  up  and  ^^jy 
^  Yon  delayed  the  hearings  by  asking  far  further  time,",  and  I  am 
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not  going  to  ask  for  it,  but  I  am  not  objecting  to  hearing  the  gentle- 
men. I  am  always  glad  to  hear  any  man  who  has  information  on  the 
subject,  but  I  am  in  favor  of  trying  to  get  legislation  and  that  was 
the  reason  I  introduced  my  bill. 

The  Chairman.  If  it  is  the  pleasure  of  the  committee,  we  will  hear 
Judge  Bums  at  such  time  as  suits  the  convenience  of  the  oommitt^ 
and  the  Secretary  of  Agriculture,  and  also  whoever  the  Secretary 
may  desire  to  have  appear. 

The  Chairman.  Mr.  Thorne,  we  will  be  glad  to  have  you  continue. 

STATEMENT  OF  ME.  CUFFOBD  THOBNE,  CHICAOO,  ILL.,  OENEEAL 
COUNBEL  AMEBICAN  FABM  BTTSE ATT  FEDEBATIOK  AND  F0&  THZ 
FAKMEBS'  NATIONAL  O&AIN  DEALEBS'  ASSOCIATION— Sesnmed. 

Mr.  Thorne.  At  the  conclusion  I  was  stating  the  attitude  of  presi- 
dents and  secretaries  of  State  organizations.  Since  that  sadlmarT 
was  made  I  have  received  four  more  replies.  I  think  now  I  have 
heard  from  all  the  States  except  one ;  that  is,  having  heard  from  22 
people.  The  former  record  plus  this  record  will  show  the  nmnher. 
The  reporter  took  the  former  letters  with  him  and  I  do  not  have 
them  at  hand  now.  The  i>resident  of  the  Colorado  oi^nization  an- 
swers "  No  "  to  both  questions. 

Mr.  PtJRNBLL.  May  I  interrupt  you  there,  Mr.  Thome  ?  Would  it 
be  convenient  for  you  to  read  those  questions  again  so  we  may  have 
them  in  our  mmds? 

Mr.  Thorne.  ^^  First.  Do  you  favor  legislation  eliminating  specula- 
tion in  futures  from  the  grain  markets,  providing  the  opportunity  to 
hedge  is  preserved !"    Answer :  "  No." 

"Second.  Do  you  favor  legislation  eliminating  speculation  in 
futures  from  the  grain  markets,  even  though  it  would  restrict  or 
prevent  hed^ng  on  the  markets?"  Answer:  "No."  The  gentle- 
man's name  is  v .  H.  Hamilton,  of  Longmont,  Colo.,  who  is  president 
of  the  Cooperative  Elevator  Association  of  that  State. 

The  next  letter  is  from  Mr.  Craninger,  Grand  Kapids,  Ohio,  and 
to  the  first  question  he  answers :  "  Do  you  know  you  could  hedge  if 
you  do  away  with  short  selling? " 

Answer  to  the  second  question :  "As  above.  I  do  not  see  any  good 
in  fooling  with  the  present  manner." 

The  next  letter  is  from  John  Miller,  president  of  the  Illinois 
association,  and  in  answer  to  the  first  question  he  says,  "  Yes  " :  that 
he  favors  legislation  eliminating  speculation  in  futures  on  the  grain 
markets  providing  the  oi>portunity  to  hedge  is  preserved.  In  an- 
swer to  the  second  question  he  says,  "No^';  that  is,  he  is  not  in 
favor  of  eliminating  speculation  in  futures  from  the  grain  market 
if  that  would  restrict  or  prevent  hedging  on  the  markets. 

The  next  letter  is  from  Mr.  Lane,  of  Sherwood,  N.  Dak*  He 
favors  the  first  proposition.  In  answer  to  the  second  proposition, 
he  says,  "  I  am  opposed  to  taking  any  step  to  eliminate  hedging.^ 

As  a  result  of  tne  22  letters  which  I  now  have  reported,  I  believe 
two  of  them  answer  "  No "  to  both  questions,  and  Mr.  Eyler  is  not 
partieulaily  interested  and  doubts  the  wisdom  of  it  All  of  the  bal- 
ance, 19  in  nuniber^  save  1,  were  in  favor  of  eliminating  specula* 
tion  providing  it  did  not  restrict  or  eliminate  hedging.  T^t  one 
was  m  favor  of  eliminating  speculation  whether  it  left  ^^g*"g  or 
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did  not  leave  hedging,  being  Mr.  Cottington,  president  of  the  Iowa 
association. 

The  organization  in  the  State  of  Nebraska,  of  which  association 
Mr.  Shorthill  is  secretary,  made  no  reply  that  I  have  been  able  to 
find. 

Mr.  TiNCHER.  We  have  a  telegram  from  Mr.  Shorthill  himself  in 
the  record  stating  his  views.  That  is  the  same  Mr.  Shorthill,  is  it 
not  ? 

Mr.  McLaughlix  of  Nebraska.  Yes. 

Mr.  Thobne.  These  gentlemen  have  not  had  an  opportunity  of 
listening  to  the  testimony  that  you  have  heard  from  various  wit- 
nesses. They  have  not  had  the  opportunity  of  goin^  extensively 
into  this  analysis  of  facts  as  they  exist.  This  was  simply  an  at- 
tempt of  mine  to  find  the  offhand  straw  vote  on  the  proposition 
from  people  who  are  in  the  grain  trade  handling  country  elevators. 

The  subject  I  want  to  speak  briefly  about  is  manipulations  on  the 
markets.  I  have  in  front  of  me  a  paid  advertisement  by  the  Chi- 
cago Board  of  Trade,  as  follows : 

WHY    WHEAT   PRICES    DROPPED. 

Findings  of  the  Federal  Trade  Commission,  which  was  directed  by  the  Presi- 
dent to  invest 'gate  the  canses  of  the  decline  In  wheat  prices,  made  public  at 
Washington,  December  20,  were  as  follows : 

1.  The  outlook  for  an  increased  world  supply. 

2.  Concentrated  buying  by  foreign  Oovemments  last  spring  and  slack  pur- 
<^'hase8  later. 

3.  **  Unprecedented  **  importations  from  Canada  following  an  "  unprece- 
dented "  yield  and  a  discount  in  rate  of  exchange. 

4.  The  record-breaking  yield  of  corn  and  the  large  yield  of  oats. 

5.  The  slackening  in  domestic  demand  for  flour. 

6.  The  general  tendency  toward  commodity  declines. 

7.  The  change  in  credit  conditions  **  with  resulting  disposition  of  distributors 
to  refrain  from  accumulating  usual  stocks." 

The  report  says  further : 

This  is  the  part  of  the  advertisement  to  which  I  want  to  direct  yout 
attention : 

The  limited  evidence  available  does  not  establish  manipulation  of  wheat  prices 
by  large  operators  in  futures  nor  that  the  recent  low  average  or  downward  trend 
of  wheat  prices  has  been  due  to  speculative  manipulation. 

The  study  of  marketing  of  grains  is  one  of  absorbing  interest  now  being 
taught  in  many  colleges.  Literature  on  this  subject  will  be  sent  free  to  growers, 
gra:n  handlers,  and  others  legitimattely  interested.  Simply  send  request  for 
•Miteriiture"  to  the  Chicago  Board  of  Trade  and  it  will  be  sent  Immediately. 
Do  It  to-day — now. — Chicago  Board  of  Trade. 

That  quotation,  gentlemen,  was  taken  out  of  the  next  to  the  last 
paragraph  of  the  press  report  issued  by  the  Federal  Trade  Commis- 
sion, page  4,  the  press  report  being  dated  December  20. 1920.  In  that 
paragraph  they  omitted  the  following  two  sentenc^^s.  They  quoted 
one  sentence  but  left  out  two  sentences,  which  I  want  to  i-ead  to  you : 

The  commission  has  not  hud  the  opportmiity  to  obtain  directly  the  figures 
which  would  determine  conclusively  whether  large  transactlom^  in  futures  of  a 
manipulative  nature  have  occurred.  It  has  sought  but  has  not  been  able  to  se- 
cure the  cooperation  of  the  officers  and  directors  of  the  Chicago  Board  of  Trade 
deemed  necessary  for  the  collection  of  pertinent  information  in  this  matter. 

These  two  sentences  were  omitted  from  the  paragraph  when  it  was 
reprinted.  We  have  been  able  to  secure  some  cooperation  from  the 
Chicago  Board  of  Trade,  fortunately.     This  question  of  whether 
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speculation  does  give  rise  to  maniptilation  or  whether  there  an- 
manipulations  on  the  market  is  of  keen  interest  and  of  great  im-  \ 
portance  in  your  considerations  and  deliberations.  If  it  is  m  &ii 
that  the  law  of  supply  and  demand  and  the  economic  forces  are  thosY 
determining  entirely  the  fluctuations  in  prices,  we  have  not  mu*h 
of  a  case.  If  the  Federal  Trade  Commission  has  been  unable  to  p-t 
facts  as  to  manipulations,  it  is  unfortunate,  but  a  gentleman  formerlT 
connected  with  the  Chicago  Board  of  Trade  and,  as  stated  the  other 
time,  a  former  member  of  the  board  of  directors,  a  man  who  was  a 
member  of  the  exchan^  for  over  20  years,  has  written  what  is 
recognized  as  a  very  rehable  history  of  the  Cmcago  Board  of  Trade, 
and  1  should  like  to  cite  just  a  few  passages  demonstrating  the  j^ossi- 
bilities  and  actual  existence  of  constant  manipulations  on  the  Chica^ 
Board  of  Trade. 

Mr.  YouKo.  How  recent  a  work  is  that? 

Mr.  Thorne.  1917.   I  will  begin  in  1881. 

Mr.  McLaughun  of  Michigan.  That  was  40  years  ago. 

Mr.  Thorne.  We  will  bring  it  right  down  to  date  before  we  aiv 
through. 

The  Chairman.  Will  you  give  the  name  of  the  author? 

Mr.  Thorne.  Yes ;  Charles  H.  Taylor. 

(Extracts  of  "  History  "  are  incorporated  as  follows :) 

Scarcely  a  month  of  the  year  1881  was  free  from  cornering  operations  In 
some  branch  of  the  trade.  In  January  there  was  the  beginning  of  a  big  when: 
deal  by  Wall  Street  partJes.  In  February  Armour  began  operations  in  pork  as 
above  stated,  causing  a  sudden  rise  In  prices.  In  March  there  was  addltiona! 
excitement  in  the  wheat  pit.  In  April  a  shortage  developed  in  rye  which  sent 
the  price  of  No.  2  rye  10  or  15  cents  above  No.  2  ^ring  wheat,  and  which  caused 
rye  to  be  shipped  to  Chfcago  from  the  Lake  Ontario  region.  Toward  the  end  of 
the  month  of  June  there  were  advances  both  in  wheat  and  com,  with  Armour 
coming  into  control  of  the  wheat  market.  In  July  began  the  great  hattle  of  the 
speculative  giants,  both  In  com  and  wheat,  which  was  to  bring  both  success  an<1 
ruin  in  Its  train.  The  month  closed  with  one  of  the  biggest  comers  in  oat$ 
the  market  had  ever  known.  The  price  touched  was  the  highest  since  the 
famous  Chandler  corner,  and  the  settlement  price  was  fixed  at  45  cents,  while 
"  rejected  "  at  the  close  of  July  sold  at  27  cents.  Large  settlements  were  made 
the  last  of  the  month  and  there  was  a  considerable  amount  defaulted,  Wall 
Street  operators  defaulting  on  1,000,000  bushels.  It  was  in  July,  also,  that  the 
'*  Cincinnati  clique  *'  laid  the  foundation  for  the  great  comer  in  August  wheat. 
The  excitement  in  the  wheat  pit  Increased  with  every  day  during  August.  By 
the  20th  there  was  an  excited  bull  market,  and  it  was  stated  that  the  gall^ ies 
of  the  exchange  were  thronged  with  visitors  and  that  there  had  never  been  a 
week  in  the  history  of  the  board  of  trade  when  speculation  was  so  enormous 
The  volume  of  business  was  so  great  that  the  settling  clerks  struck  for  a  ir«^ 
per  cent  advance,  and  got  it,  and  they  were  said  to  be  making  from  $10  to  $25 
per  day,  A  false  rumor  of  the  death  of  the  President  caused  momentary  de- 
pression, bat  the  bull  movement  could  not  be  stopped,  and  by  August  25  the 
Oindnnatl  clique  had  forced  the  price  of  No.  2  wheat  up  to  $1.86  and  liad  com- 
menced  buying  September  and  October  wheat  Rumors  of  hot  wheat  sem 
September  and  October  prices  down,  September  falling  5  cents  August  29.  ar'l 
Cincinnati  crowd  selling  large  quantitlea  A  special  committee  of  the  board  w«9f 
appointed  to  investigate  the  warehouse  conditions.  The  committee  touiid  moA 
of  the  wheat  In  good  condition.  The  bears  sustained  severe  losses  in  the  Angu^^ 
wheat  deal  and  the  profits  of  the  Cincinnati  people  were  reported  at  ^,000.0^0, 
They  were  so  jubilant  that  they  gave  lavish  presents  to  attaches,  Mr.  Handy  gfv- 
Ing  his  broker  a  valuable  house  and  lot  in  Chicago.  These  great  profits  entnlltfl 
equally  great  losses,  and  It  was  at  this  time  that  the  well-known  firm  of  John  W. 
Rumscy  &  Co.  was  forced  to  suspend.  (History  Board  of  Trade,  Chicago,  T(»t 
Nd.  2,  p.  091.    Year,  1881.) 

■  The  history  of  the  board  of  trade  is  thickly  strewn  with  comers.    In  addi 
tlou  to  several  speculative  squeezes,  which  were  submitted  to  without  a  murmiir. 
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there  weiv  so  many  appeals  to  the  governing  powers  that  1882  may  be  long 
remembered  as  the  great  "committee"  year.  There  were  not  less  than  four 
sets  of  defaulted  contracts  on  wheat,  namely,  in  April,  June,  July,  and  Sep- 
tember, and  another  in  oats  for  July,  all  of  which  were  passed  upon  hy  com- 
mittees. Besides  these  conuuittees  were  called  on  corn  for  August,  lard  for 
September,  and  short  ribs  for  October;  but  the  difficulties  were  adjusted  be- 
tween the  parties  before  It  was  time  for  the  committees  to  sit.  There  were  two 
or  tliree  coi'ners  in  oats  besides  those  above  referred  to.  The  flaxseed  depart- 
ment went  through  the  cloud,  but  it  turned  out  to  be  only  a  mist,  and  there 
was  a.  relic  of  trouble  in  barley  at  the  beginning  of  the  year. 

The  year  may  possibly  be  best  described  as  a  year  of  great  contention.  From 
being  tie  skirmish  ground  for  men  of  thousands,  the  Board  of  Trade  of  Chicago 
had  become  the  battle  tleld  for  men  of  millions.  These  interests  were  great  and 
formidable  and  were  disposed  to  stand  upon  their  rights  until  the  last  resource 
of  money  and  brains  and  legal  machinery  had  been  exhausted.  (History,  Board 
of  Trade,  Chicago,  vol.  No.  2,  p.  636.     Year  1882.) 

A  vers*  considerable  sensation  was  created  upon  the  occasion  of  the  opening 
of  the  New  York  Produce  Exchange  Building  in  May.  The  Chicago  Board  of 
Trade  sent  a  delegation  for  this  occasion,  headed  by  its  president,  E.  Nelson 
Blake.  At  the  banquet  Hon.  Chauncey  Depew,  the  orator  of  the  evening,  took 
occasion  to  attack  "  the  Chicago  grain  sramblers."  This  was  resented  as  a  direct 
and  deliberate  insult  by  President  Blake,  and  he  immediately  rose  in  defense  of 
the  boai"d  of  trade,  saying,  among  other  things,  that  New  York  men  had  partners 
In  Chicago  and  private  wires  to  the  exchange,  and  it  could  not  be  that  the  New 
Yorkers  were  "bankers"  and  the  Chicago  partners  "gamblers."  President 
Blake's  prompt  defense  of  the  board  was  heartily  approved  upon  his  return  to 
Chicago.  (History  Board  of  Trade,  Chicago,  by  Taylor,  vol.  2,  p.  690.  Year 
1884.) 

Corners  used  to  come  on  the  board  of  trade  once  In  a  year  or  two.  Now 
there  are  cornei-s  almost  all  the  time.  The  Chicago  corner  used  to  be  the  ven- 
ture of  some  local  Titan  and  was  felt  only  within  the  then  provincial  jurisdic- 
tion of  the  board.  Now  it  is  often  the  cosmopolitan  work  of  the  combined  capi- 
talists of  half  a  dozen  cities,  and  Its  effects,  as  the  London  Times  said  of  the 
pork  corner  of  1880,  are  felt  In  advancing  prices  all  over  the  world.  When 
6,000,000  bushels  of  wheat  were  handled  by  a  syndicate  10  years  ago  it  was  felt 
In  predatory  circles  that  the  civilization  of  the  nineteenth  century  had  about 
reached  its  grandest  height,  but  60,000,000  bushels  of  corn  and  20,000,000  bushels 
of  wheat  are  now  pocketed  almost  without  exciting  remark.  The  corner  gen- 
erally u.<jed  to  fall,  but  the  accumulative  experience  of  many  collapses  has  not 
been  In  vain.  Such  mistakes  are  not  now  made  as  that  of  the  wheat  corner 
of  1872,  which  was  begun  in  the  face  of  the  harvest  and  was  drowned  ont  l^ 
the  rush  of  wheat  from  the  farmers,  who  dropped  all  other  work  and  dried  the 
green  wheat  in  stoves,  i)ots,  tin  cups,  anything  in  which  it  co\ild  be  heated,  with 
the  result  of  forcing  down  prices  on  themselves  of  47  cents  in  24  hours.  During 
the  wheat  corner  of  1879  three  out  of  everj'  four  flouring  mills  of  the  country 
were  kept  idle  for  over  two  months.  One  of  the  oldest  members  of  the  produce 
exchange  prepared  for  the  legislature  hn  estimate  that  the  syndicate,  by  not 
selling  and  by  not  letting  others  sell,  and  by  fleecing  those  who  had  been  in- 
veigled into  dealing  with  them  and  by  the  Injury  that  had  been  done  to  the 
millers,  the  shipping  interests,  the  exporters,  and  the  consumers  of  flour,  had 
caused  a  loss  to  the  country  of  not  less  than  $300,000,000.  (History  Board  of 
Trade,  Chicago,  by  Taylor  (who  quotes  from  the  statement  of  H.  D.  Lloyd  In  the 
North  American  Review  of  August,  1888),  vol.  2,  pp.  674-675.    Year  1883.) 

Armour  took  hold  of  the  mess  pork  market  during  the  spring  months,  steadily 
forcing  prices  upward,  closing  a  corner  in  August  pork  at  the  top  price -ol! 
$27.50.  It  was  reported  that  Armour  made  $2,500,000  on  this  deal.  (History, 
Board  of  Trade,  Chicago,  by  Taylor,  vol.  2,  p.  698;  year,  1884.) 

The  markets  fbr  the  year  1885  were  singularly  free  from  large  manipulation 
and  the  business  transacted  was  of  the  ordinary  commission  character  with  the 
speculative  trade  chiefly  in  the  hands  of  scalpers.  (History,  Board  of  Trade, 
Chicago,  by  Taylor,  vol.  2,  p.  721;  year,  1886.) 

The  tendency  of  the  markets  was  upward  during  the  first  part  of  January, 
with  rye  reported  scarce,  and  a  bulge  in  oats  to  48J  cents  on  the  8th.  Amuse- 
ment was  caused  by  the  figures  compiled  by  the  board  of  trade  tor  the  previous 
year  which  showed  that  shipments  exceeded  receipts  by  8,000,000  busrtiels  of 
com,  4,000,000  bushels  of  oats,  and  77,000  bushels  of  rye.    It  was  declared  that 
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lliis  "  spoke  ell  for  Chicago  as  a  producer  of  grain,"  aud  Secretary  Stoue  ex- 
plaineil  the  discrepancy  by  saying  the  western  I'oads  were  careless  in  tlieir 
reiKirts.  The  provision  trade  was  pleased  with  the  fact  that  the  meat  Inspec- 
tion law  of  Virginia  was  declared  unconstitutional  and  steps  were  taken  to  test 
the  GiK)rgia  law  imposing  a  license  tax  of  $500  on  agencies  for  packing  houses. 
and  the  produce  trade  rejoiced  that  a  reduction  had  been  recomniendetl  in 
French  tar.'ffs.  Near  the  middle  of  the  month  the  operations  of  Partridge,  as 
a  bear,  became  the  prominent  market  feature,  but  Hutchinson  entered  the  lists 
against  him,  uttered  his  famous  threat  and  forced  the  market  upward.  Part- 
ridge had  sold  short  a  Ijie  of  wheat  estimated  at  6,000,000  bushels  and  the  duel 
which  followed  was  one  of  great  interest.  On  the  27th  Partridge  made  a 
determined  rad  upon  the  market,  beginning  his  operations  In  the  open  board 
and  forcing  wheat  1  cent  lower.  Every  step  of  the  way  was  contested  by 
Hutchinson  and  on  succeeding  days  the  market  turned  and  by  the  first  days 
of  February  Partridge  was  hard  hit,  with  losses  estimated  at  $500,000,  he 
having  been  short  about  5,000,000  bushels  of  wheat,  3,000,000  bushels  of  com, 
and  2,000,000  bushels  of  oats,  with  an  average  loss  of  about  4  cents  per  bushel. 
This  was  a  severe  lesson  to  Partridge  and  was  said  by  many  to  be  but  a  part  of 
Hutchinson's  revenge  for  a  remark  which  Partridge  contended  was  made  in 
friendliness.  (History,  Board  of  Trade,  Chicago,  by  Taylor,  vol.  2,  p.  819: 
year,  1801.) 

The  corn  pit  furnished  the  chief  market  excitement  during  November  and 
December,  The  traders  woke  up  to  the.  fact  that  there  was  danger  of  a  comer 
about  the  20th  of  November,  ami  the  covering  by  the  shorts  advancetl  the  price 
at  that  time  to  60  cents.  The  clique  strengthened  Its  hold,  and  by  the  Ttth. 
was  able  to  run  the  price  up  to  80  cents.  This  was  the  top  price  and  was  not 
maintained.  On  November  30  com  opened  at  70  cents,  but  soon  rose  to  75|,  at 
which  price  some  250,000  bushels  were  covered,  leaving  about  100,000  busheU 
In  default.  One  feature  of  the  day  was  an  Injunction  served  upon  the  Ryan 
Commission  Co.,  restraining  them  from  settling  for  or  delivering  40,000  bushels 
of  corn  for  H.  B.  Schloss  &  Co.,  who  claimed  that  they  had  sold  this  com  at 
49  to  491  cents,  that  they  had  the  com  at  Memphis,  but  were  unable  to  deliver 
It  on  account  of  the  rail  blockade,  and  that  there  had  been  a  conspiracy  t<» 
advance  the  price  above  the  real  market  value.  Five  firms  were  said  to  be 
interested  in  this  manipulation  and  It  was  an  open  question  as  to  whether  the> 
made  or  lost  by  It,  as  they  bid  corn  up  to  $1.10  In  the  New  York  market  in 
order  to  establish  the  Chicago  quotation  as  a  fair  shipping  price,  and  they  were 
left  with  some  1,750,000  bushels,  bought  at  about  60  cents,  on  their  hands. 
Many  defaults  were  settled  at  75  cents,  but  others  claimed  the  right  to  settle 
at  the  average  for  the  day,  which  was  considerably  less.  With  the  close  of  thf 
manipulation,  cash  corn  fell  to  46i  cents,  a  decline  of  28)  cents.  The  Novem- 
ber manipulators  sold  year  com  freely,  buying  January,  thus  going  short  and 
being  caught  when  the  railroad  blockade  cut  off  receipts  and  the  price  was 
forced  from  48f  cents  up  to  60  cents.  The  corn  In  store  at  this  time,  December 
9t  was  only  about  300,000  bushels  and  the  elevators  bought  No.  3  com  in  order 
to  kiln-dry  It  for  delivery  as  No.  2.  (History,  Board  of  Trade,  Chicago,  by 
Taylor,  voL  2,  p.  829;  year  1891.) 

Conservatism,  ultra-conservatism,  was  the  business  rule,  forced  by  sten» 
necessity  at  first  and  prolonged  by  timidity  taught  by  panic.  Thus  it  was  that, 
on  the  board  of  trade,  while  men  still  struggled  for  gain,  and  by  foresight  wnn. 
or  by  lack  of  foresight  lost  their  fortunes,  there  were  no  attempts  at  larcf 
manipulations,  and  the  markets  throughout  the  year  were  controlled  by  natumt 
laws  and  not  by  artificial  movements.  Money  became  plentiful  before  th*' 
year  had  ended,  but  there  were  few  who  cared  to  use  it  in  commercial  advet^ 
ture  or  for  any  purpose  that  was  not  sure  and  safe.  (History,  Board  of  Trad<>. 
Chicago,  by  Taylor,  vol.  2,  p.  873;  year,  1894.) 

An  old-fashioned  wave  of  speculation  was  experienced  In  the  early  sfirin:: 
when  it  became  apparent  that  the  soft  winter-wheat  crop  of  the  country  wa^? 
cut  In  two  by  the  severity  of  the  winter.  A  big  bull  market  was  started,  ^ans^ 
Ing  the  most  radical  advance  In  wheat  prices  experienced  In  several  years. 
Commission  houses  had  business  enough  during  the  two  or  three  months  of 
actlvitr  to  bring  up  their  eamhdgs  for  the  whole  year,  althou^  prevloos  to 
this  time  and  during  the  last  few  months  of  the  year  the  speculative  trade 
was  not  ectpedally  a^ve.  After  the  speculative  hysteria,  due  to  tlie  big  abort* 
age  In  soft  winter  wheat,  was  over  there  was  a  decline  in  prices  of  aboot  SS 


FUTUKE  TRADING.  973 

ents  f roin  the  top  prices  in  the  spring  to  the  low  point  of  the  fall.  May  wheat 
M^ld  at  $1.19«  and  in  the  late  fall  the  May,  1913,  future  sold  at  881  cents, 
liquidation  of  lonjr  lines  was  drastic,  with  the  'esult  above  mentioned,  of  plac- 
ng  values  on  a  sound  merchandise  l>asis.  One  good  effect  of  this  crop  scare 
>vas  to  allow  the  sale  of  the  burdensQnie  stocks  that  had'  been  accumulated  at 
I31iicago  as  the  result  of  the  long-drawn-out  speculative  deals.  The  unwieldly 
load  of  several  million  bushels  of  red  winter  wheat  taken  on  delivery  and  some 
»f  it  carried  for  nearly  two  years  was  easily  disposed  of  at  a  figure  which  made 
ap  to  a  large  extent  for  the  enormous  expense  of  carrying  it  for  several 
months.  (History,  Board  of  Tirade,  Chicago,  by  Taylor,  vol.  2,  ix  1183;  year, 
L912.) 

One  of  the  most  important  Jind  far-reaching  decisions  of  the  Supreme  CJourt 
r>f  the  United  States  as  affecting  the  board  of  trade  was  a  decision  which  was 
handed  down  on  the  day  of  the  annual  election  and  which  detracted  somewhat 
from  the  interest  taken  in  that  event.  This  decision  forbade  the  cornering  of 
interstate  commo<lities,  and  In  the  decision  the  criminal  proceeding  against 
James  A.  Patten  and  others  was  remanded  for  trial.  The  case  grew  out  of  the 
cotton  deal  of  1910,  In  which  Mr.  Patten  and  others  obtained  control  of  the 
"  futures  *'  market  on  the  New  York  Exchange  and  reaped  profits  estimated  to 
be  about  $10,000,000.  The  decision  meant  that  all  corners  In  wheat,  cotton, 
corn,  oats,  lard,  coal,  or  any  other  commodity  were  to  be  Illegal  and  In  violation 
of  the  Sherman  antitrust  law.  The  court  did  not  say  that  the  purchase  of 
futures  was  in  itself  a  violation  of  the  law,  but  that  when  there  was  a  purchase 
of  more  than  the  available  supply  and  at  the  same  time  the  commodity  was 
withheld  from  sale  a  "comer"  was  constituted.  (History  Board  of  Trade. 
<?hicago,  by  Taylor,  vol.  2,  p.  1187;  year,  1913.) 

Nbw,  tKe  hoard  of  trade  has  passed  certain  rules  which  have  as 
their  purpose  makings  it  diflScult  to  cattse  corners;  for  instance,  the 
appointment  of  a  committee  to  fix  the  commercial  value  of  wheat 
unable  to  be  delivered,  and  also  the  receipt  of  ^ain  at  other  places 
than  in  the  regular  warehouses,  a  special  ruling,  made,  I  believe, 
during  the  Leiter  movement,  and  yet  in  spite  ot  these  attempts  we 
find  that  last  September,  of  1920,  one  of  the  greatest  corners  for  many 
years  was  effected  on  com.  The  next  day  after  the  last  delivery  date 
the  prices  on  cash  corn  declined  approximately  20  cents  in  24  hours. 
The  prices  on  the  29th  were  $1.26  to  $1.29;  30th,  $1.27  to  $1.30^; 
October  1,  $1.03  to  $1.10. 

There  was  a  comer  in  lard  in  November.  If  you  gentlemen  desire 
to  get  the  facts  and  information  as  to  these  matters,  tne  proper  source 
is  to  ask  a  member  of  the  exchange  to  testify.  I  do  not  think  there 
is  one  who  will  deny  either  statement  I  just  made  as  to  two  corners 
in  the  last  of  1920. 

Here  is  a  little  chart  as  to  the  effect  of  future  market  prices. 
Mr.  Wilson.  Mr.  Thome,  before  you  leave  this  subject  of  comers 
I  notice  you  have  made  a  very  great  study  of  it,  and  you  have  fol- 
lowed it  for  some  time. 

Mr.  Thorne.  You  are  in  error  if  you  say  I  have  made  a  great 
study  of  it.  I  have  given  you  some  quotations  from  an  authoritative 
source. 

Mr.  Wilson.  I  will  say,  more  than  most  people,  and  I  presume 
more  than  an}''  Member  oi  Congress  has  given  it,  and  you  are  famil- 
iar with  the  subject  and  have  given  me  information  about  it.  Of 
course,  everybody  appreciates  the  situation  with  reference  to  a  comer 
or  any  one  trying  to  manipulate  the  market.  There  is  no  question 
about  that,  and  I  would  like  to  see  some  law  passed  to  prohibit  it,  the 
snme  as  you  would,  but  what  is  usuallv  the  result  of  those  corners? 
Do  not  the  producers  of  the  grain  usually  receive  a  very  great  benefit 
by  these  high  prices  and  the  comers  are  always  in  the  bull  end  of  it  ? 
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Mr.  Thorne.  In  reply  to  that,  I  want  to  say  that  any  artificial 
manipulation  of  the  market  interferes  with  this  wonderful  instru- 
mentality which  has  been  described  as  hedging.  Further,  I  want  to 
say  that  the  people  who  generally  profit  on  comers  are  not  the  grow- 
ers of  the  grain.  Anybody  experienced  in  the  grain  trade  will  Know 
that,  and,  lurther,  I  want  to  say  that  if  a  corner  results  in  very  ex- 
cessive prices,  the  reaction  is  almost  inevitable  for  it  to  be  in  the  other 
direction,  and  as  a  general  rule  you  will  find  the  producer  will  be 
able  to  market  the  bulk  of  his  commodity  when  it  is  in  the  other 
direction ;  and,  further,  I  want  to  add  that  the  i)roducer  is  not  anxious 
to  get  excessive,  corner  prices.  He  wants  a  fair,  stable  market,  and 
that  is  what  he  is  seeking. 

Mr.  Wilson.  That  may  be  true,  Mr.  Thorne,  but  of  course  I  have 
never  seen  anyone  yet  who  would  not  take  all  they  could  get  for  any 
of  their  products.  "  There  may  be  some,  but  I  have  not  found  them. 
My  observation,  limited  as  it  has  been^  has  been  that  when  those  cor- 
ners were  going  on^  with  the  attendant  high  prices  of  grain,  farmers 
generally  sold  their  products.    I  have  had  this  experience,  which 

fives  me  some  knowledge  of  it:  A  good  many  years  ago  George  H. 
•hillips  tried  to  get  a  comer  on  corn,  and  the  price  of  corn  did  go 
up  considerably.  I  know  that  at  that  time  it  was  the  common  report 
in  the  press,  and  I  know  that  it  was  the  general  understandings  that 
the  great  quantity  of  corn  that  was  held  in  this  country  by  the  farm- 
ers was  sold  at  a  very  large  price,  and  it  was  generally  understood 
that  they  profited  very  materially  from  the  work  of  Phillips.  I  was 
just  wondering  whether  the  farmers  did  not  usually  take  advantage 
of  those  better  prices  when  these  manipulations  were  going  on  in  the 
market.  I  was  wondering  what  was  your  information  along  that 
line.  I  think  you  will  fina  that  there  is  a  lot  of  benefit  derived  by 
the  farmer  from  those  corners.  I  do  not  wish  to  be  understood  a? 
approving  the  corner.^ 

Mr.  Thorne.  I  am  just  wondering  whether  you  are  a  champion  of 
the  corner. 

Mr.  Wilson.  No,  sir ;  I  told  you  at  the  outset  that  I  would  gladly 
do  anything  I  could  to  stop  sucn  manipulation  of  the  market. 

Mr.  Thokne.  I  want  to  say  one  word  in  reply  to  one  sentence  in 
the  statement  you  made,  and  that  is. that  farmers  generally  spII  at 
the  high  prices  or  on  the  high  market.  The  facts  shown  by  the  first 
chart  that  I  have  introduced  prove  directly  the  opposite.  Here  is  a 
chart  [indicating]  that  I  want  to  show  you  in  connection  with  these 
prices  beginning  with  the  1st  of  June.  The  chart  covers  the  period 
from  June  1  to  the  last  of  December,  1920.  The  red  line,  as  you 
will  see,  represents  the  futures  market  and  the  black  line  represents 
the  cash  price.  I  presume  this  has  reference  to  No.  2  hard  wheat. 
From  July  1  to  July  16  the  range  is  indicated  from  $3.30  to  $2.70 

The  Chairman  (interposing) .  Or  a  spread  of  50  cents  ? 

Mr.  Thokne.  That  is  wrong.  It  is  $3  instead  of  $3.30.  The  ra nere- 
is from  $3  to  $2.70. 

The  Chairman.  Or  a  spread  of  30  cents  ? 

Mr.  Thorne.  Yes,  sir;  approximately.  As  I  remember  the  accu- 
rate figure,  it  was  28.  Then,  from  that  time,  or  from  July  15  to 
July  31,  we  find  a  drop  of  more  than  twice  the  amount  of  the  varia- 
tion that  occurred  during  that  month  and  a  half.  In  other  woriU. 
in  two  weeks  there  was  twice  the  amount  of  variation,  and  that  i>c- 
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curred  at  the  time  when  futures  were  reestablished  and  there  was  no 
(lovernment  control  of  prices  or  no  minimum  price  fixed. 

The  CHAiRacAN.  Whatyear  do  you  have  reference  to  there? 

Mr.  Thorne.  1920.  Tnen,  you  will  notice .  the  variation  since 
then;  and  the  inquiry  is  suggested.  Have  futures  tended  to  keep  up 
these  prices?  You  will  notice  that  futures  are  almost  all  the  time, 
with  very  few  exceptions,  below  the  cash  market.  That  means  that 
when  a  man  is  trying  to  hedge  he  has  -to  make  a  loss  of  the  carry- 
ing charge.  The  whole  force  and  influence  of  the  futures  market,  as 
you  will  see,  has  been  to  brin^  down  prices.  Again,  when  the  upward 
movement  comes,  the  red  line  would  be  above  the  line,- probably. 
The  futures  market  tends  to  exaggerate  and  intensify  the .  price 
fluctuations.  I  think  this  chart  gra^ically  illustrates  that  proposi- 
tion. 

Mr.  HuTCHTirsoN.  If  you  start  to  work  on  this  at  a  time  when  new 
wheat  is  coming  in,  will  not  that  have  its  effect.  With  new  wheat 
comingin,  would  not  the  price  tend  to  go  down  { 

Mr.  Thorne.  Yes. 

Mr.  Hint^HiNsoN.  Is  thkt  fair,  then,  ail  an  illufitration? 

Mr.  Thorxe.  Yes;  you  could  not  claim  that  new  wheat  coming  in 
would  i  nstify  that  decline. 

Mr.  Hutchinson.  Yes;  it  would. 

Mr.  Thc^ne.  From  $2.70  down  to  $1.60  would  mean  a  decline  of 
$1.10. 

Mr.  Hctchikson.  Does  not  the  estimate  of  the  amount  of  the 
crop  have  something  to  do  with  it? 

Mr.  Thorne.  Yes;  but  Mr.  Eddiardf^  set  of  figures  shows  that 
when  the  volume  of  grain  has  been  increased,  or  the  estimated  total 
volume,  including  the  old  and  the  new,  the  total  vokune  wa9  worth 
actually  less  than  the  total  volume  before.  Although  you  have 
added — ^how  many  bushels  of  corn,  Mr.  Eckhardt  ? 

Mr.  Eckhardt.  Half  a  billion  bushels. 

Mr.  Thorne.  And  the  total  quantity  was  worth  how  mudi  lessf 

Mr.  Eckhardt.  $1,645,000,000  less. 

Mr.  Hutchinson.  TaKe  the  estimates  for  1920,  when  the  estimate 
on  the  new  crop  was  nearly  800,000,000  bushels,  and  when  the  old 
wheat  crop  was  practically  out  of  the  country :  do  you  Imow  what 
amotmt  of  wheat  there  was  when  this  price  was  nxed  f 

Mr.  Thorne.  I  do  not  know. 

Mr.  Hxttohinson.  Can  you  not  give  this  committee  the  exact  fig- 
ures? 

Mr.  Thorne.  Certainly,  I  will  be  delighted  to  have  the  figures ;  but 

?ou  can  not  claim  that  those  figures  caused  a  decline  of  $1.10  per 
ushel.    You  can  not  make  that  claim. 

Mr.  Hutchinson.  Wheat  is  coming  down  3  and  4  cents  per  day 
every  day  now. 

Mr.  Thorne.  I  think,  gentlemen,  that  this  is  very  self-evident. 
The  chart  shows  you  that  the  futures  market  is  below  the  cash  price. 
The  tendency  of  futures  is  just  as  I  have  stated.  I  have  stated  to 
you  repeatedly  that  I  do  not  claim  that  the  market  is  now  or  ever 
would  be  free  from  the  effect  of  the  economic  force  of  the  law  of 
supply  and  demand.  I  have  repeatedly  stated  that.  I  have  also 
statea  that  the  existence  of  a  futures  market  tends  to  accentuate  aiid 
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exaggerate  the  fluctuations,  and  I  think  that  this  chart  indicaces 
that. 

Mr.  YouNo,  The  futures  market  in  grain  is  below  the  actual  cash 
market  of  the  grain? 

Mr.  Thorne.  That  is  true. 

Mr.  Hutchinson.  It  is  not  always  that  way. 

Mr.  Young.  I  do  not  know  that  it  is  always  that  way,  but  I  know 
that  is  true  of  the  cotton  futures  market.  I  know  that  it  is  some- 
times several  cents  lower.  What  is  in  my  mind  is  this :  What  force 
causes  that  thing  to  happen  in  the  markets  for  those  great  commodi- 
ties, and  what  must  be  the  purpose  behind  those  forces  that  so 
arrange  the  future  quotations  that  they  are  lower  than  the  actual 
spot  value  of  the  commodities  that  they  are  seeking  to  handle! 

Mr.  Thorne,  That  is  a  pretty  big  order,  but  I  think  this  is  what 
happens :  If  you  and  I  were  putting  up  a  few  bets,  and  a  large  crowd 
of  people  were  engaged  in  the  same  occupation,  regardless  of  what  the 
commodity  price  was,  our  bets  on  the  prices  womd  vary  much  more 
than  the  actual  value  of  the  commodity  would  vary,  and  we  would 
exaggerate  the  variations.  If  the  bet  involved  10  cents  on  the  dollar 
instead  of  the  whole  dollar,  and  if  large  numbers  of  people  were 
making  a  livelihood  out  of  price  fluctuations,  that  is  what  would 
naturally  result.    It  is  inevitable. 

The  question  has  arisen  as  to  the  effectiveness  of  a  tax  on  futures. 
When  it  was  first  suggested,  my  thought  was  that  the  effect  might 
be  merely  to  add  a  burden  to  tne  prowiucers.  I  studied  the  matter 
a  good  while,  and  talked  with  a  good  many  people  about  it — that  is, 
whether  persons  settling  on  the  futures  market  would  simply  pa^  that 
much  less.  After  considering  that  there  would  be  actual  grain  on 
the  same  market,  and  the  handicap  under  which  the  futures  mai^et 
would  be  operated,  I  have  been  led  to  believe  that  it  would  be  effective 
as  a  restriction  on:  the  dealings,  rather  than  a  passing  on  of  the 
burden. 

Mr.  Young.  We  have  tried  that  in  the  cotton  futures  act. 

Mr.  Thorns.  I  am  especially  convinced  of  it  because  the  president 
of  the  Chicago  Board  oi  Trade  has  very  positively  declared  that  that 
would  be  the  case,  and  every  member  of  the  board  of  trade  whom  I 
have  heard  say  anything  about  the  matter  has  confirmed  that  view. 
Every  member,  whether  friendly  or  hostile,  has  confirmed  that  view. 
and  on  that  proposition  I  am  willing  to  teke  their  judgment. 

As  to  the  legality  of  it,  if  it  is  not  gambling,  another  question  was 
raised,  and  that  is:  Can  you  prohibit  sometning  in  that  way,  or 
would  it  be  taking  away  the  right  of  freedom  of  contract  ?  On*  that 
issue  there  is  one  case  that  I  want  to  cite,  because  that  goes  into  the 
merite  of  the  proposition  very  nicely.  That  case  is  Booth  v.  Illinois 
(184  U.  iS.  Kep.,  425, 429,  and  430) .  Speaking  of  the  Illinois  sUtute. 
the  court  says : 


It  is,  however,  said  tbat  the  statute  of  the  State,  as  interpreted  by  its 
conrt,  is  not  directed  against  gambling  contracts  relating  to  the  seUlni?  or 
buying  of  grain  or  other  commodities,  but  against  mere  options  to  sell  or 
buy  at  a  future  time  without  any  settlement  between  tfae  parties  upon  the 
basis  of  differences,  and,  therefore,  involving  no  element  of  gambling. 

If,  looking  at  all  the  circumstances  that  attend  or  which  may  ordinarily 
attend  the  pursuit  of  a  particular  calUng,  the  State  thinks  that  certals 
admitted  evils  can  not  be  snccessfolly  reached  unless  that  calling  be  artiuliT 
prohibited,  the  court  can  not  Interfere,  or  unless,  looking  through  mer«  foiw 
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and  at  the  substance  of  the  matter,  they  can  say  that  the  statute  enacted  pro- 
fessedly to  protect  the  public  morals  has  no  real  or  substantial  relation  to 
that  object  but  is  a  clear,  unmistakable  infringement  of  rights  secured  by  the 
fundamental  law. 

Now,  in  concluding  this  discussion,  the  Supreme  Court  of  the 
State  of  Illinois  says : 

The  practice  of  gambling  on  the  market  prices  of  grain  and  other  commodi- 
ties is  universally  recognized  as  a  pernicious  evil  and  that  the  suppression  of 
such  evil  is  within  the  proper  exercise  of  the  police  power  has  been  too 
frequently  declared  to  be  open  to  discussion.  The  evil  does  not  consist  in 
contracts  for  the  purchase  or  sale  of  grain  to  be  delivered  in  the  future,  In 
which  the  delivery  and  acceptance  of  the  grain  so  contracted  for  is  bona  fide 
contemplated  and  intended  by  the  parties,  but  in  contracts  by  which  the 
parties  intend  to  secure  not  the  article  contracted  for  but  the  right  or  privi- 
lege of  receiving  the  dllference  between  the  contract  price  and  the  market 
price  of  the  article.  The  object  to  be  accomplished  by  the  legislation  under 
consideration  is  the  suppression  of  contracts  of  the  latter  character,  which 
are  in  truth  mere  wagers  as  to  the  future  market  price  of  the  article  or  com- 
modity which  is  the  subject  matter  of  the  wager. 

The  Supreme  Court  of  Illinois  further  says : 

The  denial  of  the  right  to  make  such  contracts  tended  directly  to  advance 
the  end  the  legislature  had  in  view  and  was  not  an  inappropriate  measure  of 
attack  on  the  evil  intended  to  be  eradicated.  So  far  as  t^t  point  is  concerned, 
the  act  must  be  deemed  a  valid  law  of  the  land,  and  as  such  must  be  enforced, 
though  it  inftringe  in  a  degree  upon  the  property  rights  of  citizens. 

The  United  States  Supreme  Court,  after  reciting  these  passages, 
states: 

We  are  unwilling  to  declare  these  views  of  the  State  court  to  be  wholly 
without  foundation,  and  therefore  can  not  adjudge  that  the  Legislature  of 
Illinois  transcended  the  limits  of  constitutional  authority  when  enacting  the 
statute  in  question. 

Even  though  this  were  not  technical  gambling  that  you  are  in 
effect  prohibiting,  it  would  still  be  perfectly  constitutional,  so  far  as 
that  particular  issue  is  concerned,  if  the  legislative  body  having  juris- 
diction passed  a  law  so  far  as  its  jurisdiction  would  go. 

Now,  as  to  the  legalitv  of  the  statute  which  effecte  that  result  by 
a  tax,  the  child  labor  law,'  of  course,  presents  that  question  very 
sp>ecifically.  The  Supreme  Court  has  not  yet  rendered  its  decision 
in  Johnson  v.  Atherton  Mills.  The  case  involvinjg  the  cotton  futures 
act  is  Button  v.  Terrell  (^5  Fed.,  860).  It  raises  this  same  issue. 
The  cotton  futures  act  was  held  invalid  at  first  because  it  did  not 
originate  in  the  House,  as  it  should  have  done,  being  a  revenue 
measure.  I  think  we  are  safe  in  concluding  that  a  tax  would  be 
effective  and  valid.  Until  we  get  a  decision  from  the  Supreme  Court 
on  the  child  labor  law,  our  conclusion  must  be  based  on  the  decision 
of  the  Federal  court  above  cited. 

There  is  one  clause  in  the  provision  that  has  been  suggested  by 
Mr.  Tincher  and  Senator  Capper  that  I  want  to  mention.  It  says 
that  they  may  deal  in  future  to  the  extent  of  three  times  the  actual 
grain  dealt  in  during  the  fiscal  year,  or  that  is  the  substance  of  the 
statement.  Gentlemen,  if  that  remains  in  the  bill,  I  desire^  to  ask 
you  seriously  to  consider  this  question :  Would  it  not  be  possible  for 
warehouse  receipts  to  be  transferred  from  party  to  party  on  the 
market  at  the  same  price  or  at  a  slight  variation  which  would  be 
later  offset,  and  thereby  multiply  the  opportunities  for  future  trad- 
ing by  tiiree  without  having  the  grain  m  hand,  except  by  virtue  of 
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the  warehouse  receipts,  which  constitute  constructive  possession  of 
the  grain?  In  other  words,  would  it  not  be  possible  to  completely 
nullify  the  purpose  of  the  law  ?  I  had  that  question  up  with  several 
friends  on  the  exchange,  both  with  those  friendly  to  us  and  with 
some  hostile  to  us,  and  I  nave  also  put  it  up  to  a  man  not  now  on  the 
exchange  but  who  used  to  be  quite  a  lar^e  operator,  and  all  of  them 
told  me  that  my  suggestion  there  is  probably  correct.  If  you  elimi- 
nated the  three  futures,  tTiat  objection  would  be  removed,  out  if  you 
eliminate  the  three  futures,  the  question  next  arises  where  would  yoa 
get  a  buyer  for  the  offer  ii  the  buyer  thought  he  would  have  to  pay 
a  tax  if  he  did  not  get  the  real  ^rain?  I  think  the  suggestion  uat 
we  offered  is  worthy  of  your  serious  consideration,  ana  that  is  that 
you  give  a  reasonable  time  for  business  to  adjust  itself  to  the  chan^ 
and  that  you  do  not  forc«  the  change  at  once  upon  business  as  it  is 
to-day. 

Mr.  PuRNBLL.  Do  you  still  suggest  a  period  of  two  years? 

Mr.  Thornb.  Yes;  and  that  nas  subsequently  been  confirmed,  in 
my  opinion,  by  the  experience  in  Germany.  I  think  that  it  would  be 
very  desirable  to  ^ve  us  an  opportunity  to  set  up  machinery  or  to 
improve  the  machmery. 

Mr.  Wilson.  Who  do  you  mean  by  "  us  *'  ? 

Mr.  Thornb.  I  mean  the  grain  industry. 

Mr.  Wilson.  You  do  not  mean  the  committee  of  seventeen  ? 

Mr.  Thornb.  No  ;  I  would  not  ask  that  for  the  committee  of  seven- 
teen, but  I  am  referring  to  the  grain  industry.  I  think  the  com- 
mittee of  seventeen  will  propose  something  constructive,  however.  I 
want  to  say  further  that  unless  the  exchanges  are  willing  to  let  the 
cooi)erative  companies  go  on  the  market,  and  unless  we  do  get  a  cor- 
rection of  some  of  these  other  propositions,  the  argicultural  interests 
of  this  country  will  arrange  for  their  own  exchanges. 

Now,  Mr.  (jrates  and  one  or  two  others  have  made  suggestions  to 
this  committee 

Mr.  TiNCHER  (interposing) .  If  I  may  interrupt  you,  I  appreciate 
your  suggestion.  You  have  suggested  -a  weakness  in  the  measure, 
and  I  am  frank  to  say  to  you  that  it  is  not  anything  new  or  anv- 
thinff  I  did  not  contemplate  at  the  time  of  introducing  the  bill.  I 
would  like  to  have  your  suggestion  of  this  proposition  of  whether 
or  not,  even  after  the  expiration  of  two  years,  unless  we  permitted, 
or  have  some  exception  permitting  what  they  call  hedging,  we  will 
have  the  same  old  complaint.  I  realize  and  appreciate  the  fact  that 
the  3-times  provision  offers  an  opportunity  for  abuse. 

Mr.  Thornb.  If  gives  just  three  times  as  many,  because  of  the 
warehouse  receipt  transactions. 

Mr.  TiNOHBR.  I  had  that  point  in  mind,  and  I  realized  the  weak- 
ness of  it,  but  I  do  not  know  just  how  to  remedy  it.  I  do  not  believe 
you  have  suggested  how  we  ought  to  remedy  that. 

Mr.  Thorne,  Yqu  could  not  entirely  correct  that,  becau.se  the  samf 
objection  of  inability  to  hedge  will  probably  be  presented  two  rearf 
later.  However,  in  the  meantime,  business  will  have  an  opportimitr 
to  devise  another  method  of  insuring  its  grain.  If  ^ou  have  future? 
contracts  based  upon  an  equivalent  amount  of  gram,  that  mi^rht  be 
one  way  to  do  it,  or  if  you  permit  futures  transactions  of  an  amount 
equivalent  to  the  amount  oi  grain  you  actually  have. 

Mr.  TiNCHER.  That  could  be  negotiated  in  the  transactions. 
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Mr.  Thorne.  That  would  not  prevent  various  purchases  from  the 
buyer  of  the  futures.  Some  other  method  might  be  devised  to  pre- 
vent the  manipulation  that  I  have  described,  but  from  the  way  it  is 
worded  now  1  feel  that  you  have  not  eliminated  the  possibility  of 
the  manipulation  that  I  nave  suggested. 

Mr.  TiNCHER.  I  agree  with  you.  I  think  it  would  eliminate  the 
probability  of  it,  but  not  the  possibility  of  it. 

Mr.  Thorns.  Mr.  Gates  and  various  other  people  have  referred  to 
Mr.  Boyles's  book  on  speculation  on  the  Chicago  Board  of  Trade. 

The  Chairman.  Reierring  to  the  two-year  limit,  is  that  in  the 
event  the  exchanges  are  abofished,  or  if  futures  trading  is  abolished 
entirely? 

Mr.  Thorne.  Nobody  is  suggesting  the  abolition  of  the  exchange. 

The  Chairman.  I  mean  futures  tradiiig. 

Mr.  Thornb.  Yes,  sir.  That  suggestion  was  confined  solely  to  the 
tax  on  futures  trading. 

Reference  has  been  made  repeatedly  to  this  committee.  I  think,  to 
the  book  which  I  have  just  mentioned.  I  have  not  yet  had  time  to 
read  that  little  book  through.  I  have  just  glanced  at  parts  of  it.  I 
understand  that  free  copies  are  offerea  to  members  of  Congress,  or 
members  of  this  committee,  and  that  the  book  is  circulated  quite 
generously  by  the  Chicago  Board  of  Trade.  There  are  one  or  two 
things  that  I  want  to  call  your  attention  to  in  that  connection. 

The  first  one  is  the  estimate  of  11,000,000,000  bushels  in  futures, 
which  is  80  per  cent  off,  as  now  admitted  in  the  record  itself  by  Mr. 
Gates,  who  has  just  retired  from  the  presidency  of  the  Chicago  Board 
of  Trade.  That  error  is  proved  by  figures  which  were  introduced 
from  the  Internal  Revenue  Department  and  printed  by  the  Federal 
Trade  Commission. 

Second.  Mr.  Gates  has  referred  to  the  table  which  attempts  to 
show  that  the  presence  of  future  tradin<2^  has  tended  to  stabilize  the 
market.  This  table  is  described  and  reproduced  in  evidence  before 
this  committee.  It  is  referred  to  on  page  532  of  the  record.  In  this 
table,  if  you  will  remember,  he  attempts  to  trace  the  history  of  the 
prices  for  100  years,  or  for  the  periocf  when  future  trading  was  not 
practiced  and  when  it  was.  The  table  is  based  upon  the  remarkable 
assumption  that  one  day  of  the  year  will  be  typical  of  the  activities 
of  the  exchange  for  each  year  during  100  years.  I  do  not  know  what 
would  happen  if  he  took  the  1st  day  of  February,  the  1st  day  of 
March,  or  the  1st  day  of  June,  btit  he  has  taken  the  1st  day  of 
January.  A  glance  through  the  book  discloses  this  interesting  situa- 
tion :  For  the  three  20-year  periods  prior  to  the  time  of  future  trad- 
ing or  prior  to  the  time  that  future  trading  was  commenced,  Mr. 
Boyle  shows  a  variation  of  from  $1.25  to  $1.50,  while  since  1874, 
when  future  ^trading  has  been  in  effect,  the  variation  has  been  from 
60  to  68  and  a  fraction. 

You  wiU  notice  that  the  variation  is  apparently  less  since  future 
trading  has  been  established  than  it  was  prior  thereto.  Now,  instead 
of  selecting  January  1,  if  you  willglance  down  a  little  further,  you 
will  find  that  the  variation  from  1874  to  1898  ranged  from  54^  cents 
to  $2,  or  a  variation  of  $1.45J,  that  being  greater  than  in  two  of  the 
20-year  periods  previously  set  out.  Again,  taking  the  period  from 
1894  to  1913,  inclusive,  we  find  the  variations  to  be  from  50^  cents  to 
$1.86,  or  a  variation  or  $1.34|,  which  is  again  greater  than  in  two  of 
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the  previous  20-year  periods.  Lastly,  if  you  will  not  just  stop  it 
1913,  but  bring  the  total  on  down  to  date,  confining  the  statemjOK 
to  a  time  when  futures  were  traded  in,  we  nnd  the  variations  duri^ 
the  period  since  1913  to  be  from  77J  cents  to  $3.46,  or  a  variation  of 
^.67 J,  which  is  more  than  $1  greater  than  any  variation  in  the  first 
three  periods  of  20  years  each,  demonstrating  what  you  can  prove  bj 
figures  if  you  do  not  take  the  first  day  of  the  year  and  will  go  on 
down  the  colmnn  a  little  way. 
Mr.  PuRNELL.  There  was  a  variation  prior  to  1874,  as  shown  by 

the  table 

Mr.  Thorne  (interposing).  From  $1.25  to  $1.50. 

Mr.  McLaughlin  of  Michigan.  Did  he  give  any  reason  for  takii^ 
the  1st  of  January  of  each  year? 

Mr.  Thorne.  I  do  not  know.  I  have  spoken  of  his  statement  as  t<> 
futures  being  80  per  cent  different  from  what  we  find,  and  also  his 
statement  as  to  the  variation  in  price. 

Mr.  Boyle  also  made  a  statement  in  regard  to  the  experience  in 
Germany  in  abolishing  future  trading,  and  one  or  two  members  of 
this  committee  have  spoken  to  me  about  it,  asking  us  to  look  it  up 
and  see  what  we  could  find.    Mr.  Oates  refers  to  that. 

Mr.  Gates,  on  pages  544  and  545  of  the  record,  states: 

Now,  what  are  we  going  to  do  about  this?  Well,  let  us  aboliali  the  board  at 
trade.  I  am  not  one  of  those  who  say  that  we  can  not  get  along  witboat  ti 
The  grain  trade  wiU  land  on  its  feet  They  are  the  best  lot  of  men  to  adjns; 
tli^nselves  to  a  new  sitoation  that  yon  come  in  contact  with,  because  they  are 
meeting  changing  conditions  every  day.  Let  as  get  rid  of  the  board  of  trade; 
let  US  have  conditions  similar  to  tiiose  that  they  have  in  other  countrleBL 

We  wonid  be  foolish  if  we  did  that,  because  we  have  the  ezperloioe  of  Ger* 
many  in  that  matt^,  and  yoa  ha^e  in  your  GoTemment  documents  sufflci^ot 
evidence  of  that.  I  shall  not  read  this;  I  shaH  simply  rdter  yon  to  the  doeo- 
moits :  United  States  Oonsular  Reports,  volume  52,  No.  19i,  November  S,  18961 
which  docummt,  by  the  way,  is  referred  to  and  quoted  in  Mr.  Boyle*8  book. 

That  describes  the  German  law  against  speculation.  United  States  Consular 
Reports  volume  02,  Na  2S6,  of  April,  190Q»  in  regard  to  the  woiidng  of  tbe 
German  law  on  ex<^iange  speculattop. 

That  also  is  referred  to,  cited,  and  quoted  in  Mr.  Boyle's  book. 

United  States  Oonsular  Reports,  volume  M,  No.  24S»  of  Decentfier,  1900,  la 
regard  to  the  working  of  tbe  Qenuuk  law  against  peculation  In  cndn. 

That  also  is  referred  to  and  cited  in  Mr.  Boyle's  book. 

This  statement  Is  made  by  Oonsol  Genera]  Frai^  H.  Mason: 
"  On  the  whole  the  Govenunent  Is  thoroughly  oonvlneed  of  titie  nnjintified  io- 
Jury  whl^  legitimate  commerce  has  suffiued  tfaron^li  the  prdilbltkifi  of  dealicic 
In  grain  fntnrea  It  knows  ifuite  as  w^  as  the  agrariaoa  that  tliis  prohlMtiot 
has  secured  fbr  cereals  grown  In  the  Interior  <tf  Gennany  no  better  maLrket  and 
no  hitler  prioesL" 

That  also  is  quoted  in  Mr.  Boyle^  book. 

And  he  says  that  In  view  of  tbe  pitauit  unrest  it  was  Unnght  not  wise  t> 
do  It,  bat  to  repeal  It,  and  It  was  repeiM  In  15100  and  radbig  vms  pemttted. 

Xow.  mark  jrou,  raitleiiim,  be  says  that  the  law  was  repenled  in 
1900  and  future  trading  was  penaitted. 


B«)ln*eahle  ta  flbe  PhUadripiila  Ledger,  whkii  is  puJh&iiwd  In  tbe  marM 
bulletin  of  December  21 : 

Tte  covncO  of  the  Rtaplre  bavv  approved  a  bin  fbr  the  l^attaaUan  oC  deaBu 
In  fMuivff  on  the  fr«reign  tixLhaage  market  by  uMUl  It  H  koned  tn  rfcjck  the 
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ill'  1  ^^^de  flactaationB  in  Qerman  excbanee  and  permit  German  manufacturers  and 
Y^  merchants  to  deal  in  tlie  world  market  with  some  assurance  as  to  what  they 
.  *  'Will  receive  for  their  wares.    The  risk  will  be  transferred  to  professionals  deal- 
'  Ing  on  the  exchange  market 

That  last  is  a  cable  in  a  newspaper  which  does  not  seem  to  be  in 
;  ;  M.r.  Boyle's  book.    There,  in  substance,  we  have  the  statement  that 
'  "*  <jrermany  has  tried  this  experiment  you  gentlemen  are  contemplat- 
ing and  that  in  a  short  time  it  was  abandoned,  and  the  law  was 
'" '  repealed  in  1900. 

Mr.  McLAuoHiiiN  of  Michigan.  How  long  was  it  in  force? 
Mr.   Thorne.  According*  to  that  statement,  four   years.    Also. 
"'     another  gentleman  has  relied  on  Mr.  Boyle's  book,  Mr.  Vandusen,  ot 
Vandusen  &  Harrington : 

Mr.  McLAUGHun  of  Michigan.  Yon  say  there  was  a  law  passed  in  Gtermany 
'  at  one  time  forbidding  this  future  trading? 

Mr.  Vandusen.  Yes,  sir ;  that  is  my  understanding. 

Mr.  McLaughlin  of  Michigan.  And  the  result  was  that  there  was  found  to 
^  '   be  more  fluctuation  in  prices  than  when  future  trading  was  permitted? 

Mr.  Vandusen.  Yes,  sir. 

Mr.  McLaughlin  of  Michigan.  How  long  was  that  law  in  force? 

Mr.  Vandusen.  Five  years,  I  understand,  or  about  that  time.  That  is  my 
understanding. 

Mr.  McLaughlin  of  Michingan.  And  the  law  was  repealed  and  future  trading 
was  permitted? 

Mr.  Vandusen.  Yes,  sir. 

Mr.  Boyle's  book  makes  the  same  statement,  as  follows: 

On  April  2,  1900,  future  trading  in  grains  was  reopened.  According  to  the 
report  of  the  "  eldest  of  the  merchants  "  at  this  time — 

I  think  possibly  that  that  is  a  typographical  error — 

the  only  persons  benefiting  by  the  bourse  law  of  1896  were  the  interior  dealers 
who  worked  on  wider  margins — ^paid  the  farmer  less  and  sold  the  grain  for  more. 
The  Bremen  Ck)tton  Exchange  whose  future  trading  in  cotton  was  stopped  by 
this  same  bourse  act,  was  later  reopened  to  future  trading.  Thus,  did  Germany 
undergo  a  change  in  policy  toward  future  trading. 

I  have  asked  the  legislative  reference  department  of  the  Con- 
gressional Librarv  to  assist  in  getting  facts  in  regard  to  this  matter, 
and  they  have  rumished  us  information.  Through  Mr.  Tator's 
assistance  in  gathering  the  data  I  wiU  now  present  two  abstracts 
from  the  sessional  papers,  Great  Britain,  House  of  Commons,  for 
the  year  1903,  No.  68,  volume  33,  page  24 : 

Inclosure  in  No.  10. 

The  prohibition  of  gambling  in  "  options "  and  "  futures  '*  of  agricultural 
produce  and  its  effects. 

The  exchange  law  of  22d  June,  1898,  prohibiting  gambling  in  options  and 
futures  of  agricultural  produce  in  Germany  remains  still  in  force.  Opinions 
differ  widely — 

Now,  gentlemen,  remember  that  this  was  written  in  1902,  and  it 
was  still  in  force  then — 

Opinions  differ  widely  as  to  the  effects  of  the  prohibition.  Produce  dealers, 
chambers  of  commerce,  and  other  organizations  of  interest  solely  or  chiefly 
commercial  denounce  the  prohibition  as  the  direct  cause  of  the  increased 
dependence  of  the  German  produce  markets  on  foreign,  especlaUy  American, 
produce  exchanges  in  the  matter  of  prices,  of  the  considerable  fluctuations  of 
com  prices  in  German  markets,  and  of  the  comparatively  low  prices  for 
German  produce. 
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I  think  it  quite  important  that  you  gentlemen  familiarize  your- 
selves with  just  what  follows  there,  as  it  may  be  suggestive : 

They  maintain  that  these  effects  of  the  prohibition  do  not,  however,  affect 
exclusively,  or  even  principally,  the  produce  dealer,  but  that  they  constitute  a 
danger  t*^  *^rerman  agriculture  itself.  They  try  to  persuade  their  agrarian 
opponents  that  the  reestablishment  of  the  trade  in  options  and  futures  would 
benefit  the  producer  quite  as  much  as  the  dealer.  The  agrarians  on  their  part 
deny  that  agricultural  interests  have  suffered  from  the  prohibition,  while  they 
express  their  satisfaction  at  the  loss  of  business  and  influence  inflicted  through 
the  prohibition  upon  the  German  produce  exchanges,  more  especially  the 
Berlin  Produce  Exchange,  which,  In  times  previous  to  the  exchange  law,  owed 
its  great  power  to  the  very  large  business  In  options  and  futures.  The  advo<iite?i 
of  the  landed  interest  expressly  devised  and  carried  the  prohibition  sb  a 
means  of  breaking  the  powerful  influence  the  produce  exchange  was  able  to 
exercise  upon  the  price  of  agricultural  produce  to  the  detriment,  they  main- 
tain, of  the  producer.  That  the  prohibition  has  proven  a  disadvantage  to  the 
producer  himself,  has  been  repeatedly  and  strongly  denied  by  agrarian  members 
of  the  Imperial  Diet. 

They  have,  on  the  contiary.  declared  themselves  completely  satisfied  with  th** 
effect  of  the  prohibition.  They  nmintaiu  that  since  gambling  in  options  and 
futures  has  been  prohibited  corn  prices  in  Germany  were  remarkably  fre** 
from  the  fluctuations  experienced  in  foreign  markets  gambling  In  option^ 
and  futures,  that  prices  in  Germany  were  much  steadier  tlian  in  such  markets. 
that  prices  for  German  corn  were  by  no  means  lower  than  in  other  countries: 
or  for  foreign  produce,  and  that  producers  did  not  experience  any  difficulty 
in  disposing  of  their  corn.  Statistics  are  freely-  used  on  both  sides  to  support 
these  widely  divergent  views,  and  It  would  be  hard  to  say  where  truth  lies. 

Here  is  a  reference  to  the  Elders  of  the  Berlin  Merchants : 

The  Elders  of  the  Berlin  Merchants  report  that  after  the  Berlin  Produce  Ex- 
change was  dissolved  they  received  frequent  inquiries  from  army  and  navy 
commissariats,  railway  directors,  town  councils,  etc.,  for  reliable  quotations 
of  agricultural  produce.  That  the  want  of  ofllcial  exchange  quotations  has  al^t 
proved  injurious  to  producers  has  not  been  admitted  by  the  agrarians.  They 
assert  that  the  reports  from  German  produce  markets  published  by  the  OflSdal 
Gazette  and  the  quotations  of  the  Prussian  chambers  of  agriculture  fulfilled  the 
same  requirements  as  the  excliange  market  reports.  This  again  is  d«iled  by 
their  opponents. 

Now,  bringing  it  down  to  the  last  volume  which  we  could  secure 
in  which  reference  is  made  to  it,  as  late  as  1913,  volume  68  of  the 
same  series,  page  18,  states — ^this  was  written  in  1912 : 

The  provisions  of  the  Bourse  law  conceniing  time  bargains  do  not  apply  to 
time  bargains  In  corn  and  corn-milling  produce,  which  are  prohibited,  as  they 
were  by  the  law  of  1896.  Prohibite<l  are  also  bargains  for  "  dlfTerences,"  even 
If,  on  the  face  of  It,  they  comply  with  the  form  of  corn-selling  contracts  a» 
fixed  by  the  Imperial  Federal  Council.  A  refund  of  payments  made  in  con- 
nection with  any  such  illegal  transaction  can  be  claimed  unless  Uie  payee  has 
already  satisfied  his  claim  therefrom.  Payments  made  In  connection  wlrL 
such  illegal  time  bargains  can  be  reclaimed  within  two  years  after  settlement. 
and  within  a  longer  period  if  a  demand  in  writing  for  such  repayment  has  been 
made  before  the. expiration  of  the  two  years.  (Grain  and  grain  products  are 
referreil  to  by  the  expression  "com  and  corn-milling  produce.") 

Suffice  it  to  say,  gentlemen,  that  this  shows  that  the  law  of  1912 
is  still  on  the  statute  books,  and  I  would  suggest  that  the  wording  of 
the  contracts  might  very  properly  be  investigated  by  some  repre- 
sentative of  the  Department  oi  Commerce. 

Mr.  MoLAtroHUN  of  Michigan.  Mr.  Thome,  there  was  an  agree- 
ment made  yesterday  morning  that  after  half  an  hour  of  your  testi- 
mony other  gentlemen  appearing  in  relation  to  a  forestry  bill  should 
be  heard.    It  is  now  half  past  11.    Are  you  going  to  be  in  town  later! 
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Mr.  Thorxb.  May  I  ask  this  question :  May  I  file  a  brief  summary 
of  my  statement  and  close  on  that  without  taking  further  time? 

Mr.  Hutchinson.  Some  of  us  want  to  ask  a  lot  of  questions,  and 
I  do  not  think  that  is  fair.  There  are  some  statements  that  have 
been  made  here  that  I  would  like  to  hear  explained  in  some  way. 

Mr.  MoLfAuOHLiN  of  Michigan.  Are  you  going  to  remain  in  the 
citv  ? 

Mr.  Thorn£.  I  would  say,  gentlemen,  that  I  have  a  very  important 
engagement  in  Chicago  to-morrow,  but  I  can  return,  if  it  is  the  wish 
of  the  committee.    Would  Saturday  morning  be  agreeable? 

Mr.  Wilson.  Why  not  make  it  Monday)  You  will  be  here  next 
Monday,  will  you  not? 

Mr.  TnoRNifi.  I  have  promised  to  be  in  a  conference  at  Chicago  on 
Monday  in  regard  to  the  rates  on  crushed  limestone  and  rock  with 
delegations  from  various  States.  I  made  the  promise  oyer  a  month 
ahead.  I  am  very  sure  I  could  be  here  Tuesday,  leaving  Chicago 
Monday. 

Mr.  V  oiOT.  Can  you  be  here  Saturday  ? 

Mr.  Thorne.  Yes,  sir. 

Mr.  VoiGT.  Then,  I  see  no  reason  why  Mr.  Thome  can  not  be  heard 
Saturday. 

Mr.  Wilson.  Mr.  Hutchinson  has  an  engagement,  and  has  to  be 
away  on  Saturday. 

Mr.  Thorne.  Let  me  ask  whether  it  would  be  possible  for  you  to 
examine  me  now. 

Mr.  McLaughun  of  Michigan.  The  arransement  made  yesterday 
was  that  after  half  an  hour  these  other  gentlemen,  many  of  whom 
come  from  outside  of  the  city,  would  be  heard. 

Mr.  Kellogg.  May  I  say  a  word,  representing  the  g^tlemen  here 
yesterday  who  were  to  go  on  this  mormng?  We  have  ju9t  heea  talk- 
ing with  Mr.  Haugen,  and  if  it  would  be  possible  for  you  to  give  us 
some  time  this  afternoon  to  complete  our  hearing  we  would  very 
much  prefer  to  do  that  and  let  Mr.  Thorne  have  the  rest  of  this 
morninff. 

Mr.  McLaughlin  of  Michigan.  It  does  not  seem  to  be  convenient 
for  some  of  the  members  to  be  in  the  committee  room  while  the 
House  is  in  session. 

Mr.  Kellogg.  We  realize  that  fully,  and  if  some  one  can  be  here  to 
conduct  the  session  we  will  be  satisfied.  We  can  not  stay  over  an- 
other day,  but  we  would  much  prefer  to  have  Mr.  Thomia  complete 
his  statement  now  if  we  could  have  some  member  conduct  the  hear- 
ing this  afternoon. 

Mr.  McLaughlin  of  Michigan.  That  method  of  conducting  a  hear- 
ing is  not  very  satisfactory. 

Mr.  Thorne.  I  would  like  to  say,  gentlemen,  that  in  a  brief  sum- 
mary I  have  made  five  suggestions  which  I  would  like  to  have  the 
privileges  of  stating  to  you,  if  you  would  care  to  have  them. 

Mr.  McLaughlin  of  Michigan.  That  will  lead  to  further  discus- 
sion and  questions,  and  I  feel,  if  you  can  conveniently  come  back,  Mr. 
Thome,  you  should  do  so. 

Mr.  Thorne.  As  I  previously  said,  I  would  be  pleased  to  do  so  if 
the  committee  requests  it. 

Mr.  McLaughlin  of  Michigan.  And  your  most  convenient  date 
would  be  next  Tuesday  ? 
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Mr.  Thornb.  No  ;  Saturday  morning. 

Mr.  McLaughlin  of  Michigan.  But  some  of  the  members  of  the 
committee  can  not  be  present  at  that  time,  and  in  view  of  that  fact, 
you  named  Tuesday ;  would  that  be  satisfactory  ? 

Mr.  Thorne.  Gentlemen,  if  I  have  my  conference  in  Chicago  Mon- 
day, there  is  a  train  leaving  there  at  12.40  that  gets  in  here,  ibelieve, 
about  9.30.   I  will  come  on  that  train  if  it  is  your  request. 

Mr.  McLaughlin  of  Michigan.  Will  that  be  agreeable  to  the  codi- 
mittee  ?  There  seems  to  be  no  objection,  and  we  wul  make  that  request 
of  you,  Mr.  Thome,  if  you  can  comply  with  it  conveniently. 

Mr.  Thorne.  Mr.  Chairman,  may  I  state  the  five  suggestions  that 
I  have.    They  are  only  about  10  lines. 

Mr.  McLaughlin  of  Michigan.  If  there  are  only  10  lines,  all  right. 

Mr.  Thorne.  We  suggest  we  following  remedial  measures : 

1.  Investi^tion  and  supervision  of  the  activities  of  the  grain  ex- 
changes, which  should  be  just  as  intelligent  and  effective  as  is  the 
present  regulation  and  control  of  our  national  banks. 

2.  Open  the  exchanges  to  cooperative  organizations  of  farmers. 
Cooperative  organizations  are  to-day  barred  from  practically  all  the 
grain  exchanges  in  the  United  States. 

3.  A  more  efficient  world  crop-reporting  system  that  will  get  the 
real  facts,  and  disseminate  the  same  promptly  to  producers  as  well  as 
to  the  market  places. 

4.  The  immediate  levving  of  a  heavy  tax  upon  dealing  in  ^  privi- 
leges^ known  as  "  puts  "  and  **  calls." 

5.  The  ultimate  elimination  of  short  selling  on  the  '*  futures  ^ 
market. 

I  thank  you. 

Mr.  TiNCHER.  Mr.  Chairman,  as  I  understand,  there  is  some  talk 
of  some  one  in  the  department  here  whom  it  is  desired  to  have  testify, 
and  I  would  suggest  that  he  be  requested  to  be  here  at  the  same  time 
Mr.  Thome  comes  back,  so  that  they  can  be  both  heard  at  the  same 
time,  and  in  that  way  save  the  time  of  the  committee. 

Mr.  McLaughlin  of  Michigan.  Is  there  any  objection  to  that  i 
There  does  not  seem  to  be  any. 

(Thereupon,  the  committee  proceeded  to  the  consideration  of  other 
business.) 
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Committee  on  Aoricultubx, 

House  of  Repbesentatives, 
Wednesday^  Februwry  «,  IMl. 

The  committee  met  at  10  o'clock  a.  m.,  Hon.  Gilbert  N.  Haugen 
(chairman)  presiding. 

The  Chairmak.  Mr.  Thome,  we  will  be  pleased  to  hear  from  you 
further  this  morning. 

STATEMEHT  OF  MB.  CLIFFOBD  THOSHE,  OHICAOO,  ILL.,  GENERAL 
COinrSEL,  AMEBIOAN  FABH  BTJBEAIT  FEDEBATIOIT  KSm  FOB  THE 
FABHEB8  KATIOHAL  GBAIH  DEALEBS  ASSOCIATION— Besumed. 


Mr.  Thorne.  I  have  nothing  further  except  that  at  the  close  I 
asked  for  the  privilege  of  filing  a  summary.  I  have  several  copies 
of  that  here  now,  and  I  will  simply  file  that  with  you. 

The  Chairman.  Without  objection,  it  will  be  incorporated. 

(The  summary  referred  to  by  Mr.  Thorne  is  printed,  as  follows:) 

SUMMARY  OF   STATEMENT. 

Mr.  Thorne.  The  Chicago  Board  of  Trade  is  the  greatest  market 
for  actual  grain  in  the  world.  The  farmers  in  the  ifnited  States  do 
not  want  to  see  this  institution  eliminated.  However,  there  has 
grown  up  alongside  this  grain  market — ^in  fact,  in  another  part  of 
the  same  room  where  real  grain  is  bought  and  sold — a  speculative 
market  for  dealing  in  what  are  commonly  called  "  futures.''  These 
transactions  are  carried  on  in  the  "  pits."  There  are  two  classes  of 
future  trading,  first,  by  parties  who  have  an  equivalent  amount  of 
actual  grain  which  they  intend  to  deliver,  and,  second,  those  who 
do  not  nave  any  grain,  don't  want  to  have,  and  never  expect  to  have, 
people  who  are  merely  betting  on  the  rise  and  fall  of  market  prices. 
We  do  not  object  to  the  legitimate  marketing  of  actual  grain,  and  we 
do  not  object  to  the  sale  of  futures  by  parties  having  an  equivalent 
amount  of  actual  grain  to  deliver. 

That  there  is  gambling  on  the  Chicago  Board  of  Trade  we  have 
offered  the  following  for  your  consideration : 

1.  Decisions  by  State  courts,  Federal  courts,  and  the  Supreme 
Court  of  the  United  States. 

2.  Copious  extracts  from  an  authoritative  history  of  the  Chicago 
Board  of  Trade  by  one  of  its  own  members,  Charles  H.  Taylor,  a 
former  member  of  the  board  of  directors  of  that  institution. 

3.  A  statement  by  Julius  H.  Barnes. 

4.  A  statement  by  John  Hill,  jr.,  a  member  of  the  exchange  for  over 
40  years,  and  at  one  time  a  member  of  the  board  of  directors. 
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5.  Authoritative  statistical  data  demonstrating  the  enoi-mous  vol- 
ume of  transactions  on  the  futures  market,  compared  to  actual  de- 
liveries of  grain.    This  evidence  can  be  summarized  as  follows: 

(a)  The  number  of  bushels  of  wheat  bought  and  sold  on  the  wheat 
pit  of  the  Chicago  Board  of  Trade  averages  per  year  three  times  as 
much  as  the  total  production  of  wheat  in  the  entire  world. 

(6)  There  are  fifty-one  times  as  many  bushels  of  grain  sold  on  the 
exchange  as  there  is  grain  shipped  into  Chicago ;  and  only  a  portion 
of  this  grain  actually  received  at  Chicago  is  available  for  delivery 
on  the  futures  mark^,  according  to  the  rules  of  the  board  of  tratle. 
A  single  house  on  the  Chicago  Board  of  Trade  will  sell  in  three  day^ 
as  much  grain  as  is  capable  of  being  delivered  on  the  futures  market 
during  the  entire  year. 

(c)  The  actual  grain  available  for  delivery  at  Chicago  on  "  future '' 
contracts  averages  less  than  twenty-eight-hundredths  of  1  per  cent 
of  the  number  of  bushels  bought  and  sold  on  the  board  of  trade.  In 
other  .words,  over;  99  per  cent  of  the  sales  on  the ."  futures  "  market 
are  not  followed  by  tho  actual  ddiverr  of  the  grain. 

This  statistical  data  has  been  careruUy  compiled  by  experts^  and 
we  challenge  any  person  to  show  any  substantial  error  in  any  portion 
of  the  sarne^ 

They  sell  approximately  18^00,000,000  bushels  of  grain  on  the 
^'  futures  '^  market  at  Chicago  annually,  at  a  value  ranging  from 
fifteen  to  twenty  billions  of  dollars. 

We  have  cited  i^eputable  authorities  showing  that  the  total  volume 
of  transactions  on  the  Louisiana  Lottery  aggregated  not  more  than 
60  millions  of  dollars  annually,  compared  to  the  modest  sum  of  moiv 
than  15  thousand  millions  of  dollars  involved  in  the  speculations  an- 
nually on  the  Chicago  Board  of  Trade. 

We  have  reported  to  you  the  result  of  a  conference  with  a  former 
employee  of  the  bank  at  Monte  Carlo,  and  we  have  cited  authorita- 
tive statements  as  to  the  operations  at  Monte  Carlo,  which  show  that 
the  total  net  receipts  of  that  institution  do  not  overage  more  than 
one-third  the  commissions  alone  deriA'^ed  from  the  sales  on  the 
"  futures  "  market  of  the  Chicago  Board  of  Trade.  The  gamblui<; 
on  the  Chicago  Board  of  Trade  makes  the  Louisiana  Lottery  and 
Monte  Carlo  look  verj'  small  and  insignificant. 

If  a  purchase  and  sale  of  grain  consummated  by  parties  who  do 
not  have  any  grain  to  deliver  on  the  contract^  and  who  do  not  want 
to  receive  any  real  grain,  who  do  not  expect  to  have  any  grain  de- 
livered  or  received,  and  who,  in  more  than  ninety-nine  cases  out  of 
a  himdred,  settle  their  contracts  by  the  payment  of  differences,  is 

f ambling,  then  we  have  demonstrated  the  fact  that  the  Chicago 
toard  of  Trade  is  the  greatest  gambling  institution  ever  seen  upon 
the  face  of  the  eai'th. 

This  stupendous  speculative  market  constitutes  our  price -determin- 
ing machinery  on  grain.  We  object  to  certain  phases  of  its  present 
operations  for  the  following  reasons : 

Because  the  most  important  function  of  the  entire  institution  i^ 
imder  the  control  and  domination  of  speculators.  The  dealer  in 
actual  grain  is  completely  overshadowed. 

Because  the  existence  of  an  enormous  volume  of  speculation  suppi>rts 
a  large  corps  of  professionals,  who  make  their  livelihood  by  the  np< 
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and  downs  of  the  market  instead  of  by  legitimate  investment;  their 
very  presence  on  the  exchange,  their  constant  organized  activities, 
instead  of  stabilizing  the  market,  tend  to  unsettle  the  market,  causing 
violent  price  fluctuations  from  which  they  are  able  to  reap  their 
profits.  That  is  a  natural  result,  because  it  constitutes  the  major  por- 
tion of  their  livelihood. 

Because  tlie  credit  resources  involved  in  these  vast  speculative 
t  ransactions,  aggregating  literally  billions  of  dollars  annually,  should 
be  employed  in  productive  channels.  The  margins  ftlone  constitute 
a  very  large  sum  of  money. 

Because  the  cost  in  commissions  and  the  other  expenses  incidental 
to  the  enormous  trading  in  futures  constitute  an  excessive  premium 
on  the  so-called  insurance,  which  produces  a  direct  economic  loss. 

Because  it  is  unwise  to  maintain  a  huge  gambling  institution  in 
<nir  midst.    Other  industries  have  not  found  this  to  be  necessary. 

We  suggest  the  following  remedial  measures : 

1.  Investigation  and  supervision  of  the  activities  of  the  grain  ex- 
changes, which  should  be  just  as  intelligent  and  effective  as  is  the 
present  regulation  and  control  of  our  national  banks. 

2.  Open  the  exchanges  to  cooperative  organizations  of  farmers. 
C'ooperative  organizations  to-day  are  barred  from  practically  all  the 
grain  exchanges  in  the  United  states. 

3.  A  more  efficient  world  crop-reporting  system  that  will  get  the 
real  facts,  and  <lisseminate  the  same  promptly  to  producers  as  well 
as  to  the  market  places. 

4.  Tlie  immediate  levying  of  a  heavy  tax  upon  dealing  in  "  privi- 
leges "known  as  "  puts  "  and  "  calls." 

5.  The  ultimate  elimination  of  short-selling  on  the  ''  futures " 
market. 

Regardless  of  the  technical  differences  in  effecting  settlements  at 
the  different  grain  exchanges,  transactions  between  the  houses  and 
between  customers  are  closed  by  the  payment  and  receipt  of  profits 
and  losses  or  net  balances,  and  not  by  the  delivery  and  receipt  of  com- 
modities purchased,  with  the  accompanying  payment  and  receipt  of 
the  purchase  price.  In  essence,  settlements  are  effected  by  the  "  pay- 
ment of  differences";  this  is  true  of  99  per  cent  of  the  trading  in 
futures  at  the  Chicago  market. 

The  Federal  Trade  Commission  has  described  the  accounts  kept  by 
a  commission  house  with  a  grain-futures  customer  in  the  following 
language : 

The  regular  ledger  account  of  a  grain -futures  customer  is  different  from  the 
similar  account  of  a  customer  in  any  other  business  in  respect  to  the  fact 
that  there  are  no  debits  for  the  gross  value  of  commodities  dealt  in,  but  only 
net  entries  for  profits  and  losses  on  trades,  unless  a  warehouse  receipt  is 
actually  taken  in  on  delivery  and  paid  for.  The  assumption  is  that  future 
transaction  will  be  .set  against  future  transaction,  and  that  the  customer  is 
Inerested  only  in  the  net. 

The  accounts  of  settlements  between  commission  houses  are  de- 
scribed as  follows : 

The  settlement  book  shows  how  the  trades  between  houses  are  clos<»d  out. 
It  Is  the  record  of  differences,  debit  or  credit,  due  to  or  from  commission 
houses,  to  be  paid  through  the  clearing  house. 

If  these  transactions  are  not  settled  by  the  payment  of  differences, 
we  do  not  know  what  contracts  can  be  so  settled.    There  has  been 
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considerable  conflict  in  the  decisions  of  the  courts.     However^  as 
previously  stated,  you  are  the  makers  of  the  law. 

It  has  Deen  held  by  the  Supreme  Court  that  you  can  not  describe 
as  income  that  which  is  not  income.  On  the  other  hand,  the  same 
court  has  sustained  your  declaration  as  to  what  constitutes  intoxi- 
cating liquor.  There  can  be  little  doubt  but  what  the  proper  legisLi* 
tive  body  can  prohibit  all  dealings  in  futures,  within  its  jurisdiction, 
if  it  determines  to  do  so.  (Booth  v.  Illinois,  184  U.  S.,  425 ;  Pearoe 
V.  Rice,  142  IT.  S.,  28.)  And  the  decisions  of  the  Federal  courts  on 
the  cotton-futures  act  would  indicate  that  Congress  has  the  power 
to  tax  futures  in  the  manner  proposed  in  seyeral  of  the  bills  under 
consideration  by  this  committee  at  the  present  moment.  (Hutton  /*. 
Terrell,  255  Fed.,  860)  However,  the  Supreme  Court  has  not  yet 
decided  the  constitutionality  of  that  measure. 

There  was  a  time  in  old  English  law  when  wagers  were  not  un- 
lawful, but  in  this  country  our  legislatures  and  courts  have  branded 
Simbling  contracts  as  agamst  public  policy  and  yoid.  In  many  juris- 
ctions  fines  and  imprisonment  are  provided  by  statute  as  punish- 
ment for  those  who  maintain  gambling  institutions. 

The  insidious  influence  of  the  gamoling  instinct  has  been  one  of 
the  greatest  evils  with  which  we  have  had  to  contend.  And  yet, 
whenever  the  community  has  been  thoroughly  awakened  to  the*ex- 
istence  of  this  practice  in  any  of  our  various  industrial  activities,  the 
States  and  the  Nation  have  ultimately  acted  effectively  in  getting  rid 
of  the  evil.  The  fact  that  church  raffles,  betting  on  elections|^  baseball 
games,  etc.,  still  continue,  is  no  more  an  argument  for  permitting  tJ^e 
practice  of  gambling  to  continue^  without  any  effort  at  checking  it 
by  law  or  otherwise,  than  the  continued  existence  of  thieves  and  mur- 
derers constitutes  a  justification  for  the  repeal  of  the  laws  agninst 
stealing  and  murdering.  Society  has  made  very  substantial  progress 
in  gettmg  rid  of  such  practices  since  the  days  of  savagery,  and  we 
propose  U>  continue  along  similar  lines  in  the  future.  What  is  fun- 
damentally wrong  can  not  be  right. 

I  undei^od  there  were  some  gentlemen  who  desired  to  ask  some 
questions. 

Mr.  TiNCHEB.  Mr.  Wilson  desired  to  ask  Mr.  Thorne  some  ques- 
tions and  Mr.  Hutchinson  also. 

Mr.  McLaughlin.  Mr.  Thome,  your  testimony  has  been  very 
interesting,  and  the  committee  is  under  £:reat  obligations  to  you  for 
coming  and  giving  it.  It  discloses,  as  noes  the  testimony  of  other 
witnesses,  that  evils  exist  on  the  g^ain  exchanges  which  almost 
everybody,  and  certainly  this  committee,  would  like  to  eliminate, 
if  possible;  but  I  am  satisfied  that  a  great  many  wish  to  see 
the  grain  exchanges  continued  or  continue  to  function  in  some  re- 
spects. For  the  benefit  of  this  committee,  which  must  legislate  and 
do  it  directly  and  specifically,  we  would  be  pleased  if  you  would 
point  out  to  us  some  line  that  we  mi^ht  foUow.  finding  out  just 
what  those  evils  are  that  can  be  elimmated  ana  how  uiat  result 
can  be  reached. 

Mr.  Thobne.  In  the  closing  summary  of  my  statement,  which  was 
not  read  to  the  conunittee,  I  attemptea  to  summarize  the  objection- 
able features  and  proposed  remedial  measures.  Without  repeating: 
too  much,  I  think  we  have  demonstrated,  first,  that  there  is  gamblinir 
on  the  exchanges,  which  is  demonstrated,  first,  by  the  deasions  uf 
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courts,  State,  Federal,  and  National ;  second,  bv  the  statement  made 
by  Mr.  Barnes  himself  before  this  committee ;  third,  by  the  statement 
of  Mr.  John  Hill,  jr.,  a  member  of  the  exchange  for  over  40  years, 
and  formerly  a  member  of  the  board  of  directors;  further,  by  a 
statement  from  an  authoritative  history  of  the  exchange ;  and,  lastly, 
^we  have  demonstrated  that  fact  by  a  series  of  statistical  tables 
demonstrating  conclusively  the  relative  volume  of  transactions  which 
are  followed  oy  deliveries  of  any  grain  compared  with  the  trans- 
actions that  are  not  followed  by  any  deliveries.  Consequently,  if 
there  is  over  90  per  cent  of  the  transactions  not  followed  by  de- 
liveries, we  believe  it  fair  to  assiune  that  those  people  do  not  expect 
to  deliver.  In  support  of  that,  we  have  quoted  extracts  from  the 
testimony  of  Mr.  Barnes,  extracts  from  the  Federal  Trade  Commis- 
sion report;  and  basing  our  conclusion  upon  the  fundamental  rule 
that  a  person  expects  or  intends  to  do  what  a  reasonable  man  mav 
expect  would  follow  a  given  action  or  a  course  of  action,  I  think 
nolbody  can  sanely  claim  that  these  men  expect  to  make  these  de- 
liveries, and  if  they  are  not  expecting  to,  they  do  not  intend  to. 
Those  were  the  principal  points  1  thought  were  established. 

Mr.  McLaughlin  of  Michigan.  I  think  you  are  entirely  right  that 
it  has  been  established  that  there  is  an  immense  amount  of  gambling, 
pure  and  simple,  on  the  exchanges. 

Mr.  Thorne.  Now,  to  meet  the  situation,  we  have  suggested 
several  possible  remedial  measures.  First,  as  to  "puts  and  calls," 
which  are  admittedly  gambling,  which  have  been  recommended  to  be 
abolished  by  the  board  of  trade  repeatedly  by  resolutions  of  the 
board,  and  which  at  one  time  were  prohibited  by  statute  and  later 
amended ;  that  could  be  abolished  in  the  manner  that  several  of  the 
bills  here  contemplate — ^by  taxation.  I  will  refer  specifically  to  the 
Tincher-Capper  bill. 

Mr.  McLaughlin  of  Michigan.  Could  that  be  reached  by  name  in 
the  law  by  calling  it  "  puts  and  calls  "? 

Mr.  Thorne.  They  were  called  options  or  privileges  and  were  so 
named  in  statutes,  just  like  you  have  had  bucket  shops  named  in 
statutes.  The  name  could  be  followed  by  a  specific  definition.  The 
tax,  in  our  judgment,  could  be  leveled  on  that  immediately — a  heavy, 
prohibitive  tax.  They  are  not  necessary  at  all  for  hedging  purposes, 
m  our  judgment,  ana  there  is  no  reasonable  objection  from  any  of 
our  associates  that  we  have  been  able  to  find  to  the  immediate  elimina- 
tion of  that  phase  of  the  activities  of  the  board  of  trade. 

Now,  second,  as  to  the  ultimate  elimination  of  future  trading,  we 
realize  the  fact  as  demonstrated  by  the  letters  which  we  read  to  the 
committee,  that  there  is  a  large  sentiment  in  favor  of  a  not  too  sudden 
change  until  some  other  readjustment  can  be  effected  by  all  parties 
concerned. 

Mr.  McLaughlin  of  Michigan.  You  do  not  means  sudden  change 
with  respect  to  "puts  and  calls  ^  ? 

Mr.  Thorne.  No  ;  I  do  not  think  that  would  constitute  a  disturb- 
ing factor. 

Mr.  McLaughlin  of  Michigan.  You  would  advise  legislation  re- 
dpecting^  those  at  once. 

Mr.  Thorne.  Yes,  sir.  Now,  if  you  immediately  eliminate  all 
future  trading,  it  would  probably  prohibit  or  take  away  some  of  the 
present  customary  methods  of  operation  by  elevators,  millers,  and 
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others.  If  we  start  with  the  premise  that  there  is  gambling  thai 
ought  to  be  eradicated,  the  next  question  is,  should  it  be  eraaicat€>: 
at  once  ?  Slavery  was  wrong.  Yet  there  were  parties  who  earnestly 
advocated  in  the  early  days,  dealing  with  that  problem  before  tht^ 
war  and  during  the  war,  that  there  should  be  a  purchase  of  the  slave^ 
or  that  a  given  time  should  elapse.  The  operation  of  saloons  has 
been  stated  as  wrong,  and  yet  you  set  a  future  date  at  which  tralii^ 
in  liquor  was  to  be  eliminated.  Lack  of  safety  appliances  on  our 
railroads  was  wrong,  and  yet  you  fixed  a  subsequent  date  when  that 
was  to  be  corrected.  Each  one  of  those  necessitated  economic  ex- 
pense and  loss  from  somebody.  Somebody  had  to  readjust  their 
methods,  but  nevertheless^  you  said,  "  This  thing  has  got  to  stop :  it 
is  wrong." 

Mr.  McLaughlin  of  Michigan.  As  to  the  evils  that  are  admitted, 
and  there  are  many  of  them,  would  you  advise  that  those  l^  elimi- 
nated ^adually  ? 

Mr.XHORNB.  Which  ones? 

Mr.  McLaughlin  of  Michigan.  Those  that  are  admitted  to  be 
evils,  standing  by  themselves;  can  we  separate  them^  I  am  one  of 
those  who  would  feel  that  if  we  can  find  an  evil  and  describe  it,  I 
would  stop  it  at  once  and  not  gradually,  as  you  suggest. 

Mr.  Thorne.  Is  that  so?  You  did  not  "adopt  that  course  as  to 
safety  appliances  on  the  railroads. 

Mr.  McLauohltn  of  Michigan.  That  involved  a  lot  of  expense  anw 
the  changing  over  of  equipment  and  all  of  that,  and  the  resources  of 
the  country  that  would  have  to  incur  that  expense  were  limiteil. 
You  will  pardon  me,  but  it  seems  to  me  the  illustration  you  give  i^- 
hardly  pat.  Here  it  is  admitted  there  are  certain  evils  that  ought 
not  to  exist  at  all,  and  if  it  is  necessary  for  a  lapse  of  time  so  we  can 
find  a  way  to  eliminate  the  evils  that  are  so  connected  with  necessary 
methods  of  doing  business,  so  as  not  to  disturb  the  necessary  ways 
of  doing  business,  that  is  another  thing;  but  if  we  can  fin3  thes^ 
evils,  and  everybody  admits  they  exist,  and  can  separate  them  at 
once,  why  give  those  evils  furttier  time  to  adjust-  themselves  «>r 
give  further  time  to  those  who  are  engaged  in  carr3'ing  on  those  evi! 
practices;  why  should  they  be  griven  time  to  adjust  themselves? 

Mr.  Thorns.  I  will  say,  again,  that  in  the  elimination  of  other 
evils  that  policy  has  been  resorted  to  when  it  has  been  found  that 
there  might  be  an  extraordinary  disturbance  of  conditions.  Yon 
have  given  business  an  opportunity  to  readjust  itself.  Nobody  can 
possibly  claim  that  it  was  not  evil  for  the  railroads  to  fail  to  protert 
against  accident  and  loss  of  life.  It  was  wrong  for  them  not  to  ih* 
properly  equipped,  yet  you  postponed  the  effective  date  for  the  safety 
appliance  act.  I  think  if  you  immediately  put  on  this  tax  so  a.^  to 
eliminate  all  opportunity  to  hedge  it  would  not  be  so  wise  a>  t* 
make  an  effective  date  in  the  future,  thereby  permitting  biisinc^-  to 
have  an  opportunity  to  readjust  its  methods. 

In  connection  with  that  there  are  several  methods  that  have  It^n 
proposed — one  is  to  tax  all  transactions  in  futures  in  excess  of  thn^ 
times  the  actual  grain  sold  during  the  coarse  of  the  fiscal  je&r.  It 
seems  to  me  that  tax  is  an  effective  method  of  dealing  with  it.  I 
think  that  that  tax  will  be  held  constitutional,  and  judging  from 
my  conference  with  men.  on  the  exchange  I  think  it  will  get  results 
were  it  modified  so  as  to  eliminate  the  multiple  of  three.    If  yo^ 


FUTUBE  TRaDUSTG.  991 

leave  the  multiple  of  three  in  there,  as  I  previously  stated,  it  will 
<5iiable  persons  to  take  the  warehouse  receipts,  tranter  them  at  the 
isame  price  back  and  forth,  8  or  10  or  20  times,  or  at  slight  variations, 
^which  could  readily  be  offset  in  tlie  transactions  of  a  day  or  two 
ilays,  and  instead  of  eliminating  the  future  trading  down  to  three 
tinties  the  actual  grain,  j^ou  would  find  that  future  trading  could 
be  indulged  in  many,  many  times  the  actual  grain  dealt  in,  because 
every  time  I  handled  that  warehouse  receipt  I  would  be  entitled  to 
three  times  the  amount  of  grain  on  the  futures  market  I  could  pass 
that  around  among  the  gentlemen  at  this  table.  If  I  passed  around 
a  warehouse  receipt  for  100,000  busfcels,  every  one  of  us  w'ould  be 
entitled  to  deal  in  three  times  that  amount  on  the  futures  market, 
and  we  could  do  it  all  in  a  few  moments  time.  To  meet  that  it  has 
been  suggested  that  if  you  eliminate  the  multiple  of  three,  or  if  you 
can  devise  some  other  way — and  I  can  notr*-to  prevent  that  manipu- 
lation I  have  just  descriDed,  that  might  be  a  substantial  reduction 
in  the  possibilities  of  the  future  trading.  That  manipulation,  I  have 
described,  is  practical  and  feasible  and  capable  of  being  put  through, 
according  to  the  best  advice  I  can  get  from  members  of  the  exchange. 

If  the  bill  goes  through  in  that  form,  I  fear  you  will  not  have 
accomplished  as  much  as  you  intended  to  accomplish.  If  you  can 
limit  the  transactions  to  the  amount  of  actual  grain  handled  during 
a  fiscal  year,  without  any  multiple;  in  other  words,  I  can  not  seU 
anything  except  what  I  have  an  equal  quantity  of,  you  will  in  effect 
destroy  short  selling.  Short  selling  does  tend  to  "  bear  "  the  market. 
That  could  be  eliminated.  However,  if  you  prohibit  all  but  one  sale 
in  quantity  equivalent  to  that  actually  dealt  in,  I  fear  you  will  have 
difficulty  in  finding  a  buyer.  If  I  offer  the  grain  for  sale,  I  have 
got  to  have  a  buyer.  If  the  buver  knows  he  must  pay  a  tax,  he 
will  probably  not  be  enthusiastic  about  buying. 

I  think  that  one  method  that  could  be  devised  by  the  committee 
would  be  to  use  the  bill  as  proposed  by  Messrs.  Capper  and  Tincher, 
or  a  bill  along  the  same  lines,  if  you  can  devise  a  method  that  will 
prohibit  that  manipulation  which  I  have  described.  'Second,  if  in- 
stead of  that,  you  eliminate  the  multiple  of  three,  then  I  suggest 
that  the  effective  date  be  postponed  for  two  years  or  a*  substantial 
period  of  time  to  let  people  readjust  their  methods  of  operation. 
Those  are  the  only  two  suggestions  T  have  in  regard  to  that.  I  have 
a  suggestion  in  regard  to  regulation. 

Mr.  McLattohltn  of  Michigan.  There  is  another  method  sug- 
gested which  is  included  in  a  bill  introduced  by  Mr.  Dickinson  of 
Iowa,  who  was  here  a  moment  ago  and  who  is  not  a  member  of  the 
committee,  and  that  is  by  limiting  the  length  of  time  that  these 
transactions  can  cover  to  80  days  or  something  like  that.  What 
would  you  think  of  that  ? 

Mr.  Thorne.  That  is  only  one  part  of  his  bill,  of  course. 

Mr.  McLaughlin  of  Micliigan.  Yes. 

Mr.  Thorne.  I  would  hardly  be  in  favor  of  that,  gentlemen.  A 
miller  or  other  party  might  want  to  have  it  six  months  off  or  four 
months  off.    I  do  not  see  the  justice  in  limiting  it  to  60  days. 

In  regard  to  the  regulation  feature  that  I  just  spoke  of,  it  has 
been  said  that  we  are  naving  too  much  interfereiiLce  with  business; 
that  Congress  ought  to  stop  trying  to  interfere  with  business;  ana 
that  the  public  is  impatient  with  that  policy*    I  would  like  to  a&fe 
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such  a  ^ntleman  if  he  thought  it  was  advisable  to  interfere  with 
the  Louisiana  Lottery.  Does  he  think  it  is  inadvisable  to  interfere 
with  poolro<»ns;  does  he  think  it  inadvisable  to  interfere  with  the 
saloon  traffic  or  with  the  opium  traffic  Was  it  inadvisable  to  inter- 
fere with  slavery.  I  think  that  if  this  thing  is  fundamentally 
wrong,  if  gambling  is  fundamentally  wrong^in  Louisiana^  it  is  fnnda- 
mentally  wrong  on  the  Chicago  Board  of  Trade,  and  it  is  justifiable 
to  interfere  with  it. 

Mr.  McLattohuk  of  Michigan.  I  think  everyone  will  agree  with 
you  on  that. 

Mr.  Thobnb.  You  have  provided  for  regulation  of  national  banks. 
Here  is  a  great  institution  which  admittedSy  is  the  price-determining 
machinery  for  one  of  our  greatest  crops  in  America.  If  it  is  justifi- 
able to  interfere  with  or  regulate  our  national  banks,  it  would  seem 
to  me  justifiable  to  regulate  the  operations  of  this  exchange.  It  is 
verVp  very  close  to  the  needs  of  a  vast  agricultural  body  of  people 
and  if  we  have  been  able  to  show  conclusively  from  their  own  records 
and  from  other  sources  that  their  operations  have  been  fraught  with 
many  objectionable  features,  we  are  entitled  to  this  relief  from  this 
Congress.  It  ought  not  to  be  permitted  to  g;o  ahead,  and  in  that 
supervision  we  do  not  want  a  mere  playing  with  the  proposition  as 
some  have  suggested  before  this  committee,  a  sort  of  voluntary  con- 
trol. We  do  not  want  something  that  will  be  a  palliative  to  make 
people  think  that  they  are  getting  something  without  getting  any- 
thing. We  want  a  real  power  there  to  straighten  this  tning  out.  I 
think  that  is  all. 

Mr.  McLAUGHiiiK  of  Michigan.  Interwoven  with  the  whole  propo- 
sition, and  as  a  part  of  it,  is  the  hedging  which  even  you  think  is 
proper  and  may  be  necessary.  I  thii&  no  one  would  object  to  the 
elimination  at  once,  or  very  soon,  of  these  objectionable  Uiings,  but 
how  to  do  it  and  leave  in  it  the  part  that  even  you  seem  to  approve — 
or  possibly  I  am  mistaken.  Do  you  think  the  grain  business  of  the 
country — ^that  is,  the  entire  proposition— can  be  carried  on  without 
any  grain  exchanges  at  all  on  which  hed^g  is  permitted. 

Mr.  TnoBinB.  I  will  answer  your  question  m  two  ways.  First,  I  do 
not  propose  tb^  elimination  of  the  grain  exchanges  at  all.  I  think 
as  a  meeting  place  for  buyers  and  sdlers  of  grain  it  is  performing  a 
great  service  and  should  l>e  maintained. 

Second,  as  to  the  dealing  in  futures  and  the  hedging  privilege^  if 
you  eliminate  short  selling,  a  man  can  deal  in  futures.  There  are 
two  classes  of  futures,  one  is  a  future  by  a  party  who  does  not  have 
the  grain  and  does  not  expect  to  have  it  and  does  not  want  to  have  it^ 
selling  to  a  party  who  does  not  want  the  grain,  does  not  expect  to 
fei  it,  and  does  not  intend  to  get  it,  and  in  fact,  does  not  get  it.  That 
IS  one  class. 

Mr.  YoTTNo.  Should  that  be  eliminated? 

Mr.  Thorne.  Yes,  sir. 

Mr.  PuRNELL.  I  did  not  hear  that  ouestion. 

Mr.  Thorke.  He  asked  should  that  oe  eliminated  and  I  answered, 
jres,  sir ;  but  my  suggestion  is  that  the  effective  date  for  the  elimina- 
tion of  that  shouldl^  put  at  a  future  date. 

Mr.  PuRNELL.  May  I  interrupt  you  there  because  that  ia  right  in 
line  with  a  question  1  bad  jotteddown.  What  should  be  eliminated ! 
The  man  who  takes  the  other  end  of  the  hedge  ? 
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Mr.  Thobne.  You  should  ultimately  eliminate  selling  of  grain  \>y 
people  who  do  not  have  any  grain  to  sell.  I  have  said  that  there  aire 
two  classes  of  futures.  There  is  another  class  of  a  future .  contra<jt 
where  you  do  have  the  grain  and  you  do  expect  and  intend  to  s^U 
grain.  You  may  not  have  it  at  this  instant  m  your  possession-  It 
may  not  be  raised  yet.  A  man  may  sell  me  a  suit  of  clothes  and  h^ 
may  not  have  it  yet.  It  is  a  future  contract.  He  fully  intends  and 
expects  to  deliver  me  a  suit  of  clothes.  I  think  a  man  QUg][it  to  b^ 
able  to  sell  grain  where  he  does  expect  and  intend  to  deliver  the 
^rain,  but  where  he  does  not  expect  and  intend  to  deliver  the  grainii 
it  ought  to  be  eliminated. 

To  draw  a  hard  and  fast  line  is  very,  very  difficult,  because  you 
can  not  open  a  man's  mind  and  read  what  hi&  real  intention,  is. 
After  you  have  made  a  contract  to  deliver  a  suit  of  clothes,  you  may 
go  out  of  the  tailoring  business  and  sell  your  business  to  anothejr 
party,  or  something  e£e  may  happen  that  will  prevent  delivery  of 
that  suit  of  clothes.  Now,  an  approximate  method  of  reaching  that; 
situation  and  solving  the  problem  is  the  tax  method.  Over  a  given 
fiscal  year,  if  you  did  not  deliver  the  equivalent  ainount  of  grain, 
the  levy  of  a  tax  on  that  transaction  tends  to  meet  the  situation. 

Mr.  McLAUGHiiiN  of  Michigan.  You  would  have  the  tax  deter- 
mined at  the  end  of  the  year  and  have  the  parties  to  it  disclose  what 
their  transactions  were  and  the  nature  of  them  ? 

Mr.  Thorne.  I  think  that  is  the  most  effective,  practical,  feasible 
method  of  reaching  it.  If  you  have  not  dealt  in  an  e(][uivalent 
amount  of  grain  duriivg^the  course  of  the  fiscal  year,  the  tax  is  levied. 

Mr.  TiNcu£R.  Mr.  Thorne,  I  am  not  going  to  c^  you  any  ques- 
tions because  I  think  you  have  covered  this  matter  very  complci^y, 
and  at  least  to  my  satisfaction,  and  as  one  of  the  proponents  of  this 
legislation  I  want  to  think  you  for  your  attendance  upon  the  comr 
mittee  and  for  the  careful  study  you  have  made  of  this  subject,  and 
for  the  valuable  informatioaa  which  you  have  fumidied  the  coia- 
mittee  on  the  subject. 

Mr.  Thorne.  Thank  you,  heartily. 

Mr.  PuRNELL.  Mr.  Thome,  I  am  not  sujre  I  am  just  clear  on  this 
question  of  the  hedge.  You  want  to  maintain  the  hedge  and  at  the 
same  time  eliminate  the  transaction  that  you  term  gaotf^liog  or  pure 
speculation,  or  rather  the  transaction  set  in  motion  by  the  man  who 
has  no  grain,  never  expects  to  have  any,  and  neve^  expects  to  deliver 
any.  Am  I  correct  in  my  statement  up  to  that  point-»-that  you  want 
to  maintain  the  hedge? 

Mr.  Thorne.  I  want  to  maintain  the  hedge  in  its  present  method 
of  operation  until  business  has  a  chance  to  readjust  itself.  After 
that  time  I  want  to  maintain  the  hedge  if  it  can  be  eSedMi  without 
the  necessity  for  a  large,  speculative,  gambling  market.  If  it  can 
not  be  maintained  effectively^  then  the  mdge  ought  to  go  ultimately. 
There  is  no  excuse  for  this  industry  to  insist  that  it  hafi  a  right  to 
a  gambling  den  over  on  La  Salle  Street  in  Chicago  in  order  for  it  to 
function  than  there  is  for  every  other  great  industry  in  America  to 
make  the  same  demand.  I  think  that  other  industries  can  get  along 
without  it  and  we  ought  to  be  able  to  find  some  way  of  doing  it, 
only  we  want  a  reasonable  time  within  which  to  prepare  aurseives; 

Mr.  PuRNELL.  I  am  thinking  about  the  practical  application  of 
the  proposition.    In  the  fall  of  the  year,  for  instance,  when  the 
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small  fanner  or  small  producer  must  throw  his  crop  onto  the  market 
to  raise  money  to  pay  off  notes  and  to  pa^^  help  and  so  forth,  he  must 
have  a  buyer  for  his  @^ain.  Now,  here  is  what  happens  in  my  sec- 
tion of  the  country:  The  small  producer  goes  to  the  elevator  man 
in  his  locality,  who  is  not  a  rich  man  by  any  means,  and  not  able 
to  carry  a  heavy  load  financially,  and  sells  him,  say,  5,000  bu^els  of 
com.  The  elevator  man  immediately  buys  6,000  bushels  of  com  on 
the  exchange  as  a  hedge  to  protect  mmself  against  that  transaction. 
Up  to  that  point,  in  your  judgment,  that  is  a  perfectly  legitimate 
transaction,  is  it  not?  One  has  the  actual,  physical  property,  tht 
other  has  bought  it  for  future  delivery,  and  expects  to  have  it,  and 
in  turn  has  sold  it. 

Mr.  Thornb.  Yes,  sir. 

Mr.  PuRKELL.  That  transaction  is  perfectly  normal  and  legitimate^ 
in  your  judgment  ? 

Mr.  Thorne.  Yes.  Did  you  contemplate  the  farmer  selling  it 
before  it  was  raised  ? 

Mr.  PuRNRiiL.  No;  I  think  I  was  thinking  about  his  selling  at  a 
time  when  he  had  it  and  had  to  dispose  of  it. 

Mr.  Thorke.  And  could  not  get  it  to  the  elevator  because  of  the 
roads? 

Mr.  PuRNELL.  Well,  very  frequently  that  happens  and  very  fre- 
quently the  elevator  man's  warehouse  is  full,  or  he  can  not  get  cars, 
or  something  of  that  sort,  and  the  man  on  the  farm  needs  the 
money. 

Mr.  Thorne.  The  reason  I  was  asking  those  questions  was  because 
it  may  bear  on  the  subject  of  whether  you  were  trying  there  to  get  a 
credit.  I  think  that  is  one  method  for  the  farmer  to  get  credit,  but, 
of  course,  there  are  other  methods  for  the  farmer  to  get  credit ;  lots 
of  them. 

Mr.  PuRNELL.  May  I  just  carry  that  a  little  further,  because  I 
want  to  find  out,  so  far  as  I  am  individually  concerned,  what  ought 
to  happen.  It  has  been  contended  before  tnis  committee  by  almost 
innumerable  witnesses  that  under  no  circumstances  must  we  destroy 
this  ri^ht  to  hedge,  and  in  answer  to  specific  questions  on  that  point, 
the  majority  of  Siem  have  stated,  in  maintaining  the  hedge  we  must 
not  destroy  the  purely  speculative  or  gambling  transactions,  because 
they  tell  us  that  if  a  man  sells  or  buys  a  hedge  there  must  be  some 
man  on  the  other  end  of  it  to  take  it,  and  now  it  does  not  make  any 
difference  whether  he  is  a  speculator  or  gambler  or  whether  he  ha5 
tiie  grain  or  not,  but  if  I  follow  your  suggestion,  my  elevator  man. 
who  sells  5,000  bushels  of  com  in  Chicago  against  the  5,000  which 
he  bought  of  the  farmer,  must  not  sell  that  5,(KK)  bushels  of  com  to  a 
man  tmless  he  be  maMng  a  legitimate  h^lge  himself.  In  otiier 
words,  the  man  in  Chicago  who  buys  the  5,000  bushels  of  com  must, 
by  some  rule  or  regulation  of  law,  have  the  physical  property  himself 
or  have  it  in  ezpeS^ancy. 

Mr.  Thorne.  What  is  the  trouble  with  him?  What  is  the  matter f 
Why  can  not  he  sell?  At  the  end  of  the  fiscal  year  he  would  paj 
no  tax  on  that  transaction. 

Mr.  PuRNEiiL.  Perhaps  I  have  not  made  myself  clear,  but  what 
you  would  seek  to  do  would  be  to  compel  my  elevator  man,  befoir 
he  can  make  his  transaction  in  Chicago,  to  find  some  man  up  therv 
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who  is  in  a  similar  circumstance  in  which  he  finds  himself  in  order 
to  sell  it.  In  other  words,  you  bar  him  from  selling  it  in  Chicago 
to  a  gambler? 

Mr.  Thorne.  I  do  not  care  what  that  man  is  in  Chicago.  Any 
man  ought  to  be  permitted  to  buy  that  grain,  I  do  not  care  whether 
he  is  a  murderer  or  a  thief,  if  he  is  operating  in  Chicago  for  future 
delivery. 

Mr.  "rirRNELL.  My  elevator  man  does  not  expect  to  deliver  it  to 
him? 

Mr.  Thorne.  I  thought  he  did. 

Mr.  PuRNELL.  On  the  face  of  the  transaction  yes,  but  in  reality  he 
does  not. 

Mr.  Thorne.  Why  should  not  he  deliver,  why  can  not  he  sell 
grain  to  be  delivered? 

Mr.  PuRNELL.  Perhaps  he  can  not  find  enough  men  in  Chicago  to 
take  the  grain ;  they  will  not  take  the  gambling  chance  on  the  market? 

Mr.  Thorne.  There  is  a  constant  market  to  deliver  grain. 

Mr.  PuRNELL.  The  thing  I  was  trying  to  find  out  was  whether 
or  not  you  would  make  hedging  legitimate  ? 

Mr.  Thorne.  I  was  stating  two  methods.  One  is  to  prevent  short 
selling;  that  is,  selling  grain  for  one  who  does  not  have  the  grain 
or  an  equivalent  amount  of  that  or  who  does  not  intend  to  have  it 
during  the  course  of  the  fiscal  year,  and  the  other  is  a  tax  on  all 
grain  sold  in  excess  of  what  he  actually  sold  during  the  fiscal  year, 
multiplied  by  some  definite  fixed  multiple,  with  a  aualifying  provi- 
sion that  will  prevent  the  manipulation  that  I  speak  of.  There  are 
those  two  methods.  One  of  them  would  permit  a  limited  amount  of 
selling.  No  one  desires  to  deprive  any  man  of  the  privilege  of  sell- 
ing grain  that  will  be  delivered  at  a  future  time.  Those  kinds  of 
future  contracts  are  perfectly  legitimate  and  necessarily  so  as  in  all 
other  business.  I  sav  that  ultimately  it  is  not  necessary  to  have  the 
gambling  any  more  than  in  other  busmess.  There  is  a  certain  amount 
of  speculation  in  all  busine^.  You  can  not  draw  a  hard  and  fast 
line,  as  I  have  repeatedly  said.  The  best  you  can  do  is  to  approxi- 
mate. 

Mr.  PiTRNELL.  It  seems  to  me  that  is  the  real  difficulty,  to  find  the 
line  of  demarcation  between  the  legitimate  field  and  one  that  is  not 
legitimate. 

Mr.  Thorne.  Absolutely,  and  in  order  to  draw  that  line  you  can 
not  draw  it  with  the  precision  that  would  be  desirable.  As  I  pre- 
viously stated,  if  you  can  tell  me  the  hour  and  minute  when  a  pig 
becomes  a  hog,  I  can  tell  you  when  the  speculator  becomes  a  gambler. 
When  a  man  shoots  anotner  man  it  is  pretty  hard  to  tell  what  was 
the  intention ;  we  have  conflicting  circumstances,  but  we  arrive  at  it 
definitely  and  decidedly  whether  he  intended  to  kill  or  did  not  in- 
tend to  kill.  In  this  particular  industry  I  have  prescribed  two 
methods  of  approximating  which  I  think  are  fair  and  reasonable. 
The  only  idea  of  postponing  the  effective  date  is  to  allow  us  to  read- 
just matters. 

Mr.  PuRNELL.  I  want  to  add  to  what  the  other  gentlemen  have 
said  my  appreciation  for  your  coming  before  the  committee.  I  have 
securea  a  great  deal  of  good  from  your  statement,  and  I  want  to 
thank  you  on  behalf  of  myself. 

Mr.  Thorne.  I  thank  you. 
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The  CHATBMAy.  Mr.  McLaughlim  have  vou  any  questions  to  ask  f 
Mr.  McLaughlix  of  Nebraska.  Xo,  Mr.  Chairmaiu  only  to  thank 
Mr.  Thome  for  the  substantial  and  instructive  statement  he  has 
made  and  for  the  clear  and  courteous  manner  in  which  he  has  an- 
swered all  the  questions  which  members  of  the  committee  hare  asked 
him. 

The  Chaikmax.  Mr.  Lee,  hare  you  any  questions  to  ask  ? 

Mr.  Lee.  Xo,  Mr.  Chairman. 

The  Chairmax.  Mr.  Young,  have  vou  any  questions  to  ask  I 

Mr.  YouxG.  Xo.  Mr.  Chairman ;  1  do  not  think  of  any  qn 

The  Chaibmax.  Mr.  Rubev,  have  you  any  questions  to* ask? 

Mr.  RuBEY.   Xo,  Mr.  Chairman. 

The  Chaibmax.  Mr.  Riddick,  have  you  any  questions  to  ask? 

Mr.  RmoiCK.   Xo,  sir. 

The  CHAiK^rAX.  Mr.  Voigt,  have  you  any  questions  to  ask  ? 

Mr.  Voigt.  Mr.  Chairman,  I  want  to  ask  a  few  questions,  bat  I 
will  nott  take  up  much  time. 

The  CHAiR3rAx.  Very  well,  Mr.  Voigt,  you  may  proceed. 

Mr.  Voigt.  You  do  not  favor  the  elimination  of  hedging  at  this 
time? 

Mr.  Thorxe.  That  is  correct. 

Mr.  Voigt.  You  favor  some  law  which  would  declare  it  to  be 
illegal  two  years  from  now? 

Mr.  Thorxe.  Xo,  sir. 

Mr.  Voigt.  What  time  would  you  suggest? 

Mr.  Thorxe.  I  have  not  suggested  a  law  that  would  declare  hedg- 
ing illegal  at  any  time.  I  have  said  this,  that  if  there  is  no  other 
way  to  eliminate  gambling  except  by  eliminating  hedging,  t^iat  that 
ou^ht  to  be  done  at  a  date  effective  about  two  years  hence,  but  I  still 
think  that  le^timate  hedging  may  be  effected  without  involving  nec- 
essary gambling.  As  to  that  method  of  hedging,  the  term  **  hedging  ^ 
might  have  to  be  broadened.  At  the  present  time  we  use  that  term 
as  meaning  selling  grain  that  you  do  not  expect  to  deliver  to  a  person 
that  does  not  expect  to  receive  it.  Possibly  the  term  is  limited  in  that 
maimer  in  your  mind.    Is  it? 

Mr.  Voigt.  My  understanding  of  hedging  is  this*  that  a  man 
hedges  who  either  has  grain  in  his  possession  or  has  obligated  himself 
to  deliver  or  buy  grain  in  the  future  at  a  specific  price  and  in  order  to 
secure  himself  against  a  loss  and  on  the  other  hand  protect  himself 
from  a  loss  in  handling  the  ^ain  which  he  has  or  with  reference  to 
which  he  has  assumed  an  obhgation,  that  he  either  bujrs  or  sells  a  like 
amount  of  grain  for  future  delivery  and  offsets  one  transaction 
against  the  other. 

JJr.  Thorxe.  In  the  second  transaction,  does  the  man  intend  or 
expect  to  deliver  any  grain? 

Mr.  Voigt.  The  man  who  makes  the  hedge  ?^ 

Mr.  Thorxe.  You  described  two  transactions  in  your  statement,  and 
I  am  asking  as  to  the  second  transaction,  when  he  makes  the  trans- 
action  does  he  intend  or  expect  to  deliver  any  grain  ? 

Mr.  Voigt.  No.  My  understanding  of  hedging  is  that  the  trans- 
action that  the  man  hedges  on  is  an  actual  transaction  for  the  pur> 
chase  or  sale  of  grain,  but  that  the  second  transaction  is  a  purelj 
speculative  transaction,  undertaken  for  the  purpose  of  insuring  tb€ 
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first  transaction,  and  there  is  no  deliyery  or  receipt  of  grain  con- 
templated on  the  hedging  operation. 

Mr.  Thorne.  Either  contemplated,  expected,  or  intended? 

Mr.  VoiGT.  It  is  contemplated  on  paper,  but,  as  a  matter  of  fact, 
the  parties  do  not  intend  to  make  a  delivery  or  to  accept  the  ^rain. 
In  my  judgment,  a  hedge  is  a  gamble  except  that  it  has  the  redeem- 
ing feature  that  the  man  who  hedges  has  some  contract  in  grain  or 
some  actual  grain  which  he  protects  by  hedging  or  speculating  or 


Mr.  Thorne.  I  would  answer  you  in  this  way :  Specifying  the 
hedging  operation,  as  you  have  specifically,  as  a  gamole,  it  simply 
means  that  I  have  gone  to  another  place  and  bet  that  the  price  will 
go  down  when  I  have,  on  the  other  hand,  sold  some  actual  grain  in 
re^rd  to  that  gamble.  I  am  in  favor  of  the  elimination  of  that 
ultimately,  most  unqualifiedly,  jes,  but  I  want  to  say  this,  that  it 
should  be  possible  to  make  that  msurance  by  some  other  method. 

I  might  say  that  when  I  take  out  an  insurance  policy  I  make  a  bet 
that  my  barn  will  bum  down  or  will  not  bum  down,  or  that  when  I 
take  out  a  life  insurance  policy  that  I  will  die  or  will  not  die.  In 
that  sense  it  is  a  distortion  to  my  mind  to  call  that  a  bet  or  a  gamble, 
as  some  people  usually  describe  it.  I  think  it  is  possible  for  us  to 
devise  a  method  of  insuring  this  actual  grain  by  some  other  method 
than  making  a  bet  or  eample.  Therefore,  I  say  that  we  ought  to 
devise  some  method  of  hedging  that  will  not  rest  upon  that  founda- 
tion. There  are  various^  ways  of  making  the  insurance.  I  under- 
stand that  Lloyd's  will  insure  everything.  I  am  not  an  insurance 
expert. 

Mr.  VoiGT.  May  I  stop  you  right  there? 

Mr.  Thorne.  Certainly. 

Mr.  VoiGT.  I  do  not  want  to  take  up  any  more  time,  but  I  feel 
compelled  to  take  up  a  little  time. 

You  have  made  a  very  clear  statement  before  this  committee  as  to 
the  evils  which  exist,  and  I  do  not  think  it  is  necessary  to  take  up 
any  further  time  of  tne  conmiittee  in  pointing  out  the  evils.  What  I 
should  like  to  secure  from  you  is  a  statement  of  a  specific  remedy  to 
cure  these  evils.  Your  testunony  to  me  is  just  a  little  bit  hazy  as  to 
what  you  propose  to  do  about  hedging.  I  think  you  understand 
what  hedging  is,  and  I  think  the  memrors  of  the  committee  under- 
stand what  hedging  i& 

You  say  that  you  are  not  in  favor  of  doing  away  with  hedging. 
Thatistme? 

Mr.  Thorne.  Yes,  sir;  except  by  the  qualification  which  I  pre- 
viously stated. 

Mr.  VoiGT.  Will  you  please  state  that  again? 

Mr.  Thorne.  Unless  the  only  way  of  doing  away  with  hedging  in- 
volves gambling. 

Mr.  VOIGT.  I  think  this  committee  is  agreed  that  there  can  not  be 
hedging  without  there  being  gambling  involved  ? 

Mr.  Thorne.  That  is  something  that  I  can  not  agree  to. 

Mr.  VoiGT.  If  a  man  hedges  on  a  sale  of  grain  he  wants  to  insure 
a  price  of  $1  a  bushel,  we  will  say,  he  has  the  grain  and  he  telegraphs 
an  order  to  a  broker  to  sell  that  quantity  of  grain  for  future  delivery 
on  a  hedging  contract,  on  whicn  he  does  not  contemplate  ever  to 
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make  delivery.  He  is  gambling  and  the  man  that  takes  the  other 
end  of  the  contract  on  the  board  of  trade  is  gambling,  as  I  see  it 
How  are  you  going  to  stop  that  gambling  transaction  and  still  hare 
hedffing?    That  is  something  that  I  can  not  quite  grasp. 

Mr.  Thorne.  That  means  just  repetition.  I  have  defined  the 
method  of  hedging :  and  as  you  have  defined  it,  to  my  mind,  it  must 
ultimately  go,  out  I  have  insisted  that  there  must  be  other  methods 
of  hedging.  There  is  simply  a  difference  of  definition.  The  term 
"  hedging  "  should  be  broadened  to  a  larger  meaning  than  you  intend 
by  the  use  of  the  term.  You  have  specified  hedging  in  one  manner 
and  I  have  said  to  you,  defining  it  as  you  have,  that  I  would  say  that 
ultimately  that  ought  to  go. 

Mr.  VoiGT.  Taking  my  definition  of  "hedging,"  would  you  favor 
the  passing  of  a  law  doing  away  with  hedging  at  the  present  time? 

Mr.  Thorne.  No,  sir. 

Mr.  VoiGT.  Then  you  would  defer  that  to  some  future  time? 

Mr.  Thorne.  Yes,  sir. 

Mr.  VoiGT.  I  do  not  understand  from  the  evidence  given  before 
this  committee  that  there  is  any  other  form  of  hedging  than  the  form 
I  have  described.  If  you  know  of  another  form,  I  would  be  glad  to 
have  you  state  it. 

Mr.  ThorKe.  I  am  trying  to  wrestle  with  a  problem,  in  answering 
that  question,  which  the  grain  industry,  with  all  its  experts,  ought 
to  be  able  to  devise.  I  think  that  taking  out  an  insurance  policy  is  a 
certain  form  of  hedging  in  the  broader  acceptation  of  the  term- 
You  can  take  out  an  insurance  policy  and  in  one  sense  you  might  say 
it  is  a  bet  and  in  another  sense  it  is  not.  You  pay  a  reasonable  cost  to 
the  person  who  is  just  in  the  insurance  business  and  not  in  the  gam- 
bling business.  I  think  it  would  be  possible  for  us  to  devise  a  sen- 
sible, sound  way  of  caring  for  hedging  without  having  to  go  to  a 
gambling  institution.  I  say  that  I  am  not  prepared  to  state  what 
method  should  be  devised,  but  this  Congress  ought  to  state,  as  you 
have  just  described,  that  the  gambling,  which  you  admit  specifically 
ought  to  be  stopped — the  country  will  not  stand  for  that  when  it 
realizes  what  it  is,  as  you  have  just  stated  it  to  be. 

Mr.  VoioT.  Let  us  see.  As  you  say,  there  is  a  gambling  element  in 
insurance.  The  law  on  that  subject  is  that  insurance  is  a  gamble 
unless  the  parties  who  take  out  the  contract  of  insurance  have  an 
insurable  interest  in  the  property  covered  by  the  policy.  That  is, 
I  can  not  take  out  a  policy  of  insurance  on  your  house  unless  I  have 
some  interest  in  it. 

Mr.  Thorne.  It  is  not  gambling  when  I  have  an  insurance  risk 
in  it? 

Mr.  VoiGT.  I  say  there  is  an  element  of  risk  in  it  and,  of  course^ 
gambling  necessitates  a  risk  also.  You  do  not  want  to  do  away  with 
hedging,  unless  some  other  method  of  accomplishing  the  same  thin^ 
can  be  devised. 

Mr.  Thorne.  I  have  not  said  that.  I  will  repeat  my  former 
answer.  I  have  said  to  you  that  I  am  in  favor  of  the  ultimate  elimi- 
nation of  hedging,  as  you  have  defined  it,  that  it  ought  to  be  up  to 
the  grain  industry  to  devise  another  way  for  insuring  the  crop,  but 
that  they  must  within  a  certain  time  do  that.  I  might  say  further 
that  I  am  not  in  favor  of  eliminating  it  to-day,  but  to  give  the 
industry  a  reasonable  period  of  time  within  which  to  readjust  itself. 
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Mr.  VoiGT.  You  are  in  favor  of  devising  some  other  method  of 
permitting  a  man  to  insure  himself  against  loss  on  the  price  or 
value  of  grain,  if  I  understand  you  correctly? 

Mr.  Thoknb.  Yes,  sir. 

Mr.  VoiGT.  You  think  that  might  be  accomplished  by  some  form 
of  insurance? 

Mr.  Thorne.  Or  other  method. 

Mr.  VoiGT.  Have  you  any? 

Mr.  Thorne.  I  do  not  think  it  is  necessary  for  me  to  answer 
instantaneously  what  I  am  suggesting  that  you  give  the  industry, 
with  all  its  experts,  two  years  to  answer.  I  would  say  that  you 
would  be  justified  in  saying  the  same  thing  to  any  other  industry. 
If  there  is  any  industry  in  this  country  that  is  carrying  on  its  opera- 
tions to  the  extent  of  Monte  Carlo  or  the  Louisiana  lottery,  that  you 
should  say  that  that  industry  must  stop,  we  will  give  you  so  long 
a  time,  but  that  particular  method  has  got  to  be  stopped — that  is  all 
I  am  suggesting  here. 

Mr.  VoioT.  X ou  do  not  make  any  recommendation,  but  you  think 
it  ought  to  be  stopped  ? 

Mr.  Thorne.  Yes,  sir ;  I  have  suggested  the  tax  for  that  purpose 
two  years  hence. 

Mr.  VoiGT.  You  have  suggested  a  tax  on  all  future  sales? 

Mr.  Thorne.  I  did  not  say  that. 

Mr.  VoiGT.  That  is,  where  the  actual  grain  is  not  involved. 

Mr.  Thorne.  I  suggested  a  tax  analogous  to  that  provided  in  the 
Capper-Tincher  law  or  as  an  alternative  a  tax  in  the  same  manner, 
except  so  guarded  that  the  clause  permitting  three  times  the  trans- 
action can  not  be  abused  or  manipulated,  and  also  such  a  second 
modification  of  the  Capper-Tincher  method  as  the  elimination  of  the 
multiple  altogether,  cut  out  that  multiple  of  three  or  devise  some 
'Way  by  which  that  multiple  of  three  can  not  be  abused  or  manipu- 
lated ;  and  the  third  qualification  of  the  law  is,  as  previously  stated, 
the  postponement  of  the  effective  date. 

Mr.  VoiGT.  Can  you  suggest  to  this  committee  any  way. that  a 
bill  could  be  framed  which  would  not  leave  this  multiple  of  three 
open  to  abuse? 

Mr.  Thorne.  At  present  I  can  not.  As  stated  previously  in  my 
statement  this  mormng,  that  will  have  to  be  given  a  great  deal  of 
thought.  I  have  conferred  with  other  men.  I  can  not  suggest  the 
method. 

Mr.  VoiGT.  Do  you  think  that  the  Tincher  bill  would  effectively 
stop  gambling  ingrain  as  it  is  now  done? 

Mr.  Thorne.  Without  caring  for  the  multiple  of  three? 

Mr.  VoiGT.  As  the  bill  now  stands. 

Mr.  Thorne.  I  do  not. 

Mr.  VoiGT.  Your  first  suggestion  is  that  supervision  of  the  ac- 
tivities of  the  grain  exchanges  be  provided  for.  It  is  your  idea  that 
there  should  be  a  national  commission  to  supervise  the  grain  exi- 
changes? 

Mr.  Thorne.  I  would  not  advocate  the  creating  of  a  new  com- 
mission. I  think  it  might  be  properly  put  under  the  jurisdiction 
of  some  department  already  in  existence. 
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Mr.  VoiGT.  You  would  want  to  endow  that  agency  with  sufficient 
power  to  make  binding  regulations  for  the  trade? 

Mr.  Thorne.  Yes,  sir. 

Mr.  VoiGT.  Your  idea  is  that  ultimately  all  contracts  for  the  sale 
or  purchase  of  grain,  where  the  parties  ao  not  intend  and  contem- 
plate to  actually  deliver,  shall  be  done  away  with  ? 

Mr.  Thokne.  Yes,  sir. 

Mr.  VoiGT.  If  we  had  that  condition,  then  there  would  be  no 

"le^o.™.  Th..  u^  .  ™p,.i«o«  o.  .h,  fon„.r  sUtonen..  .A. 
you  have  defined  it,  no ;  as  I  have  defined  it,  yes. 

Mr.  VoiGT.  Suppose  we  should  pass  a  law  that  no  contract  for  the 
sale  or  purchase  of  grain  should  oe  made  unless  the  actual  grain  is 
delivered,  then  hedging  will  be  unnecessary,  will  it  not  ? 

Mr.  Thorne.  I  would  not  so  that  far  any  more  than  I  would 

f)rohibit  a  man  from  selling  land  unless  he  actually  delivered  the 
and.  A  man  might  change  his  mind.  A  man  might  otherwise  dis- 
pose of  the  contract  than  by  delivering  the  land.  We  can  not  de- 
stroy  that  line  of  activity ;  we  can  only  approximate  a  method  that 
will  brin^  about  justice,  and  the  best  approximation  I  have  seen  yet 
that  has  been  su^^ted  and  that  would  be  a  valid  action  on  the  part 
of  Congress  is  this  taxation  method  of  the  sales  in  excess  of  actual 
deliveries,  so  that  you  might  sell  your  proposition,  but  you  would 
then  be  subject  to  a  tax.  You  might  change  your  mind  and  you  would 
not  be  subject  to  a  tax.  Even  then,  if  you  secured  constructive  pos- 
session of  the  grain  you  could  make  delivery  and  not  pay  the  tax. 
You  would  have  to  have  the  grain  in  your  hands  to  have  possession 
over  it.  At  the  present  time  you  have  a  warehouse  receipt  which  is 
constructive  possession  of  the  grain,  you  have  actually  the  grain, 
and  I  think  that  you  should  not  do  away  with  that  line  of  trans- 
action. 

Mr.  VoiGT.  Then^  your  suggestion  would  be  that  ultimately  we 
would  have  a  condition  where  there  should  be  absolute  delivery  of 
the  grain  contracted  for,  but  if  for  any  reason  it  becomes  impossible 
or  impracticable  to  make  delivery,  that  a  tax  shall  be  levied  on  the 
contract. 

Mr.  Thorne.  I  would  not  do  that  down  to  each  contract.  If  on 
the  total  amount  sold  during  the  year  there  is  not  a  delivery  of  an 
equivalent  amount  multiplied  by  three  the  tax  should  be  levied^  or. 
as  another  alternative,  without  any  multiple  of  three,  the  tax  should 
be  levied.  In  other  words,  I  have  qualified  your  statement  of  it  by 
saying  instead  of  confining  it  to  the  individual  transaction  it  should 
be  transferred  to  the  total  volume  during  the  course  of  a  fiscal  year. 

Mr.  VoiGT.  That  is  what  the  Tincher  bill  attempts  to  do? 

Mr.  Thorne.  Yes,  sir.    * 

Mr.  VoiOT.  Would  you  also  say  as  a  lawyer  that  the  delivery  of 
the  warehouse  certificate  for  the  grain  is  in  law  a  delivery  of  the 
grain? 

Mr.  Thorne.  Yes,  sir. 

Mr.  VoiGT.  To  try  out  your  system,  would  we  not  steer  up  aga)n>t 
the  same  difficulty  that  we  do  in  the  Tincher  bill  ? 

Mr.  Thorne.  t  have  sug:gested  the  adoption  of  the  Tincher  bil! 
with  the  qualifications  which  I  have  previously  stated.  In  my  last 
reply  I  have  simply  repeated  them. 
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Mr.  VoiOT.  I  will  say  that  I  am  heartily  in  favor  of  doing  away 
with  the  gambling  element,  but  my  difKculty  is  devising  a  way  to  do 
that  without  interfering  with  the  legitimate  business. 

Mr.  Thorne.  Would  it  not  be  beSj  for  you  to  say  to  the  industry 
that  you  must  devise  a  way  to  do  awav  with  gambling?  We  will 
give  you  two  jeATB  to  devise  a  way  i  I  think  xt  would  be  better  to 
leave  it  to  the  industry  and  then^  after  two  years,  we  will  see 

Mr.  YoiGT.  I  can  not  a^ee  with  you.  I  doubt  whether  it  would 
be  proper  for  this  committee  to  recommend  a  bill  and  say,  ''  You 
must  do  away  with  a  certain  thing.  We  do  not  know  the  remedy, 
but  we  are  going  to  let  you  work  out  the  remedy." 

Mr.  Thorne.  I  think  Congress  would  always  be  justified  in  sayii^ 
to  any  industry,  the  grain  industry  of  any  other  industry,  that  it 
has  to  do  away  with  gambling  if  you  find  it  exists  in  that  industry. 

Mr.  VoiGT.  But  if  we  say  now  that  the  gambling  must  stop,  uien 
we  are  stopping  the  hedging,  and  most  of  the  legitimate  people  who 
have  come  before  this  committee  have  said  they  ore  in  favor  of  re- 
taining the  hedge.  My  construction  of  that  is  that  those  people  come 
here,  and  they  are  good  legitimate  people,  and  say,  "  We  are  opposed 
to  gambling,  but  we  want  the  privile^  of  hedging;  that  is,  we  want 
the  privilege  of  gambling  to  a  certam  extent,  but  we  do  not  want 
the  other  fdlow  to  gamble."    That  is  what  it  amounts  to. 

Mr.  Thorns.  If  you  start  out  with  the  promise  that  gambling  and 
hedging  are  synonymous,  of  course  you  reach  the  conclusion  you 
have  personally  reached. 

Mr.  VoiOT.  I  am  unable  to  see  where  it  is  possible  to  hedee  on  the 
grain  market  without  the  element  of  gambling  being  involved. 

Mr.  Thorne.  I  have  tried  to  state  my  answer  in  regard  to  that 
several  times.  I  say  that  there  is  a  constant  delivery  market.  I  can 
sell  a  future  to  be  delivered  3  months,  4  months,  60  days,  30  days,  or 
10  days  hence.  There  are  such  delivery  contracts  being  consummated 
constantly.  To  the  man  who  buys  a  "  to  deliver  "  contract,  there  is  an 
element  of  gambling  in  it,  if  you  want  to  interpret  it  in  that  way. 
He  takes  the  risk  of  a  change  in  price,  but  does  not  take  any  more 
risk  than  any  other  man  in  any  other  industry  who  buys  steel,  for 
instance,  30  days  hence,  or  buys  coal  in  that  way.  The  contracts  of 
the  railroads  for  coal  run  a  year  hence.  About  the  1st  of  April  those 
contracts  are  consummated.  You  buy  land  to  be  delivered  March  1. 
That  is  a  future  contract.  You  are  taking  a  chance.  There  is  an 
element  of  risk  there,  but  you  do  it. 

Mr.  VoiGT.  But,  my  dear  sir,  you  are  talking  now  about  a  contract 
which  contemplates  an  actual  delivery.  In  my  judging,  that  is  not 
a  hedging  contract  at  all.  That  is  all  I  want  to  ask  you.  I  thank 
you. 

Mr.  Hutchinson.  Mr.  Thome,  you  have  repeatedly  answered  most 
of  the  questions  I  was  going  to  ask  you,  but  I  want  to  ask  you  this 
one  (juestion,  Are  you  m  favor  of  reporting  any  of  these  bills  and 
passing  them  as  they  are? 

Mr.  Thorne.  With  certain  modifications  which  I  have  previously 
suggested;  yes,  sir. 

Mr.  Hutchinson.  For  instance,  the  Tincher  bill. 

Mr.  Thorne.  Yes,  sir. 

Mr.  Hutchinson.  I  may  have  to  ask  you  to  repeat  some  of  the 
answers  you  have  already  made.    I  am  going  to  ask  you  in  reference 
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to  a  future  contract  where  the  ^mbling  commences,  and  I  am  going  to 
make  it  specific.  Suppose  I  live  in  the  East,  and  we  buy,  say,  10 
cars  of  com  a  month  from  now  until  October  1  from  Armour  &  Co. 
He  has  not  got  that  com,  but  he  sells  it  to  me  to  be  delivered  10  cars 
a  month,  and  if  I  do  not  sell  against  that  com,  I  am  gambling  to  a 
certain  extent,  as  you  just  said  a  moment  ago,  because  l  am  running 
a  risk. 

Mr.  Thorne.  You  are  running  the  risk ;  yes,  sir, 

Mr.  HuTGHiNSOK.  Suppose  I  go  on  the  market  and  sell  a  future 
contract  to  protect  myself,  do  you  call  that  gambling? 

Mr.  Thorne.  If  you  sell  a  future  contract  which  you  do  not  expect 
or  intend  to  deliver,  I  would  think  that  that  was  gambling.  You 
could  protect  yourself  in  the  same  method  by  betting  on  anything 
else.    I  think  the  courts  have  defined  that  as  gambling. 

Mr.  Hutchinson.  You  say  that  would  be  gambling.  Armour 
has  not  got  the  com,  and  he  goes  on  the  market  and  buys  a  future 
to  deliver  that  com. 

Mr.  Thorne.  You  told  me  he  did  expect  and  intend  to  deliver  the 
com. 

Mr.  Hutchinson.  You  understand  that  if  anybody  buys  a  future 
contract  and  insists  upon  it,  there  must  be  a  delivery. 

Mr.  Thorne.  I  thought  you  said  Armour  intended  to  deliver  that 
com  to  you. 

Mr.  Hutchinson.  He  does,  but  he  has  not  got  it.  He  ^oes  out 
and  buys  the  future  to  protect  himself.  He  has  not  ^t  it  in  his 
warehouse.  He  could  not  hold  all  the  corn  he  has  sold  m  the  ware- 
house. 

Mr.  Thorne.  It  is  not  necessary  for  him  to  have  the  grain  on  hand 
if  he  intends  to  deliver  it. 

Mr.  Hutchinson.  He  runs  a  risk  if  he  does  not  protect  himself. 

Mr.  Thorne.  There  is  a  risk  there  which  is  no  different  from  the 
risk  people  are  running  in  all  other  lines  of  activity  in  the  United 
States. 

Mr.  Htttchinson.  That  is  a  hedge,  is  it  not ;  is  not  that  the  inten- 
tion of  the  hedge,  that  a  man  may  make  himself  safe  when  he  goes 
on  the  market  and  buys  a  future? 

Mr.  Thorne.  The  risk  you  speak  of  is  not  a  hedge.  I  said  that 
when  Armour  entered  into  that  contract  to  deliver  corn  which  he 
did  not  possess  but  expected  and  intended  to  possess  there  was  a 
risk,  but  that  is  not  the  hedge.  The  way  these  other  gentlemen  define 
the  hedge  would  be  the  second'  contract  Armour  would  make  at  that 
same  time  to  protect  himself  against  these  future  contracts. 

Mr.  Hutchinson.  That  is  the  point  I  wanted  to  brine  out.  That 
could  go  on  right  down  the  line  and  still  every  one  of  those  con- 
tracts, if  they  were  insisted  upon,  would  have  to  be  delivered,  would 
they  not? 

Mr.  Thorne.  You  are  speaking  of  "  every  one;"  I  understand  two- 
thirds  of  what  you  have  spoken  of  already  will  be  delivered. 

Mr.  Hutchinson.  Yes. 

Mr.  Thorne.  None  of  those  are  gambling. 

Mr.  Hutchinson.  None  of  those  is  gambling? 

Mr.  Thorne.  Those  that  you  said  they  expected  to  deliver  are  not 
gambling. 
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Mr.  Hutchinson.  When  I  buy  10  cars  a  month  of  corn  of  Armour 
■&  Co.  to  be  delivered  at  a  certain  time  and  I  sell  against  it,  I  do  not 
expect  to  deliver  that  com.    I  sell  it  out  when  I  get  my  com. 

Mr.  Thorne.  You  have  described  there  two  transactions.  The 
first  is  not  gambling  and  the  second  one  you  have  described,  as  I  un- 
derstand it,  was  gambling.  I  say  the  first  is  a  genuine,  actual  trans- 
action. 

Mr.  Hutchinson.  Then  when  Armour,  expecting  to  deliver  the 
com,  goes  and  sells  a  hedge,  he  is  gambling? 

Mr.  Thorne.  When  he  agrees  to  deliver  grain  to  you  in  the  future 
lie  is  not  gambling.  When  he  goes  on  the  market  and  buys  a  future 
that  he  does  not  expect  to  receive  and  does  not  intend  to  receive,  he 
is  gambling. 

Mr.  Hutchinson.  He  does  that  as  a  hedge,  does  he  not;  is  not 
that  a  hedge? 

Mr.  Thorne.  That  is  one  form  of  hedge. 

Mr.  Hutchinson.  But  still,  if  Armour  &  Co.  insists  on  that  de- 
livery, he  can  get  it,  can  he  not?    They  can  not  get  away  from  that. 

Mr.  Thorne.  You  have  rules  on  the  board  of  trade  permitting  the 
substitution  of  parties  and  you  have  rules  of  the  board  of  trade  with 
reference  to  the  appointment  of  a  committee  when  you  can  not  de- 
liver, to  determine  the  commercial  value  of  the  grain  and  to  deter- 
mine the  damages.    There  are  various  ways  of  avoiding  the  delivery. 

Mr.  Hutchinson.  But  if  he  does  get  delivery,  that  takes  away 
the  gambling  part  of  it  ? 

Mr.  Thorne.  If  he  gets  the  grain ;  yes,  sir. 

Mr.  Hutchinson.  That  takes  away  the  gambling  part  of  it  even 
if  he  sold  it  or  bought  it  to  protect  himself. 

Mr.  Thorne.  It  is  owing  to  what  the  intent  was.  You  can  not 
transform  the  gambling  into  a  bona  fide  transaction  because  of  the 
fact  it  is  impossible  to  tell  what  you  intended.  The  best  way  of 
approximating  is  if  he  did  not  actually  get  the  grain  and  did  not 
have  it,  that  it  be  defined  as  illegal. 

Mr.  HtJTCHiNSON.  That  was  my  idea  in  asking  the  question. 
Where  can  you  draw  the  line  between  what  is  gamoling  and  what 
is  not  gambling? 

Mr.  Thorne.  As  I  have  previously  stated,  it  depends  upon  the 
intent.  I  think  you  will  agree  with  me  about  that,  and  I  think  you 
will  also  agree  with  me  that  it  is  hard  to  determine  what  the  inten- 
tion is  in  a  man's  mind. 

Mr.  Hutchinson.  That  is  what  I  say  exactly. 

Mr.  Thorne.  And  the  best  way  of  approximating  what  the  intent 
is,  is  to  find  out  what  a  reasonable  man  would  reasonably  expect 
to  happen  under  those  circumstances.  If  in  99  cases  out  of  100  there 
are  no  deliveries,  it  is  reasonable  to  assume  that  the  expectation  of 
those  people  is  not  to  deliver,  and  therefore  it  is  gambling.  It  is 
hard  to  limit  that  to  the  individual  case.  Taken  as  a  wnole,  we 
know  it  is  gambling,  and  you  know  it  is,  as  all  of  these  gentlemen 
have  admitted,  and  I  think  the  committee  would  unanimously  agree 
to  that.  It  is  hard,  however,  at  the  same  time  to  pick  out  a  single 
transaction  and  label  that  as  gambling  until  you  know  what  the  man 
actually  intended. 

Mr.  Hutchinson.  We  wiU  take,  for  instance,  a  big  mill  that  grinds 
200,000  bushels  of  grain  a  day.    They  have  got  to  go  ahead  and  buy 
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the  futures.    They  nrotect  themselves  all  the  time  by  hedging.    They 
are  notparties  to  the  gambling  when  they  do-that,  are  they? 

Mr.  Thokne.  I  would  say  as  they  do  it  at  present,  it  is  gambling. 
I  represent  some  oil  refineries.  They  have  to  contract  for  their 
crude  and  lots  of  them  contract  for  it  a  vear  ahead.  They  do  not 
find  it  necessary  to  maintain  a  Monte  Carlo  to  go  out  and  hedge  on. 
They  want  to  operate  their  refineries  during  the  entire  yeax  and 
have  enough  crude  to  operate  it,  and  they  contract  for  it  witn  certain 
qualifications  as  to  changes  in  prices,  which  I  should  thin^  the  mill 
ought  to  be  able  to  put  in  its  contract. 

Mr.  Hutchinson.  You  know  that  a  mill  that  grinds  200,000 
bushels  a  day  does  not  store  more  than  two  or  three  days'  grind  in 
the  mill,  and  thejr  have  to  do  something  in  the  way  oi  futures  to 
keep  their  mill  going. 

Mr.  Thorne.  \Vhat  is  to  prevent  it  from  doing  what  I  just  de- 
scribed ? 

Mr.  Hutchinson.  Get  somebody  to  insure 

Mr.  Thorne  (interposing).  I  did  not  say  insure.  I  say  contract 
for  the  future  delivery  of  the  grain  subject  to  certain  qualifications 
as  to  changes  in  market  prices. 

Mr.  Hutchinson.  Do  you  think  anybody  would  do  that? 

Mr.  Thorne.  They  are  doing  it  constantly  in  the  oil  industry. 

Mr.  Hutchinson.  Would  they  do  it  in  the  grain  business  without 
any  chance  of  protecting  themselves? 

Mr.  Thorne.  As  to  changes  in  the  market  prices? 

Mr.  Hutchinson.  Or  hedging. 

Mr.  Thorne.  I  do  not  see  why  you  can  not.  The  farmer  has  to 
do  his  transaction  on  that  basis. 

Mr.  Hutchinson.  But  that  is  a  small  transaction. 

Mr.  Thorne.  He  goes  to  an  enormous  investment  so  far  as  he  is 
concerned.  Selatively,  it  is  no  more  enormous  than  what  the  miller 
does  but  he  takes  the  chances  on  the  changes  in  future  prices.  He 
guesses  and  takes  his  chances  a  year  ahead,  and  incurs  a  lot  of  ex- 
pense, and  this  year  he  is  losing  millions  and  perhaps  billions  of 
dollars. 

Mr.  Hutchinson.  Does  the  farmer  sell  a  year  or  a  month  ahead  i 

Mr.  Thorne.  He  runs  the  risk  of  all  that  expense. 

Mr.  Hutchinson.  That  is  not  the  question.  I  asked  whether  he 
would  sell  ahead  or  does  sell  ahead. 

Mr.  Thorne.  I  do  not  think  he  sells  ahead.  He  goes  into  all  the 
investment  ahead. 

Mr.  Hutchinson.  There  is  no  doubt  about  that.  Then  you  do  not 
know  whether  he  sells  ahead  or  not. 

Mr.  Thorne.  I  do  not  think  he  seUs  ahead.  He  may,  if  he  is 
operating  a  very  large  plantation. 

Mr.  Kjtchinson.  Now,  I  want  to  ask  you  another  question.  The 
other  day  you  made  the  statement,  or  at  least  I  so  understood  it, 
that  some  one  made  an  estimate  of  the  grain  to  be  delivered  on 
contracts.  Who  makes  that  estimate?  Was  it  on  the  Chicago  Board 
of  Trade?    Where  do  you  get  those  figures? 

Mr.  Thorne.  Where  I  stated  18,500,000,000  as  the  approximate 
amount  of  future  contracts? 

Mr.  Hutchinson.  Not  only  contracts,  but  you  said  there  was  a 
certain  amoimt  available  to  be  delivered  on  contracts. 
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Mr.  Thokne.  On  future  contracts  ? 

Mr.  Hutchinson,  ©n  any  kind  of  contract,  future  or  present. 

Mr.  Thorne.  Under  the  rules  of  the  exchange,  I  understand  that 
the  grain  available  for  delivery  on  future  contracts  must  be  in  reg- 
ular elevators,  with  the  qualification  that  during  the  last  three  days 
of  the  delivery  month^  it  includes  certain  grain  on  tracks.  The  actual 
statistics  were  compiled,  not  estimated,  as  to  the  amount  in  the 
elevators  available  lor  delivery,  and  then  we  made  an  estimate  as 
to  the  amount  on  the  tracks. 

Mr.  Htjtchinson.  Who  did  that  ? 

Mr.  Thorne.  State  the  title  of  the  report,  please. 

Mr.  Tator.  The  reports  are  the  reports  of  the  Illinois  State  Grain 
Inspection  Department 

Mr.  Thorne.  Now,  that  report  does  not  include  the  grain  during 
the  last  thre^  days  on  the  tracks.  That  was  arrived  at  in  this  method : 
We  estimated  that  approximately  10  per  cent  of  that  in  the  elevators 
was  available  to  dehver  on  the  tracks.  We  arrived  at  that  figure  of 
10  per  cent  after  counseling  with  a  number  of  gentlemen  in  Chicago. 
One  of  them  serves  in  connection  with  the  warehouses,  who  did  not 
authorize  us  to  use  his  name,  but  he  assured  us  that  10  per  cent  would 
be  very  liberal.  We  also  counseled  with  various  other  persons  in 
Chicago  and  all  of  them  said  it  was  very  liberal.  One  m^nber  of 
the  board  said  that  2  per  cent  would  be  a  fair  estimate.  I  do  not 
think  that  the  estimate  of  10  per  cent  will  be  questioned  by  any  grain 
man  on  the  exchange. 

Mr.  Htjtchinson.  The  other  day  you  used  a  chart  showing  the 
prices  of  wheat  in  June  and  then  on  July  15th,  and  if  I  remember  cor- 
rectly, I  asked  vou  something  about  that  but  I  did  not  get  it  clear 
in  my  mind.    The  June  price  was  on  the  old  crop,  was  it  not  ? 

Mr.  Thorne.  It  was  the  cash  price. 

Mr.  Hutchinson.  That  was  the  old  crop? 

Mr.  Thorne.  I  used  the  figure  for  cash  grain.  No.  2  winter  hard 
on  the  Chicago  market  as  of  June  1,  and  then  each  day  on  down  to 
July  16,  and  then  on  down  to  July  31,  and  you  spoke  about  there 
being  a  new  crop  coming  in,  and  also  varying  estimates  by  the  de- 
partment which  might  affect  that  decline  in  price. 

Mr.  Hutchinson.  On  June  1  they  do  not  know  about  the  new 
crop.  They  can  not  estimate  the  new  crop  on  June  1.  Of  course, 
they  may  estimate  it,  but  there  is  nothing  positive  about  it. 

Mr.  Thorne.  I  do  not  know  that  we  are  ever  very  positive  about  it. 

Mr.  Hutchinson.  By  July  15  they  can  tell  about  the  new  crop. 

Mr.  Thorne.  Of  course,  it  is  always  an  estimate.  You  can  not  tell 
positively. 

Mr.  Htjtchinson.  Do  you  not  think  by  July  15  they  can  tell  how 
much  winter  wheat  they  have  on  hand  ? 

Mr.  Thorne.  If  you  use  that  phrase  the  way  it  is  used  by  the  grain 
trade,  but  you  can  not  estimate  the  entire  crop.  It  is  always  an 
estimate,  but  the  estimate  is  much  safer  and  much  better  July  15 
than  June  1. 

Mr.  Hutchinson.  It  is  always  safer.  You  would  not  know  how 
much  new  wheat  you  had  on  June  1,  and  you  could  only  estimate  it  by 
guessing. 

Mr.  Thorne.  As  I  stated  before,  it  would  be  an  estimate.  It  would 
be  a  much  better  estimate  on  July  15,  very  much  better. 
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Mr.  Hutchinson.  I  have  been  watching  the  market,  and  I  notice 
yesterday  wheat  went  down  5  cents  a  bushel,  ^nd  it  has  been  going^ 
down  right  along.  What  is  the  cause  of  that  ?  It  is  not  speculatiiML 
is  it? 

Mr.  Thorne.  Is  not  that  going  to  require  quite  an  extended 
answer?  I  do  not  question  the  fact  of  economic  forces  affecting  these 
prices.  I  do  not  Question  the  fact  that  news  from  abroad  as  to  the 
supply  and  demana,  news  from  at  home  as  to  the  supply  and  demand. 
affect  those  prices.  We  do  not  take  any  exception  to  that,  because 
we  can  not.  No  matter  what  machinery  we  devise,  these  forces  will 
constantly  have  effect,  but  what  we  do  say  is  that  the  dealing  in 
the  futures  as  now  transacted  serves  to  exaggerate  those  tendencies 
instead  of  stabilizing  them.  We  say  that,  it  there  is  a  volume  of 
betting  going  on  here,  90  per  cent  of  it  betting  on  what  the  price 
is  going  to  be  the  next  day,  there  is  bound  to  be  enonhous  fluctu&> 
tions  created  by  the  very  existence  of  that  gambling.  Those  people 
make  the  great  bulk  of  their  livelihood  out  of  those  price  changes. 

Mr.  Hutchinson.  I  agree  with  you. 

Mr.  Thorne.  It  is  that  fluctuation  we  take  exception  to.  As  to 
what  causes  it,  as  to  how  much  of  it  is  due  to  one  factor  and  how 
much  is  due  to  the  other  would  be  hard  to  state. 

Mr.  Hutchinson.  For  instance,  last  year  we  had  a  crop  of 
800,000,000  bushels  of  wheat,  or  practically  that.  If  the  crop  had 
been  4(K),000,000  bushels,  we  would  have  haa  good  deal  higher  prices. 
would  we  not? 

Mr.  Thorne.  Pardon  me. 

Mr.  Hutchinson.  I  say  that  last  year  our  crop  was  abont  800,- 
000,000  bushels  of  wheat,  taking  the  winter  and  spring  wheat  to- 
gether, or  796,000,000  bushels,  I  think. 

Mr.  Thorne.  I  will  take  your  word  for  it,  sir,  if  you  are  speak> 
ing  advisedly. 

Mr.  Hutchinson.  That  is  about  what  we  had.  About  how  mudi 
more  is  that  than  we  need  in  this  country,  do  you  know  ? 

Mr.  Thorns.  Do  you  mean  how  much  of  that  was  made  into  flour 
in  this  country  ?    Some  of  that  flour  is  exported. 

Mr.  Hutchinson.  I  mean  what  is  used  or  consumed  in  this  ooun- 
try. 

Mr.  Thorne.  I  understand  that  the  surplus  stated  in  grain  and 
flour  over  200,000,000  bushels,  while  the  surplus  of  wheat  alone 
exported  was  estimated  at  150,()00,000  bushels.  I)oes  that  agree  with 
what  you  understand? 

Mr.  Hutchinson.  That  ia  about  it  In  other  words,  it  takes  about 
600,00()j()00  bushels  of  wheat  to  feed  our  people. 

Mr.  Thorns.  Let  us  assume  that. 

Mr.  Hutchinson.  When  we  go  over  that  amount,  that  affects  the 
price,  does  it  not ! 

Mr.  Thorne.  Yes,  sir. 

Mr.  Hutchinson.  The  exchange  does  not  do  ihat.  It  is  the  sapply 
and  demand  ? 

Mr.  Thorne.  Absolutely;  yes. 

Mr.  HxTTCHiNsoN.  You  spoke  about  the  Tincher  bill  allowing 
the  exchanges  to  transact  tnree  times  the  amount  of  ^rain  or  to 
multiply  it  by  three,  or  something  of  that  sort.    If  this  is  wrong. 
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Tvhy  should  it  not  be  stopped  at  once,  and  why  should  we  allow  it 
1;o  be  multiplied  by  three  i     ' 

Mr.  Thorne.  Why  did  you  not  dose  the  saloons  at  once. 

Mr.  Hutchinson.  We  are  tr3dng  to. 

Mr.  Thorne.  You  did  not  do  it  immediately.  You  did  not  close 
the  operations  of  the  breweries  at  once.  As  to  the  effect  of  tiie  de^ 
dine  there,  being  due  to  economic  forces  and  supply  and  demand,  I 
have  a  letter  here  that  is  quite  instructive  from  Blanchard  Bandsdl, 
of  Gill  &  Fisher.  I  understand  he  is  one  of  the  largest  exporters 
in  this  countrv.  This  letter  was  written  to  Mr.  Henry  L.  Goemann 
at  Chicago,  Hi. : 

Referring  to  your  letter  of  the  21st  instant,  I  do  not  remember  that  I  placed 
any  figure  in  my  statement  of  opinion  regarding  the  export  price  possible  for 
tlie  surplus  wheat  of  the  crop  of  ld20,  but  I  did  oppose  the  return  to  option 
trading  on  July  15.  I  thought  it  wiser  to  await  fuU  information  regarding 
our  crop  of  both  winter  and  spring  wheat  and  until  the  demands  of  Europe 
were  established.  The  violent  fluctuations  in  the  option  markets  would  then 
liave  been  restrained.  There  was  no  reason  except  the  "  smashing  process  "  to 
break  the  December  option  in  Chicago  in  two  weeks  from  $2.75  to  ^.06. 

That  is  pretty  near  the  quotations  we  had,  but  not  quite. 

Because  all  the  while,  every  day,  more  wheat  was  being  sold  to  Europe  than 
was  being  brought  from  the  country.  The  export  sales  were  limited  only  by 
prudence  on  the  part  of  exporters. 

I  believe  in  trading  in  futures  is  an  essential  part  of  the  grain  business 
from  the  producer's  side,  the  miller's  side,  and  the  exporter's  side.  It  would 
be  a  bad  day  for  the  grain  trade  if  trading  in  "  futures '  should  be  abolished, 
but  there  is  a  vast  gulf  between  the  legitimate  trade  and  the  gambling  element. 
This  chasm  should  be  bridged  by  the  boards  of  trade  themselves  before  both 
sides  lose  their  footing. 

The  welfare  of  boards  of  trade,  as  well  as  the  welfare  of  the  merchants  com- 
posing their  membership,  rests  upon  credit  and  reason.  When  a  large  part  of 
our  people  discredits  us  for  certain  practices  allowed  under  rules,  and  a  state 
of  unreason  is  produced  which  entails  great  loss  on  the  public,  then  it  is  time 
for  the  boards  of  trade  to  take  heed  unto  their  ways  and  correct  them  by  their 
own  action  before  an  unthinking  and  injured  public  opinion  pulls  down  a  build- 
ing carefully  erected  during  many  years,  but  into  which  certain  nuisances 
have  gained  admittance  and  been  harbored  unrecognized. 
Yours,  very  truly, 

Blanchabd  Randaix. 

I  have  no  objection  to  the  above  letter  being  made  public. 

This  gentleman  is  thoroughly  in  favor  of  the  continuance  of  the 
future's  market,  although  he  also  states,  as  a  matter  of  fact,  that  the 
dealing  in  the  options  was  the  great  factor  causing  the  violent  fluc- 
tuations during  that  period. 

Mr.  HuTCHiNSOK.  Mr.  Thome,  I  have  only  one  more  question.  I 
want  to  ask  whether  you  have  given  any  thought  to  this  question. 
Suppose  we  close  the  exchanges  in  this  country  or  prohibit  them  from 
doing  any  business,  what  effect  will  that  have  in  the  other  countries. 

Mr.  Thorne.  I  think  it  would  be  very  unfortunate  for  us  as  well 
as  for  other  people  to  close  the  exchanges.  I  have  repeatedly  said 
so  to  this  conlmittee. 

Mr.  Hutchinson.  Do  you  think  that  when  you  draw  the  line  be- 
tween gambling,  or  what  you  have  already  said  is  to  a  certain  extent 
gambling  or  speculation,  that  the  exchanges  could  live  just  on  the 
legitimate  gram? 

Mr.  Thorne.  I  think  there  will  be  a  lot  of  members  of  the  ex- 
changes, from  these  figures  that  we  have  introduced,  that  get  90  per 
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cent  of  their  living  out  of  the  gambling  process,  who  will  probably 
lose  their  means  of  livelihood  and  wiU  have  to  devise  some  other 
method  of  getting  it.  I  think  thiat  they  will  fight  to  the  last  ditch  to 
prevent  that  happening.  I  think  they  will  use  pressure  from  all 
sources  in  America  to  prevent  it  from  happening,  but  I  do  not  see. 
because  it  would  eliminate  those  people,  why  the  balance  of  the 
exchange  should  not  go  on.  Certainly,  there  are  legitimate  transac* 
tions  operated  on  those  exchanges  of  very  great  value  to  the  farming 
industry,  to  the  milling  industry,  and  every  one  else,  and  I  want  to 
see  that  continued. 

Mr.  Hutchinson.  But  you  are  not  ready  to  offer  us  any  remedy 
to-day.  You  think  the  grain  trade  itself  ought  to  offer  the  remedy : 
is  that  it  ? 

Mr.  Thosne.  I  think  I  have  covered  that.  I  think  that  we  ought 
to  now  state  to  the  grain  industry  that  the  gambling  must  stop,  "  and 
you  have  two  years  to  do  it  in,  but  it  must  stop  on  and  after  a 
certain  date." 

Mr.  Wilson.  In  answer  to  Mr.  Hutchinson's  question,  you  just 
stated  that  the  gamblers  were  fighting  this  legislation  and  would  con- 
tinue to  do  so  as  long  as  they  could,  or  as  long  as  it  was  before  the 
committee. 

Mr.  Thorne.  I  did  not  say  that.    I  said  I  thought  they  would. 

Mr.  Wilson.  You  intimated  it,  which  is  the  same  thing. 

Mr.  Thorne.  I  guess  you  would  do  the  same  thing  if  you  got  the 
bulk  of  vour  livelihood  m  that  manner. 

Mr.  Wilson.  I  do  not  happen  to  do  that.  I  did  not  get  my  money 
in  that  way,  but  I  do  not  remember  that  there  has  been  any  gambler 
before  this  committee,  and  I  do  not  know  that  any  of  them  have 
been  represented  before  this  committee. 

I  know  we  have  had  the  board  of  trade  people  here,  but  as  I  under- 
stand it,  the  members  of  the  board  of  trade  themselves  do  very  little 
gambling  or  speculating  on  the  board.  Their  business  is  almost 
wholly  tnat  of  a  commission  business. 

Mr.  Thorne.  Mr.  Boyle,  who  may  be  put  forward  as  authoritative, 
said  that  52  per  cent  of  the  futures  are  dealt  in  by  members  for  them- 
selves on  which  no  commissions  are  paid;  that  there  is  28  per  cent 
dealt  in  by  m^ubers  for  other  members  on  which  half  commissions 
are  paid.  So  that  you  would  there  have  in  the  neighborhood  of  80 
per  cent  of  the  transactions  on  the  futures  markets  handled  by  mem- 
oers  for  themselves  or  for  other  members.  Now,  as  to  the  character 
of  the  transactions  on  the  futures  market,  we  have  shown  you  that  of 
99.72  per  cent  of  the  amount  bou^t  and  sold  there  is  not  any  grain 
available  for  delivery. 

Mr.  Wilson.  That  may  be  true,  but  is  not  a  good  deal  of  that  done 
through  hedging  and  inaaring  themselves,  as  Mr.  Hutchinson  has 
said? 

Mr.  Thorne.  All  right ;  let  us  assume  that  four  times  the  amount 
of  actual  grain  might  be  considered  as  legitimate  hedging,  if  vou 
want  to  so  interpret  it 

Mr.  Wilson.  Is  it  not  very  much  more  than  four  times  ? 

Mr.  Thorne.  All  right ;  let  us  make  it  six  times. 

Mr.  Wilson.  I  was  just  wondering  if  you  had  any  figures  alon^ 
that  line.    I  do  not  know  a  thing  about  it  myself. 
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Mr.  Thokke.  I  have  not,,  but  I  do  not  think  any  of  jou  will  say  it 
is  more  tlian  ei^t  or  ten  times  at  the  Tnaximiiin, 

Mr.  Wilson.  I  have  no  idea  about  it  at  all,  myself. 

Mr.  Thoexe.  That  would  still  leave  90  per  cent  of  those  trans- 
actions on  the  futures  market. 

Mr.  WixsoN.  I  know  that  Mr.  Grates.,  when  he  was  here  was  telling 
me,  and  I  think  he  stated  it  before  the  committee,  that  his  firm  had 
beeo  in  business  there  ever  since  the  early  forties,  a  very  long  time, 
find  in  a  way  it  is  one  of  the  oldest  firms  on  the  board  of  trade,  and 
t  hey  themselves  do  not  do  anv  of  this  gambling  at  all,  and  I  know  that 
is  the  way  with  most  of  the  ^'ms  of  which  I  have  any  knowledge. 

I  fail  to  see  why  so  much  of  the  gambling  which  you  speak  about 
Lere  is  done  by  the  board  of  trade  people.  I  think  the  public  gen- 
<»rally  go  on  the  boards  they  are  not  members  of  the  exchange,  they 
have  no  connection  with  the  board  of  trade  whatsoever,  3iey  go 
in  there  and  gamble — a  great  lot  of  this  gambling  is  done  without 
any  membership  whatever.  I  never  have  thought  that  the  board 
of  trade  itself  or  its  membership  were  the  gamblers  that  you  speak 
a  I  ►out  to  the  degree  of  the  public.    Is  that  true  or  not  ? 

Mr.  Thobne.  You  have  asked  rather  a  long  ooestion.  First,  in 
re<rard  to  Mr.  Gates,  I  have  the  highest  regard  tor  Mr.  Gates  as  a 
o^entleman.  He  has  treated  our  group  of  agricultural  associations 
with  a  great  deal  of  courtesy.  I  have  seen  no  indication  of  any  laci 
of  good  faith  at  any  time.  He  is  a  man  of  high  standing.  I  do  not 
know  of  his  transadtions,  of  course,  personally.  I  do  know,  however, 
that  he  has  quoted  Boyle  as  an  authority  and  I  know  that  Boyle  says 
that  in  the  neighborhood  of  80  per  cent  of  the  transactions  in  the 
future  market  are  made  by  members  for  themselves  or  for  other 
n^^nbers.  It  is  probable  that  20  per  cent  may  be  the  character 
of  the  transactions  in  which  Mr.  Gates  deals  entirely;  I  do  not  know 
anything  about  Mr.  Gates's  business.  I  will  tell  you  what  I  should 
like  to  have  you  do.  I  should  like  to  have  you  ask  Mr.  Gates  to 
allow  an  examination  of  his  books  so  as  to  find  out  about  how  many 
of  these  people  for  whom  he  has  acted  as  agent  have  lost  and  how 
many  have  won,  I  am  informed  from  a  jpretty  good  source  that 
I  can  not  quote  that  in  fully  75  per  cent  oi  the  transactions  by  the 
]>ublic  they  lose. 

Mr.  WnjBON.  Lose? 

Mr.  Thokxe.  Yes,  sir.  If  I  were  <Mie  of  that  bunch  of  men  han- 
aling  the  80  per  cent  or  52  per  cent  I  would  have  to  make  my  money 
somewhere^  Where  would  I  make  it?  Would  I  make  it  off  of  the 
]:>iibhc  as  agent  for  them  or  as  a  member  of  the  board  acting  throu^ 
some  other  members  of  the  board !  If  20  per  cent  of  the  transactions 
is  done  directly  by  outsiders  through  monbers  as  agents,  they  are 
carrying  a  pretty  heavy  load.  I  think  it  would  be  verv  instructive  to 
find  out  what  portion  of  the  public  ultimately  loses,  tiere  is  a  great 
big  speculative  institution  and  it  would  be  very  satisfying  to  know 
that  from  the  records  of  Mr.  Gates  or  any  other  particular  member 
of  that  exchange — ^an  investigation  of  his  books  could  be  made  by 
some  govermnental  agency  rather  than  by  an  outsider. 

Mr.  Wdlson.  The  Federal  Trade  Commiflsion  did  ^  over  Mr. 
Gates's  books,  as  the  fellow  says^  "from  kiver  to  kiver,"  and  I 
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imagine  that  you  can  get  that  very  information  from  the  Federal 
Trade  Commission  if  you  want  it? 

Mr.  Thorne.  I  know  that  I  can  not ;  perhaps  you  could. 

Mr.  Wilson.  I  think  with  your  connections  tnat  you  could  get  ii 
published  quicker  than  I  could? 

Mr.  Thornu.  The  Federal  Trade  Commission  has  declined  to  give 
the  infonnation  that  is  contained  in  their  reports  until  they  are  pub- 
lished. We  have  sought  access  to  them  in  advance  of  their  publica- 
tion and  the  Federal  Trade  Commission  has  stated  that  it  could  not 
be  done.  I  was  hoping  that  this  committee  would  get  access  to  the 
copy  if  it  had  come  from  theprinter.  There  are  several  volumes,  as  I 
understand,  unpublished.  Tnere  are  delays  that  might  be  avoideci 
in  the  printing  process,  but  the  Federal  Trade  Commission  has  said 
that  it  shall  not  be  public  property  for  anvbody  until  it  is  public 
property  for  everybody. 

Mr.  Wilson.  I  have  no  further  query  to  make^  except  it  did  not 
seem  to  me  that  your  statement  should  nave  accused  the  members  of 
the  board  of  trade  of  being  the  great  gamblers. 

Mr.  Thorne.  You  are  putting  words  in  my  mouth. 

Mr.  Wilson.  You  compared  them  with  Mfonte  Carlo  and  lotteries. 
I  do  not  think  it  is  fair  myself,  because  I  do  not  look  upon  them  as 
that  kind  of  people  at  all.  I  know  a  lot  of  them  in  Chicago,  they 
are  very  high-class  men.  I  know  that  they  make  their  business  bv  a 
commission,  dealing  for  farmers  and  other  grain  merchants  aU  oVer 
the  country,  and  I  know  that  they  do  very  little  gambling  themselves 
on  the  board  of  trade. 

Mr.  Thorne.  I  never  said  they  did.  I  have  quoted  you  figures 
which  they  say  are  authoritative. 

Mr.  Wilson.  I  do  not  remember  those  particular  figures.  Thev 
did  refer  to  the  book  as  containing  information  which  might  be 
valuable  to  us ;  but  that  is  all  I  care  about. 

Mr.  Thorne.  Gentlemen  of  the  committee,  I  want  it  distinctly 
understood  that  I  have  not  claimed  that  gamblers  come  here  befoi^ 
this  committee  or  have  attempted  to  influence  the  committee.  I  hare 
not  indulged  in  any  such  statements.  1  have  suggested  that  if  there 
was  a  possibility  of  eliminating  gambling,  the  people  who  get  the 
bulk  of  their  livelihood  out  of  these  transactions  would  fight  it.  That 
is  a  very  natural  surmise,  a  very  legitimate  surmise. 

Mr.  Chairman,  I  have  a  table  that  shows  the  variation  in  grades 
with  the  discounts  and  penalties  for  the  substitution  of  different 
grades  at  the  different  markets,  which  I  thought  it  might  be  desirable 
for  you  to  have.  It  has  been  compiled  simply  from  the  rules  of  the 
exchange. 

The  Chairman.  Without  objection,  the  table  will  be  included  in 
the  record. 

(The  table  submitted  by  Mr.  Thome  follows:) 
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Grades  of  grain  at  specified  exchanges  which  may  he  tendered  at  contract  price 
on  contracts  for  future  delivery  at  a  premium  over  or  at  a  discount  under 
contract  price. 


Chicago.^ 
contract  price.» 

lCinneapdUs,> 
contract  price.* 

Kansas  aty,* 
contract  price. 

St.  IiOUls,4 

contract  price. 

Grades. 

At— 

Pre- 

mi- 

um 

over. 

Dis- 
count 
un- 
der. 

At— 

Pre- 
mi- 
um 
over. 

Dis- 
count 
un- 
der. 

At— 

Pre- 

mi- 
um 
over. 

Dis- 

count 
un- 
der. 

At- 

Pre. 
mi- 

over. 

Dis- 
count 
un- 
der. 

(A)  WKKKT. 

Dark  hard  winter 

No.l 

X 
X 

Cents. 

Cent*. 

X 
X 

Omft. 

Centa. 

X 
X 

Cents. 

Centt, 

X 
X 

Cents. 

Cents. 

No.  2. 

No.  3 

5 

TS 

5 

5 

Hard  winter 

No.l 

X 
X 

•X 

X 

X 
X 

X 
X 

No.  2 

No.  3 

5 

'6 

5 

5 

Yellow  hard  winter 
No.l 

X 
X 

X 

X 
X 

X 
X 

No.  2 :.. 

'6 

No.  3 

5 

5 

5 

Red  winter: 

No.l 

X 
X 

(•) 

X 
X 

No.  2 

* 

No,  3 

6 

5 

Dark  northern  spring: 
No.  1 

X 
X 

X 
X 

No.  2 :.::; 

1 

• 

No.  3 

8 

•5 

Northern  spring: 
No.l......:...  . 

X 
X 

X 
X 

No.  2 ;.... 

No.  3 

8 

»5 

Red  spring: 

No.l.. 

X 
X 

X 

No.2 

...... 

1 

No.3 

8 

5 
5 

•5 

Hard  white: 

No.l 



No.2 

1 

(B)  CORN. 

White: 

No.l 

I 

1 

X 

X 

X 
X 

No.2 

No.3 

...... 

»4i 

X 

2* 

02 

No.  4 

"4i 

Yellow: 

No.l 

\ 

••■••• 

! 

X 
X 

X 
X 

No.2 

No.3 

2 
«4J 

"x" 

2* 

U2 

No.  4 

1*4^ 

Mixed: 

No.1 

X 
X 

X 

X 
X 

X 

X 

No.2 

X 

No.3 

^ 

M5 

2* 

"2 

No.  4 "::: 

(C)  OATS.                    , 

White:                                : 
No.l 

h 

i 

11 

X 
X 

No.2 

X 

X 

No.3 

1* 

1^ 

XM 

a 

1  Authority:  Pp.  51-52.  Rules,  By-Laws,  and  Regulations  of  Board  of  Trade  of  Chicago  as  of  Dec.  1, 1920. 
<  Authority:  Pp.  43-44,  Rules  and  By-lAws  of  the  Chamber  of  Commerce  of  Minneapolis,  revised  to  Feb. 
1,1920.  ^  f  J  -^ 

>  Authority:  P.  09,  Constitution,  Rules,  and  Regulations  of  the  Board  of  Trade,  Kansas  City,  Mo.,  revised 
to  Aug.  1, 1920.        »  '  '         '^ 

*  Authority:  P.  38,  Rules,  By-Laws,  Regulations  of  Merchants  Exchange  of  St.  Louis,  as  of  Dec.  23, 1919. 

*  Rules  applying  on  and  after  July  1,  July  31,  and  Aug.  1. 1017. 

«  On  all  sales  for  future  delivery  the  contract  grade  shall  be  No.  2  red  spring  wheat  on  the  spring  wheat 
future,  and  No.  2  hard  winter  wheat  on  the  winter  wheat  future. 
'  Discount  below  the  price  of  No.  2  hard  winter  wheat. 

>  It  is  not  permissible  to  deliver  hard  winter  wheat  on  contracts  made  for  red  winter  wheat,  or  vice  versa. 

*  Discount  below  the  price  of  No.  2  red  spring  wheat. 

1*  Unless  otherwise  spedfled  all  aSen  to<ouy  or  sell  wheat  for  future  delivery  shall  be  understood  to  refer 
to  the  spring  wheat  future. 

u  No.  3,  white,  yellow,  or  mixed  com  can  not  be  delivered  during  the  monthly  of  March,  April,  and  May, 
except  at  4  cents  per  bushel  discount  under  contract  prices.  ^d 

u  No.  4  corn  can  be  delivered  only  during  November,  December,  January,  and  February.  M 

u  Same  as  original  note  "  with  a  mrther  provision  that  No.  4  com  whose  moisture  content  does  not  ex- 
ceed the  mftTimuTn  required  for  No.  3  com  may  be  delivwed  on  contract  during  the  balance  of  the  year, 
but  in  no  case  shall  more  than  25  per  cent  of  No.  4  corn  be  applied  on  contract  during  any  time  of  the  year. 

14  No.  3  oats  must  test  26  pounds  or  better  per  bushel. 
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The  Chairman.  I  infer  from  what  you  have  said  that  the  Federal 
Trade  Commission  has  useful  information  which  might  be  available 
to  the  committee? 

Mr.  Thorne.  Yes,  sir;  in  the  shape  of  collected  data  to  be  em- 
bodied in  subsequent  publications,  not  yet  published,  that  I  wish  to 
be  made  available  as  quickly  as  possible. 

The  Chairman.  Is  there  anyone  present  having  authority  to  speak 
for  the  Federal  Trade  Commission  as  to  whether  such  information 
is  available? 

Mr.  Watkins.  I  am  employed  by  the  Federal  Trade  Commission. 
I  can  say  that  they  have  statistics  of  that  nature. 

The  Chairman.  Would  that  information  be  available  to  the  com- 
mittee ? 

Mr.  Watkins.  I  am  informed  it  is  not  available  as  vet.  A  great 
deal  of  work  has  been  done,  but  it  takes  a  CTeat  deal  or  time. 

The  Chairman.  Can  you  approximate  the  time  when  they  will  be 
available  to  the  committee? 

Mr.  Watkins.  No  ;  I  can  not. 

The  Chairman.  Mr.  Thorne,  I  understood  you  to  say  that  the 
gambling  should  be  prohibited  after  two  years  ? 

Mr.  Thorne.  I  said  that  the  gambling  should  be  permitted  for  two 
years,  but  I  said  that  I  thought  some  other  method  of  taking  care 
of  the  hedging  might  be  devised,  and  after  that  the  gambling  Siould 
be  eliminated,  after  two  years. 

The  Chairman.  That  is,  to  prohibit  it  after  two  years. 

Mr.  Thorne.  I  have  said  that  the  tax  should  be  immediately  pro- 
vided by  legislation  to  be  eflfective  two  years  hence. 

The  Chairman.  The  tax  would  practically  prohibit  it? 

Mr.  Thorne.  I  think  so. 

The  Chairman.  Would  j-^ou  limit  the  number  of  ^ades  deliverable 
on  a  contract  to  a  certain  class?  In  Minneapolis  there  are  nine 
grades  for  one  class,  in  St.  Louis  twelve  grades,  in  Kansas  City  nine 
grades  and  in  Chicago  twenty-four  grades;  would  you  be  in  favor 
of  limiting  the  number  of  grades  deliverable  under  the  contract? 

Mr.  Thorne.  Mr.  Chairman,  the  number  of  variations  as  you  have 
stated  them  are  not  quite  those  figures,  but  substantially  what  you 
have  stated.  In  Minneapolis  if  you  contract  for  spring  wheat  you 
have  to  deliver  that  to  them,  the  contract  specifically  refers  to  spring 
wheat  at  Minneapolis.  In  Chicago  there  is  not  that  distinction. 
You  buy  or  sell  contract  wheat  and  any  grade  can  be  substituted 
with  certain  discounts  and  premiums  tor  different  grades  substi- 
tuted. 

The  Chairman.  Does  that  table  indicate  the  number  that  you  have 
at  Chicago  ? 

Mr.  Thorne.  Yes,  sir. 

Mr.  Chairman.  Twenty- four? 

Mr.  Thorne.  Twenty-three. 

The  Chairman.  Either  twenty- four  or  twenty-three.  Some  have 
said  twenty-three  and  others  twenty- four. 

Mr.  Thorne.  The  table  also  shows  that  in  one  market  the  dis- 
count or  the  premium  is  larger  than  in  another  market  on  the  same 
substitution. 

The  Chairman.  As  to  the  number  of  grades,  is  there  a  fixed  or 
commercial  difference? 
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Mr.  Thorne.  I  think  that  is  a  subject  that  should  very  properly 
be  lodged  in  a  disinterested  tribunal  or  party  to  investigate  with 
authority  to  act.  I  think  I  would  not  be  prepared  to  say  that  there 
should  be  a  restriction  on  the  number  of  grades.  It  may  be  that  a 
person  after  investigation  would  decide  that  there  should  be  a 
restriction. 

I  understand  that  in  Minneapolis  the^  are  mainly  interested  at 
the  mills  there  in  spring  wheat.    If  you  hmited  the  contracts  in  Chi- 
cago to  the  delivery  of  spring  wheat  it  might  restrict  the  trading 
in  the  winter  wheat,  and  the  bulk  of  the  tonnage  is  in  the  winter 
wheat.    I  think  it  would  be  very  dangerous  to  recommend  a  restric- 
tion at  this  time,  one  way  or  the  other^  but  I  do  say  that  it  is  a  ques- 
tion which  can  be  properly  left  to  a  disinterested  party  to  decide.    I 
have  a  concrete  illustraton  of  it.    I  am  informed— I  have  not  inves- 
tigated the  original  resources  to  state  this  positively,  but  I  am  in- 
formed that  because  of  the  excessive  discounts  on  certain  substitutes 
on  the  Minneapolis  market  they  formerly  penalized  the  producers 
of  the  grain,  because  of  the  inferior  quality  thej  were  not  getting  a 
decent  price.    There  was  a  vast  quantity  of  grain  properly  deliver- 
able up  there  which  thev  could  not  sell  b^ause  of  the  excessive 
character  of  the  discount,  but  that  after  a  period  of  negotiations  that 
was  reduced  by  the  parties  voluntarily.   That  demo^rated  to  me 
the  fact  that  hardships  can  be  worked  because  of  excessive  discounts 
for  a  substitution.    We  find  that  they  diffw  60  per  cent.   At  Chicago, 
when  they  substitute  No.  3,  Dark  Northern  Spring,  for  contract 
wheat,  it  is  8  cents,  and  at  Minneapolis  it  is  6  cents.     The  Chi- 
cago discount  there  is  3  cents  and  3  cents  is  about  60  per  cent  of 
5  cents.    There  is  quite  a  substantial  variation.    There  may  be  dock- 
age included  in  the  Minneapolis  discount  that  differs  from  that  at 
Chicago,  or  there  may  be  some  other  factor — ^I  do  not  know — ^but  if 
they  are  for  substantiaJtty  the  same  thing,  it  certainly  looks  bad  to 
have  one  8  cents  and  the  other  5  cents.    That  fact  alone  would  war- 
rant investigation  by  some  disinterested  party. 

The  Chairman.  That  would  be  overcome  if  fixed  by  disinterested 
parties  instead  of  interested  parties? 
Mr.  Thckks.  I  think  that  would  be  advisable. 
The  Chairman.  I  did  not  have  in  mind  restricting  operations  to 
certain  grade&  For  instance,  if  you  contracted  for  spring  wheat 
only  nine  grades  would  be  deliverable  under  that  contract,  and  if 
you  contracted  for  winter  wheat  only  the  different  grades  of  winter 
wheat  would  be  deliverable.  I  take  it  that  woula  necessitate  in- 
stalling a  new  system  in  Chicago. 

Mr.  Thorne.  In  Chicago  you  buy  or  sell  contract  wheat ;  you  do 
not  i^ecify.  If  you  specify  spring  or  winter  wheat  they  might  do 
it  on  a  new  system,  but  under  the  prevailing  custom  it  is  not  done. 
When  you  would  contract  for  winter  wheat  then  the  discounts  and 
premiums  would  apply.  There  might  be  a  danger,  Mr.  Chairman, 
in  installing  a*  new  system  of  dealing  there  whereby  you  would  have 
to  specify  whether  it  was  spring  or  winter  wheat.  If  you  did  what 
they  do  at  Minneapolis,  tne  contract  would  specificsdly  apply  to 
spring  wheat.  I  think  that  the  spring-  wheat  transactions  at  Min- 
neapolis would  not  be  advisable  for  Chics^.  That  part  of  the  rule 
would  be  very  objectionable  to  Chicago.  The  market  is  more  elastic 
without  restricting  it  in  that  manner.    As  to  whether  or  not  you 
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can  also  provide  in  the  rules  that  you  must  contract  for  spring 
wheat  or  for  winter,  and  deliver  one  or  the  other,  as  contracted,  it 
might  develop,  as  it  has  at  Minneapolis,  that  the  trade  should  then 
deal  in  spring  wheat,  and  that  shoidd  be  the  standard,  but  what 
would  happen  to  the  winter- wheat  market? 

The  Chairman.  I  had  in  mind  that  anv  exchange  might  deal  in 
the  grades,  but  only  certain  grades  would  be  deliverable  on  a  con- 
tract. If  you  contracted  for  spring  wheat,  only  spring  wheat  would 
be  deliverable.  What  I  have  in  mind  is  the  proted;ion  of  the  millers 
and  buyers. 

Mr.  Thorne.  If  you  add  a  benefit  to  the  miller  you  might  add  a 
hardship  to  the  seller. 

The  Chairman.  We  first  should  determine  the  quality.  I  take  it 
all  the  grades  should  be  in  accordance  with  the  omcial  standards  of 
the  United  States? 

Mr.  Thorne.  Yes,  sir. 

The  Chairman.  And  the  contracts  should  specify  or  qualify 

Mr.  Thorne  (interposing)..  The  rules  should  provide. 

The  Chairman.  The  rules  in  the  contracts. 

Mr.  Thorne.  Which  would  be  implied  in  any  contract  made. 

The  Chairman.  If  hedging,  as  I  understooa  you,  is  to  be  permit- 
ted, there  should  be  some  limit,  either  by  multiplying  the  number  of 
bushels  owned  by  a  certain  figure  or  a  certain  number  of  bushels 
that  mk^ht  be  dealt  in  as  a  speculation  ? 

Mr.  Thorne.  I  doubt  somewhat  the  efficacy  of  the  latter  method. 

The  Chairman.  Anyway,  there  should  be  a  limit? 

Mr.  Thorne.  Yes,  sir. 

The  Chairman.  We  thank  you  very  much;  we  are  very  grateful 
to  you,  Mr.  Thome. 

Mr.  Thorne.  I  thank  you. 

(Thereupon  the  committee  took  a  recess  imtil  2  o'clock  p.  m.) 

after  recess. 

The  committee  met  pursuant  to  recess  at  2  o'clock  p.  m. 
The  Chairman.  Judge  Bums,  we  will  hear  irom  you  now. 

STATEMENT  OF  KB.  JOHN  H.  BITBNB,  OF  WASHDrGTON,  B.  C. 

Mr.  Burns.  Mr.  Chairman  and  gentlemen  of  the  committee,  tiiere 
seems  to  be  the  impression  that  I  am  appearing  here  as  a  repres^ita- 
tive  of  the  Depaitment  of  Agriculture.  I  think  it  is  only  fair  to 
myself  and  to  the  department  to  remove  that  impression  by  stating 
that  I  am  not  here  by  assignment  I  am  presently  employed  by  tiie 
Department  of  Agriculture  in  the  Solicitor's  Office  thereof  as  a  law 
clerk.  I  have  held  that  position  for  five  or  six  years^  and  as  such 
participated  to  a  considerable  extent  in  the  actual  mvestigations 
made  pursuant  to  acts  of  Congress  conducted  for  the  purpose  of 
ascertaining  the  basic  facts,  generally  speaking,  connected  with  the 
grain  industry,  and  in  audi  capacity  and  enjoying  such  privileges,  I 
necessarily  gathered  a  great  deal  of  information  about  the  grain 
industry  as  a  whole,  and  the  future  trading  features  of  such  industry. 

I  do  not  know  precisely  to  what  influence  I  am  indebted  for  tfie 
honor  of  appearing  before  this  committee.    If  the  invitation  came 
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as  a  result  of  aoiy  personal  missionary  work  that  I  may  have  done, 
personally  or  through  proxy,  with  any  member  or  members  of  your 
honorable  committee,  1  can  only  say  that  I  am  thankful ;  but  I  did 
not  want  to  lead  such  member  or  members  into  thinking  that  I  was 
assuming  to  be  an  expert  on  future  trading  and  the  multitudinous 
ramifications  of  the  practical  operation  of  &e  grain  exchanges. 

The  Chairman.  In  order  that  the  matter  may  be  cleared  up^  let 
me  say  that  it  was  suggested  that  you  be  called,  and  the  committee 
resolved  to  invite  you  to  appear  before  it. 

Mr.  Burns.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Request  was  made  of  the  Secrrtary  of  Agriculture 
that  you  appear  before  the  committee  and  any  other  representatives 
he  mirfit  care  to  have  heard. 

Mr.  jBurns.  Now,  Mr.  Chairman,  for  many  months,  as  best  I  could 
with  mv  feeble  resources,  I  have  been  trying  to  put  some  fire  upon 
the  back  of  the  Department  of  Agriculture  and  the  Federal  Trade 
Commission  with  the  hope  of  getting  them,  severally  or  jointly,  to 
publish  the  very  comprehensive  and  very  valuable  information  which 
the  two  departments  succeeded  in  gathering  some  two  or  three  years 
ago  about  the  manner  in  which  the  great  grain  crops  of  the  country 
are  marketed,  manufactured,  distributed,  and  disposed  of. 

Had  I  succeeded  in  getting  a  prompt  publication  of  those  facts  I 
think  much  of  the  burden  which  now  confronts  this  committee  as  a 
collective  body,  and  individually,  would  have  been  removed. 

I  want  to  say  that  I  took  my  complaint  directly  to  the  Secretary 
of  Agriculture,  I  mean  Mr.  Meredith,  and  that,  so  far  as  I  faiow,  so 
far  as  his  influence  went,  he  has  been  exerting  that  influence  to  get 
this  data  published. 

.  The  Department  of  Agriculture,  through  its  various  subordinates, 
probably  a  ^ear  and  a  half  ago.  wrote  up  from  the  data  on  hand,  its 
report  on  private  wirehouses,  wiiich  necessarily  involved  a  discussion 
of  many  phases  of  future  trading.  That  rejport,  I  am  informed,  was 
communicated  to  the  Federal  Trade  Commission.  When  the  admin- 
istrative branch  of  the  department,  in  whose  deliberations  I  partici- 
pated, finished  their  work,  as  a  matter  of  routine  that  report  was 
referred  to  the  Solicitor's  Office  for  such  action,  legalljr  speaking,  as 
the  Solicitor  should  see  fit  to  take.  As  his  representative  I  handled 
that  report,  and  I  think  it  will  illumine  the  situation  if  I  read  to  this 
committee  my  report  to  the  Solicitor  on  that  report : 

The  chapter  on  Speculative  Commission  Houses — ^these  are  my  views  as  an 
officer  of  the  Solicitor's  Office  officially  communicated  to  the  Solicitor — 

The  chapter  on  Speculative  Commission  Houses  should  be  materially  stiffened. 
That  these  large  commission  houses  speculate  on  their  own  account  and  neces- 
sarily throw  their  influence  against  the  interests  of  some  of  their  customers 
can  not,  in  my  opinion,  be  censured  too  severely,  and  the  report  should  specifi- 
cally recommend  changes  which  will  put  an  end  to  such  vicious  practices. 

The  chapter  on  hedging  tends  to  create  the  impression  in  the  uninformed 
mind  that  hedging  is  a  very  simple  matter.  This  is  clearly  erroneous,  as  the 
practical  application  of  the  seemingly  simple  principle  of  hedging  Is  very 
difficult.  The  whole  discus^on  of  hedging  should  be  angled  so  as  to  bring  out 
this  weakness.  The  drift  of  the  article,  by  Inference  at  least,  would  lead  the 
uninitiated  into  the  belief  that  all  grain  dealers  hedge  and  needs  must  hedge 
in  order  to  engage  In  such  business  successfully.  The  evidence  gathered,  on 
the  contrary,  shows  that  hedging  is  practiced  by  the  minority  rather  than  the 
majority  of  those  engaged  In  the  grain  business  and  that  the  country  grain 
buyers  who  do  not  hedge  operate  side  by  side  with  tbose  who  do  hedge  and  pay 
the  same  price  for  grain. 
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It  Is  significant,  and  the  report  should  somewhere  state,  that  country  grain 
dealers,  priDdpally  cooperative  farmer  elevators,  specifically  forbid  th^r  man- 
agers to  hedga  The  psychology  behind  this  prohibition,  as  revealed  by  the 
record,  is  that  hedging  on  the  part  of  country  elevators  tends  to  lead  to  apeca- 
lation  or  gambling  and  is  therefore  considered  a  dangerous  practice,  and,  in 
addition,  it  is  found  that  it  requires  a  great  deal  of  skill  on  the  part  of  the 
managers  of  country  elevators  to  properly  manipulate  the  hedging  f aclUtieB. 

The  record  tends  to  show  tiiat  hedging  by  country  dealers  is  more  general  in 
the  Minneapolis  territory  than  in  the  Chicago  territory,  and  that  very  little 
hedging  is  done  by  the  country  dealers  in  the  Kansas  City  territory.  Notwith- 
standing this  fact,  the  record  tends  to  show  that  the  farmer  gets  a  higlier  per- 
centage of  current,  terminal  prices  for  his  grain  in  Chicago  and  Kansas  City 
territory  than  he  does  in  the  Minneapolis  territory,  where  the  larger  percentage 
of  hedging  is  done. 

In  picturing  an  ideal  condition  of  the  market  for  successful  hedging,  tbe  re- 
port leaves  out  one  of  the  most  important  conditions,  to  wit,  that  after  grain  is 
hedged,  in  order  to  avoid  loss  the  cash  price  and  the  option  price  must  move  on 
a  parity ;  in  other  words,  if  the  cash  price  changes  2  cents  per  bushel  the  option 
must  sllow  a  coBresponding  change.  It  frequently  happens  that  they  do  not 
move  along  uniform  lines,  and  this,  in  my  opinion,  is  one  of  the  reasons  why 
hedging  is  not  more  generally  practiced. 

Again,  I  think  that  the  record  under  proper  analysis  will  show  that  the 
esxMenc^  of  ideal  hedging  conditionfit  is  the  exceptkm  rather  than  the  rule, 
and  that  during  much  of  the  time  the  market  does  not  furnish  grain  merdiants 
or  manufacturers  with  any  carrying  charge;  in  other  words,  the  cash  wheat 
may  be  worth  in  September  $1  a  bushel,  when  the  December  or  May  option 
is  seUlng  at  a  mucb  lower  figure.  Under  such  conditions,  it  would  be  impos- 
sible for  one  baying  wtieat  in  September  for  the  purpose  of  storing  it  or  holding 
it  until  December  or  May,  to  provide  for  a  carrsring.  charge  or  the  expense  of 
holding  through  the  future  trading  machinery.  These  actual  statements  illus- 
trate that  the  article  on  hedging  is  entirely  too  favorable!  to  the  system  and 
as  written  utterly  f^ils  to  show  up,  as  the  record  does,  the  imperfections  of 
the  system  as  am  insurance  fbcUity  for  grain  merchants. 

The  drift  of  all  the  testimony  shows  that  it  is  the  thought  of  those  in  tlie 
grain  business  that  tlie  insurance  fadlity  growing  out  of  the  conduct  of  future 
trading  Is  more  and  more  efficient  as  the  volume  of  business  done  in  options ' 
iBcreases,  and  that  the  volume  of  busfhess  furnished  by  those  legitimately 
engaged  In  the  grain  bmineas  can  not  suflioe  to  famish  anything  like  adequate 
facilities  ft  practical  hedging.  This  supports  the  conclusion  that  the  volume 
of  the  insurance  ftu:ilities  growing  out  of  the  operation  of  the  future  tradini; 
machinery  is  determined  by  the  amount  of  trades  made  by  those  outside  of 
the  grain  business ;  in  other  words,  the  speculator  or  gambler. 

It  therefore  appears  tliat  the  whole  system  of  future  trading  rests  upon 
widespread  public  gambling,  aad  that  the  proponents  of  future  trading  in  grain 
trade  are  asking  for  privileges  of  questionable  value,  at  least,  which  Involve 
widespread  public  gambling.  Members  of  tbe  trade  invariably  decline  to  discuss 
this  big,  economic  and  moral  phase  of  the  situation. 

I  feel  that  this  fiftct  being  eleavly  established  by  the  record  should  be  fea- 
tured in  any  report  on  future  trading  and  should  be  discussed  from  both  its 
economic  and  moral  side. 

The  report  as  written,  in  my  opinion,  ignores  the  biggest  question  involved, 
and  falls  to  present  to  the  public  and  to  the  Congress  the  picture  which  we  found. 
Therefore  I  am  contending  that  the  picture  drawn  by  the  department  should  at 
least  be  cornxwehwisive  and  representative  of  the  conditions  as  we  found  them 
and  not  as  we  would  have  them  be. 

I  have  not  had  a  chance  to  read  these  statements  which  have  been 
made  before  this  committee — ^that  is,  all  of  them — nor  have  I  had  the 
pleasure  of  attending  the  hearings  to  hear  the  different  parties  make 
them.  But  as  much  as  I  have  nad  an  opportunity  to  read  and  all 
that  I  have  heard  seem  to  corroborate  in  every  particular  the  state- 
ments set  forth  in  my  report  to  the  solicitor. 

I  can  readily  understand  how  to  the  uninitiated  this  whole  svstem 
of  future  trading  is  perplexing  and  bewildering.  I  can  not  forget 
my  own  experience  as  an  investigator  when  I  entered  into  the  mystic 
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maze.  I  think  I  was  on  the  job  seyeral  weeks  before  I  found  out 
that  they  bought  and  sold  wheat  by  the  pound  rather  than  by  the 
bushel. 

Now,  gentlemen  of  the  committee,  I  think  this  committee  will  set 
a  great  <feal  of  li^ht  on  the  question  of  hedging  if  it  will  set  the  rules 
ox  the  New  York  Stock*  Exchange.  I  am  informed  and  believe — I 
never  investigated  the  New  York  Stock  Exchange,  but  I  am  in- 
formed and  believe  that  the  rules  of  that  body  to-day  prohibit  any 
Serson  through  their  machinery  from  selling  stock  which  he  or  they 
o  not  presently  deliver.  Mr.  Thome,  if  I  understood  him,  took  the 
position  that  much  if  not  most  of  the  gambling  connected  with  the 
administration  of  the  future  pits  on  the  Chicago  Board  of  Trade  was 
due  to  the  habit  of  selling  wheat  when  the  person  selling  did  not 
actually  or  potentially  possess  the  wheat  and  had  no  expectation 
whatever  of  either  actually  or  potentially  possessing  the  wheat. 

If  the  New  York  Stock  Exchange  can  buy  and  sell  stock  options — 
probably  I  ou^ht  not  to  call  them  options^-but  if  it  can  sell  stock, 
and  furnish  a  iiedgin^  facility  for  fuiancial  transactions,  strikingly 
similar  to  some  ox  the  hedging  facilities  furnished  by  the  grain 
options,  and  at  the  same  time  can  prevent  any  person  from  sdlin^ 
my  stock  or  your  stock  or  your  company's  stock  or  my  company^ 
stock  without  delivery  thereof,  it  is  worth  while  for  those  who  con- 
duct and  operate  the  grain  exchanges  to  seriously  and  carefully  in- 
vestigate that  situation. 

Whatever  we  may  think  about  the  morals  involved  in  acting  as  a 
go-between  in  the  case  of  two  employers,  the  great  fact  remains,  if 
our  record  is  reliable,  that  the  broker  members  of  the  Chicago  Board 
of  Trade  and  kindred  institutions  in  the  United  States  do  habitually 
act  as  go-betweens  or  agencies  for  bringing  together  two  citizens  who 
desire  to  speculate  or  gamble  in  grain,  to  wit.  the  fellow  who  wants 
to  bet  or  wager  that  wneat  is  going  down  and  the  fellow  who  wants 
to  bet  that  wheat  is  going  up.  In  other  words,  to  make  a  contract 
between  tiiese  two  bettors. 

I  think  all  the  data  shows  that  in  many  instances  members  of  the 
exchange  make  much  money  or  get  mud^  more  revalue  out  of  the 
execution  of  these  gambling  contracts  for  their  clients  than  they  do 
out  of  the  execution  of  cash  grain  sales.  These  biff  brokers  hold 
themselves  out  to  the  world,  by  advertisranent  and  oUierwise,  as  be- 
ing ready  and  willing  to  take  any  offer  to  buy  or  sell  for  any  per- 
son, with  a  few  exceptions,  to  buy  or  sell  grain  and  charge  or  collect 
a  commission  for  the  service.  Necessarily  such  member  broker  of  the 
exchange  by  his  action  indicates  to  you  or  to  me,  or  to  the  great 
publio— I  snould  say  the  numerous  public— 4hat  his  only  inter^  is 
to  protect  his  patrons'  interest,  because  he  invites  the  bull  and  the 
bear  to  do  business  with  him. 

If  I  think  wheat  is  going  up  I  can  go  to  one  of  them  and  say: 
I  want  to  buy  5,000  bushels  of  wheat.  And  he  will  execute  that 
order  if  other  arrangements  are  satisfactory.  The  next  second  or 
minute  you  can  go  to  that  member  broker  and  say:  I  want  to  sell 
5,000  bushels  of  wheat.  And  he  will  take  that  commission.  In 
other  words,  he  will  take  both  transactions,  representing  as  they  do 
diano^etrically  opposite  interests  from  a  speculative  standpoint.  They 
represent  themselves  as  being  there  for  the  purpose  ox  taking  care 
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of  those  transactions,  that  that  is  their  primary  and  paramount 
interest. 

If  it  be  true  that  such  broker,  while  these  conflicting  contracts  of 
their  bull  and  bear  customers  are  pending,  and  without  disclosing 
that  fact  to  such  customers,  deliberately  enters  the  market  as  a  buyer 
or  seller  of  grain,  it  necessarily  throws' the  influence  of  that  sale  or 
purchase  against  either  the  bull  or  the  bear  customer,  and  to  tha% 
extent  is  unfair  to  the' customer  injured  or  it  tends  to  injure,  or  i5 
a  breach  of  trust  at  least. 

Mr.  VoiGT.  Do  you  mind  if  I  interrupt  you  for  a  question? 

Mr.  Burns.  Yes,  sir ;  or,  I  mean  that  1  do  not  mind. 

Mr.  VoiGT.  I  am  in  favor  of  wiping  out  this  gambling  on  boards  of 
trade  if  it  can  be  done,  but  you  made  the  statement  that  the  conduct 
of  a  commission  man  was  unfair,  and  a  breach  of  trust  to  the  cus- 
tomer, because  he  represented  both  sides  of  the  transaction. 

Mir.  Burns.  And  does  something  else,  sir,  and  speculates  on  his 
own  account  at  the  same  time. 

Mr.  VoiGT.  Well,  now,  assuming  that  they  do  all  that,  the  customer 
knows  that  these  commission  men  are  speculating,  doesn't  he?  He 
knows  that  they  are  executing  orders  on  commission;  that  he  is 
gambling  on  the  market  when  it  is  going  up,  and  that  he  is  gambling 
by  executing  orders  on  the  market  when  going  down,  and  the  cus- 
tomer having  possession  of  that  knowledge  how  can  the  action  con- 
stitute a  breach  of  trust  ? 

Mr.  Burns.  But  does  he  know  that  the  broker  himself  is  also  mak- 
ing trades  himself  on  his  own  account? 

Mr.  VoiGT.  I  think  the  average  man  who  speculates  through  a 
broker  knows  that. 

Mr.  Burns.  Well,  he  should  know  it  at  least.  My  point  is  that 
he  should  know  it. 

Mr.  VoiGT.  Suppose  he  does  not  know  it,  and  he  goes  in  to  gamble, 
then  he  takes  all  the  risk  that  a  gambler  ought  to  take.  So  I  can 
not  conceive  any  breach  of  trust  toward  the  man  who  wants  to  go  in 
and  gamble  on  the  grain  market.  In  the  judgment  of  many  that 
man  is  committing  a  breach  of  trust  himself^  or  a  breach  oi  good 
faith  I  might  say,  m  endeavoring  to  affect  the  market  one  way  or  the 
other  without  being  interested  in  actual  ownership  of  grain. 

Mr.  Burns.  Oentleman,  if  I  go  into  a  card  gambling  house  and 
gamble,  and  there  are  any  house  players  there  I  think  in  the  world 
of  sport  you  will  find  the  universal  sentiment  to  be  that  I  should  be 
so  informed.  In  other  words,  that  the  house  is  not  throwing  its  in- 
fluence against  me  in  case  there  are  no  house  players  there.  Now,  of 
course,  we  may  differ  about  that.  You  are  entitled  to  your  opinion 
and  I  am  entitled  to  mine,  but  I  can  not  get  away  from  the  convic- 
tion that  the  broker  and  the  operator  should  be  segregated,  and  that 
is  about  the  only  specific  recommendation  that  I  have  to  make  to  this 
committee.  This  committee  seems  to  be  eager  for  specific  recom- 
mendations as  to  how  to  eliminate  some  of  these  evils. 

Now,  the  record  might  go  further  and  show  that  these  big  brokers 
who  execute  the  lambs'  contracts,  if  I  may  use  that  expression,  and 
I  guess  we  all  understand  what  the  lamb  in  this  case  is;  it  is  so  easv, 
and  there  is  a  strong  intimation  in  the  data  gathered  that  they  do  do 
it,  it  is  so  easy,  and  the  temptation  is  so  great — and  I  want  to  drive 
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that  home,  that  from  the  human  standpoint  the  temptation  is  so 
OTeat  for  these  brokers  to  combine  and  throw  their  collective  in- 
fluence against  the  stronger  or  the  weaker  side  of  their  public  patrons, 
either  the  bear  or  the  bull  side.  If  I  correctly  rememDer  the  report, 
that  should  have  been  long  since  published — and  that  is  the  grava- 
men of  my  complaint,  gentlemen  of  the  committee ;  the  report  that 
was  turned  loose  by  the  Department  of  Agriculture,  I  think,  corrob- 
orates the  statement  that  these  brokerage  houses,  members  of  the 
Chicago  Board  of  Trade  and  other  exchanges,  not  onlv  speculated 
or  traded  on  their  own  account,  but  that  they  showed  eacn  other  their 
books.  I  am  merely  proclaiming  the  record  and  the  facts ;  I  did  not 
make  them. 

Mr.  Hutchinson.  May  I  ask  you  a  question  right  there  ? 

Mr.  BuKNS.  Yes. 

Mr.  Hutchinson.  I  understand  that  you  have  urged  and  that  the 
present  Secretary  of  Agriculture,  Mr.  Meredith,  has  recommended 
the  printing  of  that  report.    Who  is  holding  the  printing  of  it  up? 

Mr.  Burns.  Well,  I  went  over  to  ask  Secretary  Meredith  who  had 
been  holding  that  up  for  a  couple  of  years  and  he  in  turn  asked  me 
who  had  been  doing  it. 

Mr.  Hutchinson.  Well,  then,  you  probably  ought  to  have  a  new 
secretarv.    Is  he  the  boss  there? 

Mr.  Burns.  You  will  remember  that  he  only  came  in  recently. 

Mr.  Hutchinson.  Has  he  the  power  of  the  Department  of  Agri- 
culture to  force  anything  like  that  out  if  he  wants  it  done? 

Mr.  Burns.  I  think  at  the  time  I  was  complaining  possibly  the 
Department  of  Agriculture  had  passed  the  buck  to  the  Federal  Trade 
Commission. 

Mr.  Hutchinson.  What  is  vour  position  there  ? 

Mr.  Burns.  I  am  a  law  clerk  in  the  solicitor's  office. 

Mr.  Hutchinson.  You  have  nothing  to  say  as  to  what  shall  be  pub- 
lished and  what  shall  not  be  published? 

Mr.  Burns.  I  do  not  know  how  to  answer  that  question.  I  know 
that  there  is  a  widespread  idea  that  a  subordinate  (jrovernment  clerk 
is  a  rubber  stamp,  and  if  you  mean  by  that  question  to  say  that  I  am  a 
rubber  stamp  I  will  accept  that  definition. 

Mr.  Hutchinson.  You  do  not  know  of  your  own  knowledge  who 
is  holding  up  this  matter  that  you  say  is  so  valuable  to  the  public 
and  to  this  committee? 

Mr.  Burns.  Let  me  state  the  facts  and  do  not  put  me  to  the  em- 
barrassment of  drawing  conclusions. 

Mr.  Hutchinson.  I  think  this  committee  ought  to  know  about  that. 

Mr.  Burns.  I  want  to  be  as  polite  and  courteous  as  I  can,  but  do  not 
want  to  be  driven  to  the  point  of  drawing  conclusions  that  might 
not  be  fair.  With  your  permission  I  will  now  read  a  letter  that  I 
wrote  at  the  suggestion  or  invitation  of  Mr.  Lyman,  of  the  National 
Board  of  Farm  Organizations,  or  rather  that  was  written  and  signed 
by  him.  I  very  candidly  told  the  Secretary  and  the  solicitor  that  I 
was  going  out  to  find  out  why  these  reports  had  not  been  printed, 
and  then  that  I  was  going  still  further,  if  Providence  furnished  me 
the  instrumentality,  to  find  out  why  these  reports  did  not  carry  cer- 
tain information,  tf  the  committee  will  indulge  me  I  will  read  the 
letter.     This  letter  was  written  at  my  suggestion  by  Mr.  Lyman, 
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secretary  of  the  National  Board  of  Farm  Organization,  after  I  had 
talked  to  the  Secretary,  after  I  had  talked  to  the  Federal  Trade 
Commission,  or  to  some  members  of  the  Federal  Trade  Commission^ 
in  which  conversations  I  told  them  that  I  was  going  to  do  my  utmost 
to  give  the  people  of  the  United  States  and  the  Congress  of  the 
United  States  the  benefit  of  information  that  they  had  paid  for  and 
by  law  had  authorized  their  servants  to  get.  And  I  am  engaged  in 
that  humble  but  very  disagreeable  task  at  this  moment : 

NoVEKBBa  15,  1920. 
Hon.  E.  F.  Ladd, 

Fargo,  N.  Dak. 

My  Deab  Senatob:  Accept  my  heartiest  congratulations.  As  United  States 
Senator  you  now  have  opportunity  in  a  still  larger  way  to  employ  your  great 
ability  in  service  to  agriculture,  and,  therefore,  to  the  entire  Nation — and  I  am 
confident  you  will  do  so. 

May  I  trespass  upon  your  patience,  as  I  feel  that  I  should  lay  before  yoo 
some  conditions  which  Judge  John  M.  Bums,  of  the  office  of  the  solicitor.  United 
States  Department  of  Agriculture,  disclosed  to  me  recently  that  did  exist, 
and  no  doubt  do  exist,  in  your  State  and  throaghout  the  Minneapolis  grain 
belt  and  which  have  depressed  unfairly,  and  doubtless  are  now  so  depressing, 
the  farm  price  of  wheat  and  barley  in  the  northwest  I  have  personally  in- 
vestigated, so  far  as  time  would  permit,  Judge  Bums*  startling  charges,  and 
I  am  fully  convinced  that  they  are  substantially  true  and  that  docamentary 
evidence  and  record  data  exist  which  will  fully  corroborate  his  contentions. 

In  substance,  Judge  Bums  says  that  the  United  States  Department  of  Agri- 
culture and  the  Federal  Trade  Commission,  severally  and  Jointly,  are  and 
have  been  in  possession  for  more  than  three  years  of  abundant  record  evidence 
and  data  which  show  conclusively  that  the  Grain  Bulletin,  a  price  card  issuing 
out  of  Minneapolis,  has  been,  and  no  doubt  is  now,  a  price-fixing  device  under 
which  the  big  buyers  of  grain  at  country  points  in  the  Minneapolis  territory  did 
agree,  and  probably  now  agree,  to  delegate  power  to  one  man — 

With  the  committee's  permission  I  will  withhold  the  name  of  that 
man. 

Mr.  Hutchinson.  Is  he  a  member  of  the  Departm^at  of  Agricnl* 
ture? 

Mr.  Burns.  No,  sir.  Oh,  well;  I  just  as  well  give  it;  it  is  Mr. 
Durant,  the  publisher  of  the  Grain  Bulletin. 

The  Chairman.  Who  is  he? 

Mr.  Burns.  He  is^  in  my  opinion,  the  master  ndnd  of  the  terminal 
grain  interests  of  Minneapolis  and  the  Northwest.  He  publishes  this 
price  card. 

The  Chairman.  You  may  continue  with  your  letter. 

Mr.  Burns.  Continuing,!  read: 

a  Mr.  Durant,  the  publisher  of  the  Grain  Bulletin,  to  fix  the  price  which  they 
shaU  pay  for  wheat,  barley,  and  flax  and  other  grains  at  the  country  buying 
stations  in  several  States.  That  this  Grain  Bulletin  or  price  card  has  been, 
and  now  doubtless  Is,  recognized  by  the  grain  farmers  of  these  States  as  an 
index  of  the  proper  prices,  as  compared  with  current  terminal  market  prices 
which  they  should  receive  for  their  grain ;  that  Mr.  Durant  has  operated  and 
manipulated  this  arbitrary  spread'^fixing  price  card  for  the  benefit  of  these 
large  buyers,  and  that,  in  so  far  as  feeble  but  recurring  competition  at  dif- 
ferent points  in  the  northwestern  territory  permit  it,  Mr.  Durant,  through  this 
prlce-flxing  device,  has  enabled  the  large  grain  buyers  at  country  points  to 
exact  excessive  and  sometimes  larcenous  profits  on  the  grain  which  tbey  hsr^ 
bought  from  the  farmers;  that  Mr.  Durant  has  persistently  employed  the  in> 
fluence  thus  acquired  over  the  country  grain  market  to  destroy  competition  ia 
the  purchase  of  grain  at  country  points  wherever  and  whenever  It  appeared. 

Judge  Bums  further  says  that  this  data  also  demonstrates  that  Mr.  Durant 
has  persistently,  willfully,  and  arbitrarily  depressed  the  ftirm  price  of  barley 
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in  order  to  furnish  the  exchange  system  with  a  practical  illustration  of  the 
benefits  which  the  hedging  privilege  furnished  by  the  exchange  confers  on  the 
merchandising  of  wheat,  com,  and  oats.    Wheat  can  be  hedged ;  barley  can  not. 

Mr.  Young.  Is  barley  not  handled  on  the  exchange  ? 
Mr.  BuBNS.  Wheat  can  be  hedged  and  barley  can  not.    I  am  speak- 
ing of  conditions  then;  I  do  not  know  what  changes  have  been  made. 

The  country  buyer  therefore  gives  the  farmer  prices  for  his  wheat  closer  to 
current  terminal  quotations  than  he  does  for  his  barley. 

That  is  the  standard  argument  out  there. 

In  further  corroboration  of  this  statement,  Judge  Burns  says  that  in  the  cor- 
respondence and  records  in  the  Grain  Bulletin  office,  which  were  taken  over 
during  the  investigation,  many  letters  were  found  from  country  grain  buyers  to 
Mr.  Durant  vigorously  and  vehementlj'  protesting  against  the  low  prices  (as 
compared  with  current  terminal  prices)  w^hich  the  price  card  allowed  them  to 
pay  farmers  for  their  barley.  Judge  Burns  aptly  speaks  of  this  condition  as 
the  exchange's  crucifixion  of  farm  prices  for  barley.  He  further  charges  that 
admissions  secured  by  these  departments  from  dominant  personalities  in  the 
grain  milling  business,  as  well  as  abundant  record  evidence,  demonstrate  that 
the  so-called  farm  price  of  the  "  Feed  D  **  wheat  crop  of  several  years  ago  was 
outrageously  depressed  by  the  great  milling  interests  of  the  Northwest,  and  that 
through  willful  and  persistent  misrepresentation  of  the  flour-making  qualities  of 
this  shriveled  wheat  berry  they  succeeded  in  filching  from  the  farmers  from  15 
to  40  per  cent  of  its  true  commercial  value. 

I  think  you  are  familiar  with  this  proposition — 

Mr.  Ladd  had  made  a  great  fight  out  there  and  that  is  why  he  was 
selected. 

♦  ♦  ♦  and,  if  I  remember  correctly,  the  data  referred  to  fully  vindicates  the 
contention  which  you  made  at  that  time  with  reference  to  the  real  value  of  this 
wheat.  Judge  Burns  Is  deeply  grieved  that  the  United  States  Department  of  Agri- 
culture and  the  Federal  Trade  Commission,  upon  the  discovery  of  this  evidence, 
failed  to  take  prompt  and  vigorous  steps  to  expose  and  eliminate  the  Grain 
Bulletin  and  also  to  communicate  promptly  these  other  vital  facts  to  the  farmers 
and  people  of  the  United  States.  These  specifications  constitute  only  a  small 
part  of  the  numerous  and  sweeping  derelictions  of  duty  with  which  Judge 
Bums  charges  the  Department  of  Agriculture,  and,  incidentally,  the  Trade 
Commission.  But  as  these  charges  are  particularly  applicable  to  your  section 
of  the  country,  and  as  it  is  quite  probable,  as  Judge  Burns  says,  that  the  Grain 
Bulletin  levies  its  heaviest  exactions  upon  a  falling  market,  I  shall  not  deal  with 
other  phases  of  the  terrific  indictment  which  Judge  Burns  has  felt  constrained  to 
prefer  against  the  intellig^ice  or  integrity  of  the  administration  of  the  Depart- 
ment of  Agriculture. 

In  justice  to  Judge  Burns,  I  want  to  say  that  before  he  came  to  my  organiza- 
tion or  invoked  any  outside  aid,  he  laid  his  charges  before  Secretary  Meredith, 
and  says  that  he  had  a  most  sympathetic  hearing.  Judge  Burns  says  thnt  he 
did  not  lay  his  complaint  before  Secretary  Houston  simply  because  he  felt  that 
he  would  not  get  a  smypathetic  hearing. 

I  have  made  a  request  to  get  access  to  some  of  the  records  designated  by 
Judge  Bums,  which  are  now  largely  In  possession  of  the  Federal  Trade  Com- 
mission. I  am  keenly  curious  to  get  an  opportunity  to  review  several  thousand 
questionnaires  relating  to  the  Grain  Bulletin  which  Judge  Burns  and  another 
"fighting  Irish"  lawyer  of  the  Federal  Trade  Commission.  Mr.  Flannery, 
succeeded  In  sending  out  to  the  country  grain  buyers.  As  Judge  Burns,  no 
doubt  trathfully  contends,  most  of  the  managers  of  country  elevators  belonging 
to  the  line  elevators  very  frankly  admit  In  their  replies  that  they  literally 
followed  the  prices  indicated  upon  the  card  in  the  purchase  of  grain  from  the 
farmers  because  the  '*boss"  gave  them  strict  Instructions  to  do  so.  Judge 
Bums  repeatedly  says  to  me  that  the  operation  and  manipulation  of  this  Grain 
Bulletin  by  Mr.  Durant  Is  costing  the  farmers  of  your  State  and  the  Northwest 
thousands  and  thousands  of  dollars  every  day  and  that  the  evidence  in  posses- 
sion of  these  departments  would  warrant  the  Department  of  Justice  in  enjoin- 
ing its  dissemination,  if  only  the  evidence  could  be  communicated  to  the  Depart- 
ment of  Justice  with  the  proper  analysis  and  recommendation.    Judge  Burns, 
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regardless  of  personal  consequences,  says  that  he  is  ready  to  cooperate  in  every 
way  with  the  farm  organizations  In  an  effort  to  give  the  farmers  and  the  people 
of  the  United  States  information  gathered  by  the  Government  which  so  vitally 
and  injuriously  affects  their  interests. 

Mr.  Hutchinson.  Who  is  Mr.  Durant;  what  is  his  business? 

Mr.  Burns.  He  is  a  very  interesting  personality. 

Mr.  Hutchinson.  But  what  is  his  business  ? 

Mr.  Burns.  He  is  the  editor  or  the  publisher  or  the  man  who 
gets  out  what  we  call  the  Grain  Bulletin.  That  is  a  price  card  that 
I  am  talking  about. 

Mr.  Hutchinson.  What  connection  has  he  with  the  grain  trade? 

Mr.  Burns.  Well,  I  think  that  a  comprehensive  report  of  what 
we  found  in  Minneapolis  shows  that  he  is  the  accredited  spokesman, 
perhaps  both  in  a  legal  and  a  political  way,  for  the  allied  grain 
interests  of  the  Northwest. 

Mr.  Hutchinson.  Is  he  a  member  of  any  board  of  trade  ? 

Mr.  Burns.  I  do  not  think  so.  He  does  not  buy  or  sell  grain  him- 
self.   Maybe  I  have  not  made  it  plain  to  you  ? 

Mr.  Hutchinson.  He  is  a  common,  ordinary  editor  of  a  grain 
paper,  is  that  it? 

Mr.  Burns.  That  is  the  way  it  looked  on  the  surface,  or  not  of  a 
grain  paper  either.  He  does  not  discuss  anything  in  his  bulletin. 
He  gets  out  a  bulletin  or  card.  Let  me  see  if  I  can  explain  it  to 
you. 

Mr.  Hutchinson.  I  know  what  it  is,  but  I  am  asking  you  if  vou 
understand  what  it  is? 

Mr.  Burns.  Yes,  sir;  I  understand  exactly  what  it  is. 

Mr.  Hutchinson.  I  do  not  see  what  that  has  to  do  with  regulat- 
ing the  grain  trade.    I  might  get  out  something  of  that  kind  myself. 

Mr.  BuTRNS.  That  is  true,  and  if  that  were  all  the  evidence  I  had  I 
would  be  a  slanderer  in  the  statements  I  have  made. 

Mr.  Hutchinson.  Who  is  Mr.  Ladd? 

Mr.  Burns.  I  never  saw  Mr.  Ladd.  But  he  is  the  Senator-elect, 
if  I  am  correctly  informed,  from  one  of  the  Dakotas. 

Mr.  Hutchinson.  He  wrote  this  letter  to  you  personally? 

Mr.  Burns.  No;  Mr.  Lvman,  I  should  have  explained,  wrote  this 
letter  to  him. 

Mr.  Hutchinson.  Who  is  Mr.  Lyman  ? 

Mr.  Burns.  As  I  imderstand  it  he  is  the  secretary  of  the  National 
Board  of  Farm  Organizations. 

Mr.  Hutchinson.  In  the  Dakotas  ? 

Mr.  Burns.  No,  sir;  I  think  he  is  permanently  located  in  Wash- 
ington. 

Mr.  Charles  A.  Lyman.  I  am  right  here,  Mr.  Huti'hinson,  if  you 
want  to  see  me. 

Mr.  Hutchinson.  All  right.    Who  is  Mr.  Burns? 

Mr.  Burns.  He  is  a  law  clerk  in  the  Department  of  Agriculture 
and  an  American  citizen  and  a  taxpayer  and  a  lover  of  justice. 

Mr.  Hutchinson.  I  want  to  get  back  to  why  these  reports  were 
not  printed.    Do  you  know  of  any  reason  why  they  were  not  printed  i 

Mr.  Burns.  I  can  readily  appreciate  your  keen  interest,  Mr,  Con- 
gressman, and  I  will  try  the  best  I  know  how  to  answer  that  ques- 
tion. Chairman  Thompson — I  believe  he  is  now  chairmau  of  the 
Federal  Trade  Commission — asked  me  the  same  question,  and  I  told 


FUTURE  TRADING.  1023 

him  I  did  not  know.  He  said,  "Well,  what  do  you  think? "  Then 
I  said,  "  If  you  want  to  segregate  my  knowledge  from  mv  opinion  I 
will  give  you  my  opinion."  He  then  asked,  °'  Well,  what  is  your 
opinion  ?  "  I  said,  "  They  have  not  been  printed  and  published  on 
account  of  the  obstructing  influence  of  some  powerrul  influence. 
That  is  my  opinion." 

Mr.  HuTCHiKsoN.  How  long  has  that  been  going  on  in  the  De- 
partment of  Agriculture? 

Mr.  Burns.  Sir? 

Mr.  Hutchinson.  How  long  has  that  been  going  on  in  the  De- 
partment of  Agriculture  ? 

Mr.  Burns.  This  report  business? 

Mr.  Hutchinson.  This  keeping  back  of  data. 

Mr.  Burns.  Well,  I  should  say  for  three  years. 

Mr.  Hutchinson.  That  is  all  I  wish  to  ask. 

Mr.  Young.  Is  this  Mr.  Bums  who  is  speaking  here  ? 

Mr.  Burns.  Yes,  sir. 

The  Chairman.  Let  us  know  something  about  that  investigation. 
When  was  it  ordered? 

Mr.  Young.  I  was  just  going  into  that,  Mr.  Chairman,  if  you  will 
permit  me. 

The  Chairman.  All  right.    Suppose  you  pursue  that  inquiry. 

Mr.  Young.  Mr.  Bums^  were  you  ordered  by  the  Department  of 
Agriculture  to  mak4  this  investigation? 

Mr.  Burns.  Oh,  no;  but  myself  with  many  others.  My  particular 
assignment,  if  I  recall  it,  was  in  the  capacity  of  a  lawyer. 

Mr.  Young.  How  long  since  ? 

Mr.  Burns.  I  have  not  the  data  at  hand,  but  my  recollection  is 
that  I  was  in  Minneapolis  just  after  we  entered  the  World  War. 

Mr.  Young.  About  three  years  ago  ? 

Mr.  Burns.  I  should  say  so. 

Mr.  Young.  How  long  had  you  been  in  the  Departnjent  of  Agri- 
culture at  that  time? 

Mr.  Burns.  I  think  I  had  been  there  nearly  six  years,  or  all  of  my 
time  would  amount  to-  that. 

Mr.  Young.  Were  you  engaged  in  investigation  work  all  that 
while? 

Mr.  Burns.  Do  ypu  mean  all  the  while  that  the  war  was  going  on  ? 

Mr.  Young.  No  ;  for  the  six  years  you  have  been  there. 

Mr.  Burns.  Well,  I  have  been  a  jack  of  many  trades. 

Mr.  Young.  How  long  were  you  engaged  in  this  investigation  work 
in  reference  to  the  grain  trade  ? 

Mr.  Burns.  I  spent  one  winter  in  Minneapolis,  the  most  of  it. 

Mr.  Young.  Was  that  the  only  investigation  that  you  made? 

Mr.  Burns.  No.  I  then  went  to  Chicago,  and  was  there  for  many 
weeks  and  perhaps  months. 

Mr.  Young.  How  many  other  people  were  interested  in  the  investi- 
gation with  you  ? 

Mr.  Burns.  A  shifting  personnel. 

Mr.  Young.  How  many? 

Mr.  Burns.  Anywhere  from  5  to  100,  and  sometimes  160. 

Mr.  Young.  One  hundred  people  were  over  there  at  one  time  in- 
vestigating this  grain  business  ? 
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Mr.  Burns.  I  mean  that  that  many  people  were  out  there  investi- 
gating it. 

Mr.  Young.  For  the  Department  of  Agriculture;  that  is,  on  the 
pay  roll  of  the  Department  of  Agriculture? 

Mr.  Burns.  No;  I  do  not  think  the  Department  of  Agriculture 
ever  had  that  many  there,  but  I  was  including  both  the  Federal 
Trade  Commission  and  the  Department  of  Agriculture. 

Mr.  Young.  You  say  to  this  conmiittee  that  these  two  departments 
combined  would  have  at  one  time  as  many  as  100  people  out  there 
engaged  on  this  investigation? 

Mr.  Burns.  Oh,  I  am  quite  sure  that  that  is  within  the  record. 
But  I  do  not  see  any  use  of  pinning  me  down  to  that. 

Mr.  Young.  You  are  making  some  very  serious  charges  here  and 
we  are  Members  of  Congress 

Mr.  Burns  (interposing).  Yes,  sir;  I  realize  all  that. 

Mr.  Young  (continuing).  And  we  are  appropriating  sums  of 
money 

Mr.  Burns  (interposing).  Yes,  sir. 

Mr.  Young  (continuing).  And  you  are  making  charges  that  would 
not  ordinarily  be  made  by  a  man  who  would  remain  on  the  pay  roll 
of  a  department,  a  man  who  would  make  such  a  charge  against  his 
chief,  and  we  as  Members  of  the  Congress  want  to  know  what  the 
situation  really  is. 

Mr.  Burns.  I  realize  all  that  you  say.  I  realize  that  I  am  taking 
my  official  life  in  my  hands. 

Mr.  Young.  And  jou  realize  that  a  new  administration  is  just 
about  ready  to  come  mto  power? 

Mr.  Burns.  Yes,  sir.  iBut  mark  you,  I  started  mv  present  outside 
effort  to  get  this  thing  going  lone  before  November  2,  which  de- 
termined tne  coming  in  ox  a  new  acuninistration. 

Mr.  Young.  After  you  made  this  investigation  and  you  and  these 
other  gentlemen  collaborated  with  you  in  getting  those  facts,  when 
did  you  first  file  the  data  in  the  Department  of  Agriculture? 

Mr.  Burns.  Oh,  I  should  say  it  was  sometime  in  the  spring  suc- 
ceeding the  winter  that  we  were  out  there.  Xt  may  have  been  m  the 
summer. 

Mr.  Young.  Of  what  year? 

Mr.  Burns.  Just  now  1  would  not  attempt  to  tell  you  the  year.  It 
was  the  year  the  war  opened. 

Mr.  Young.  It  is  very  important  for  us  to  know.  You  are  here 
charging  these  serious  matters,  and  we  have  the  right  to  know  from 
you  what  the  situation  is. 

Mr.  Burns.  Oh,  it  ought  to  have  been  published  long  since,  and  if 
the  committee  wants  to  know  I  charge  that  the  Department  of  Agri- 
culture has  been  in  possession  of  that  data  about  three  years,  and  I 
stand  by  that  charge. 

Mr.  1  ouNG.  Who  did  you  turn  that  data  over  to  ? 

Mr.  Burns.  I  did  not  turn  it  over  to  anybody. 

Mr.  Young.  Who  did? 

Mr.  Burns.  I  suppose  those  in  charge  of  it  did  so. 

Mr.  Young.  Who  was  it  turned  over  by? 

Mr.  Burns.  I  think  Dr.  Boyle  started  out,  if  I  correctly  remember 
the  situation,  as  the  head  of  the  Economic  Division  of  the  Depart- 
ment  of  Agriculture. 
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Mr.  Young.  He  was  the  head  man  then  directing  this  investi- 
gation ? 

Mr.  Burns.  Yes,  sir;  for  a  while. 

Mr.  Young.  Who  finally  turned  it  over? 

Mr.  Burns.  Many  men  were  goin^  out  and  getting  data  and  inter- 
views and  coming  back  and  giving  it  in  to  the  chief  of  the  office.  I 
think  later  on  a  man  by  the  name  of  Cole  succeeded  Dr.  Boyle. 

Mr.  Young.  When  was  that? 

Mr.  Burns.  After  we  left  Minneapolis  and  went  down  to  Chicago. 

Mr.  Young.  The  committee  does  not  know  anything  about  those 
dates. 

Mr.  Burns.  I  can  look  that  up  and  will  give  you  the  dates  by  ref- 
erence to  the  record. 

Mr.  Young.  I  want  to  know  when  this  data  was  collected  and  the 
man  who  was  originally  in  charge  of  it  whose  duty  it  was  to  collate 
and  publish  it. 

Mr.  Burns.  Well,  I  can  not  tell  you  exactly  whose  duty  it  was.  1 
do  not  know  that  there  was  any  precise  definition  as  to  whose  duty 
it  was.  Many  men,  I  understood,  were  collaborating  on  this  work. 
There  was  a  Mr.  Wright  and  a  Mr.  Butler  and  a  Mr.  Logan  and  a 
Mr.  Cole. 

Mr.  Young.  Was  it  your  understanding  that  this  data  was  being 
gathered  together  for  the  purpose  of  being  put  in  book  form  and 
issued  to  the  public  ? 

Mr.  Burns.  That  was  my  impression ;  yes,  sir.  I  think — ^well,  I 
will  rest  by  saying  that  that  was  my  impression. 

Mr.  Young,  xou  have  been  down  there  in  the  Department  of 
Agriculture  for  six  years? 

Mr.  Burns.  About  six  years;  yes,  sir. 

Mr.  Young.  Who  normally  would  have  been  the  man  whose  busi- 
ness it  was  to  take  this  data  that  you  gentlemen  collected  and  as- 
semble it  and  edit  it  and  put  it  on  the  prmting  press  ? 

Mr.  Burns.  Well,  all  the  field  men  with  the  exception'  of  myself 
were  connected  with  the  Bureau  of  Markets,  and  Mr.  'Brand,'  if  I 
remember  correctly,  was  the  chief  of  the  Bureau  of  Markets  at  that 
time.  I  imagine  that  the  particular  man  or  men  who  was  or  were  to 
study  these  records  and  analyze  and  summarize  them  and  write  th^m 
up  would  be  designated  by  Mr.  Brand. 

Mr.  Young.  Im.  Brand  has  been  out  for  some  time,  hasn't  he? 

Mr.  Burns.  For  some  time ;  yes,  sir. 

Mr.  Young.  Who  succeeded  him  ? 

Mr.  Burns.  Mr.  Livingstone. 

Mr.  Young.  Have  you  ever  called  it  to  his  attention  ? 

Mr.  Burns.  Personally  I  do  not  remember  whether  I  ever  did  or 
not.    I  am  not  sure  about  that. 

Mr.  Young.  Did  you  ever  call  it  to  the  attention  of  Mr.  Brand? 

Mr.  Burns.  Well,  I  think  that  Mr.  Brand  got  out  before  I  felt 
warranted  in  criticizing  anybody.  I  naturally  clung  to  the  pre- 
sumption that  the  thing  would  come  out,  and  patiently  awaited  its 

coming.  .         i.    t 

Mr.  Young.  You  did  not  bring  it  to  the  attention  of  the  suc- 
cessor of  Mr.  Brand? 

Mr.  Burns.  I  do  not  know  that  I  did  personally. 
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ilr.  Young.  Yet  you  are  criticizing  him  for  not  collating,  this 
stuff  and  giving  it  to  the  public. 

Mr.  Burns.  I  beg  pardon  again,  Mr.  Congressman.  I  am  not 
criticizing  anybody.  You  are  putting  words  in  my  mouth.  I  am 
stating  facts — that  this  information  was  gathered  and  has  been  in 
the  possession  of  the  department  for  about  three  years.  That  is  all 
I  have  asserted.  Mr.  Hutchinson  will  bear  me  out  that  I  asked 
him  not  to  even  attempt  to  corner  me  and  make  me  state  things 
that  I  did  not  want  to  state. 

Mr.  Young.  Well,  you  have  made  some  very  serious  charges. 

Mr.  Burns.  Yes,  sir;  I  agree  with  you  as  to  that. 

Mr.  Young.  We  are  simply  trying  you  out  to  see  what  you  know 
about  it.  You  make  some  rather  remarkable  charges  against  the 
grain  trade,  and  about  sending  a  price  sheet  out  that  I  never  heard 
of  before  in  my  life. 

Mr.  Burns.  I  admit  that  they  are  startling.  If  they  are  true  they 
are  startling,  and  if  they  are  false  I  am  a  slanderer  and  I  ought  to  be 
punished. 

Mr.  Young.  You  would  have  this  committee  believe  that  this  man 
Durant  just  issued  a  card  and  said  this  is  the  price  of  wheat,  barley, 
and  so  on,  and  the  whole  people  in  the  business  in  the  northwestern 
country  would  accept  it  blindly  and  go  ahead  with  that  price  ? 

Mr.  Burns.  If  you  will  call  for  the 

Mr.  Young  (interposing).  That  is  what  you  are  contending  here, 
that  this  man  Durant 

Mr.  Burns  (interposing).  I  contend  that  we  gathered  these 
records 

Mr.  Young  (interposing).  Will  you  let  me  finish  my  question? 

Mr.  Burns.  But  do  not  put  me  down  as  stating  the  matter  any 
more  broadly  than  I  am  doing  it.  I  think  you  will  agree  with  nie 
that  it  is  broad  enough  as  it  is. 

Mr.  Young.  It  is  very  broad,  I  admit. 

Mr.  Burns.  I  am  contending  that  these  departments  are  in  pos- 
session of  data  which  will  justify  that  conclusion. 

Mr.  Young.  Who  prepared  that  data  ? 

Mr.  Burns.  I  reaa  letters  from  country  grain  dealers  protesting, 
and  I  read  hundreds  of  them. 

Mr.  Young.  You  would  have  this  committee  believe  that  it  is  your 
judgment  from  the  data  you  obtained  that  the  man  who  issued  this 
card  had  great  power,  that  the  grain  dealers  followed  that  card, 
that  by  the  ipse  dixit  of  this  man  the  price  of  grain  was  controlle<l 
in  all  that  country  ? 

Mr.  McLaughlin  of  Nebraska.  Mr.  Young,  may  I  ask  a  question 
right  there  ? 

Mr.  Young.  Certainly. 

Mr.  McLaughlin  of  Nebraska.  Mr.  Bums,  can  you  tell  us  any- 
thing about  the  manner  in  which  you  secured  the  information  from 
the  elevators,  and  whether  or  not  they  followed  the  grain  prices 
issued  ^  Mr.  Durant? 

Mr.  SuRNs.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  Tell  us,  please^  and  that  will 
help  us. 
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Mr.  Burns.  As  I  remember  the  situation,  subject  to  the  record, 
and  the  record  exists — let  me  get  this  big  thought  before  the  com- 
mittee, that  if  there  was  no  record  by  which  you  could  ascertain 
whether  I  am  lying  or  telling  the  truth,  if  there  was  no  record  I 
would  not  be  here.  I  know  a  hawk  from  a  handsaw,  I  will  now  tell 
you  the  methods  as  I  can  give  it  to  you  from  memory :  My  recollec- 
tion is  that  the  Federal  Trade  Commission  took  over  the  office  of  the 
Grain  Bulletin 

Mr.  McLaughlin  of  Nebraska  (interposing).  That  is,  Mr.  Du- 
rant's  office? 

Mr.  Burns.  Yes,  sir;  Mr.  Durant's  office.  And  we  carefully  went 
through  the  files,  and  we  found  therein  copies  of  various  price  cards 
that  he  had  sent  out  for  many  years  back,  I  have  forgotten  how 
many  years.  We  studied  the  lorm  of  those  price  cards,  and  they 
disclosed  that  Mr.  Durant  had  zoned  that  northwestern  territory, 
and  had  sent  out  cards  carrying  different  prices  for  the  same  grade 
and  quality  of  grain  to  different  sections  in  that  territory.  There 
was  the  persistent  rumor  and  charge  that  there  was  somebody  behind 
those  price  cards;  that  that  price  card  was  the  expression  of  an 
a^rreement,  and  that  by  some  psychological  hocus  pocus,  I  know  not 
what,  that  it  had  come  to  pass  that  it  was  accepted  at  the  rural 
buying  points  throughout  that  territory  as  a  fair  index  of  what 
the  elevator  country  buyer  could  afford  and  should  pay  for  the 
country  grain. 

After  getting  all  those  facts  as  a  lawyer,  I  knew  that  we  had  not 
made  out  a  case.  I  realized  that  Mr.  Durant  could  say.:  Why,  I  have 
got  a  perfect  legal  right  to  express  mv  opinion  as  to  what  Mr.  Smith, 
the  country  elevator,  or  Mr.  Jones,  the  line  elevator,  here  and  there, 
should  pay,  or  ought  to  pay,  or  may  pay  for  grain ;  the  law  of  the 
land  does  not  prohibit  that.  But  in  order  to  determine  whether  it 
was  just  the  expression  of  Mr.  Durant's  opinion,  it  was  necessary 
to  find  out  how  much  influence  it  did  have  out  in  the  country  with 
the  grain  growers  and  the  grain  buyers ;  and,  again,  whether  it  was 
the  manifestation  or  expression  of  some  secret  agreement  amongst 
the  big  ^ain  interests  or  big  grain  buyers  in  Minneapolis. 

In  order  to  determine  that  tact  we — and  when  I  say  "  we  "  I  mean 
the  representatives  of  the  Federal  Trade  Commission  and  of  the  De- 
partment of  Agriculture — we  prepared  a  questionnaire,  and,  as  I  re- 
member it,  we  substantially  asked  in  that  questionnaire  the  following 
questions : 

Do  you  take  the  Grain  BuUetin? 

If  90,  do  you  follow  the  prices  iadlcatod  therein  in  the  purcliase  of  grain 
from  the  farmers? 

If  you  follow  such  pr:ce8,  state  why  you  pay  the  farmers  the  prices  hidicated 
therein  for  their  grain. 

After  we  got  the  questionnaire  made  up  as  I  have  described  we 

fot  the  address  of  hundreds,  and  I  think  thousands,  of  country 
uyers,  and  particularlj'  the  addresses  of  the  country  stations  and 
managers  of  the  Minneapolis  line  of  elevators. 

Maybe  I  would  help  you  a  little  bit  if  I  were  to  tell  you  what  a 
line  elevator  is.  A  line  elevator  is  a  grain  buyer  that  has  many 
agents  and  stations  at  different  places,  and  that  buys  grain  and 
usually  has  headquarters  in  the  city. 
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We  required  those  managers  within  a  very  short  time,  and  I  have 
forgotten  how  long,  to  answer  those  questions  and  return  their  an- 
swers immediately  to  the  Minneapolis  address  of  the  Federal  Trade 
Commission,  and  so  forth  and  so  on. 

Well,  the  answers  came  in.  I  read  many  of  those  answers,  and 
particularly  those  that  came  in  from  apparently  rival  and  different 
line  elevators  engaged  in  the  business  of  buying  grain.  Those  an- 
swers read  about  as  follows,  as  a  rule : 

We  Kot  the  Grain  BuHetin ;  or,  We  take  the  Grain  Bulletin ;  or.  The  Grain 
Bulletin  is  sent  to  us. 

I  (or  we)  literally,  or  absolutely,  or  unconditionally,  or  positively  follow 
the  card. 

I  pay  the  prices  for  grain  indicated  in  the  card,  I  do  so  because  my  em- 
ployer or  boss  told  nie  to  do  so. 

Now,  gentlemen  of  the  committee,  1  have  read  perhaps  as  many 
antitrust  decisions,  in  fact  I  would  not  be  stretching  the  blanket  if 
I  should  say  I  have  read  nearly  every  antitrust  decision  handed  down 
by  any  American  court  of  last  resort.  State  or  Federal,  up  to  a 
year  ago,  and  I  think  I  know  what  makes  a  pretty  strong  circumstan- 
tial case,  and  if  these  replies  are  as  I  say  they  are — and  whether  they 
are  as  I  say  they  are  is  a  matter  that  can  be  readily  determined  if 
those  questionnaires  are  where  they  should  be,  to  wit,  in  the  archives 
of  the  Federal  Trade  Commission — I  say,  if  those  replies  are  as  I 
say  they  are,  I  am  willing  to  stake  my  reputation  as  a  lawyer  and  a 
citizen  that  they  make  out  an  overwhelming  case  of  circmnstantial 
evidence  against  those  big  grain  buyers,  and  it  is  a  case  that  certainly 
should  have  gone  to  the  Department  of  Justice. 

Mr.  HuLiNGS.  A  case  against  them  for  what? 

Mr.  Burns.  Of  agreeing  that  Mr.  Durant  should  fix  the  price, 
or  agreeing  together  that  they  would  pay  the  price,  or  instruct  their 
managers  to  pay  that  price. 

Mr.  Young.  Let  us  see  about  that.  You  are  asking  this  com- 
mittee to  accept  as  a  fact  that  a  man  by  the  name  of  Durant  can 
get  out  a  set  of  papers  on  the  price  of  the  grain  crop  in  the  Northwest, 
and  that  there  is  not  intelligence  or  manhood  enough  in  that  great 
northwest  country  to  rise  up  against  that  kind  of  thing  and  prevent 
Mr.  Durant,  by  his  obiter  dictum  to  control  that  price.  Is  that 
what  you  tell  us  here  ? 

Mr.  Burns.  I  must  confess,  Mr.  Congressman,  that  I  am  not 
astonished  at  your  astonishment.  And  as  much  as  you  are  astonished 
you  are  no  more  astonished  than  I  was  when  I  found  the  record. 

Mr,  Young.  Aren't  there  daily  papers  in  circulation  all  over  that 
country  ? 

Mr.  Burns.  Yes,  sir. 

Mr.  Young.  Do  not  the  daily  papers  give  complete  information 
about  the  grain  prices,  and  do  not  those  daily  papers  go  into  every 
county  and  precinct? 

Mr.  Burns.  Oh,  yes,  sir. 

Mr.  Young.  What  has  such  a  card  pot  to  do  with  the  matter  then ! 
.  Mr.  Burns.  Well,  if  that  is  true,  will  j^ou  explain  to  me  why  thou- 
sands of  stupid  country  grain  buyers  subscribe  for  it  and  pay'for  it  ? 

Mr.  Young.  Oh,  I  assume 

Mr.  Burns  (interposing).  How  do  you  explain  their  stupidity  in 
going  to  that  great  expense,  probably  $10  or  $15  a  year  ? 
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Mr.  Young.  I  assume  that  in  an  intelligent  country  like  the  great 
Northwest — and  I  have  never  seen  the  figures  given  by  Mr.  Durant, 
but  I  assume  that  he  puts  on  his  paper  or  card  what  the  daily  papers 
carry. 

Mr.  Burks.  I  beg  your  pardon.  There  is  no  daily  paper  that  I 
know  of  that  carries  the  price  that  the  farmer  receives  for  grain  at 
the  little  hamlet  or  village  out  in  the  country. 

Mr.  Young.  Those  farmers  get  the  daily  papers,  do  they  not  ? 

Mr.  Burns.  Yes ;  but  the  paper  says  what  the  market  was  yester- 
day in  Minneapolis. 

Mr.  Young.  And  in  every  town  of  every  size  they  have  their  bulle- 
tin board  from  which  they  get  their  quotations  every  minute  in 
the  day? 

Mr.  "buRNS.  It  might  surprise  you  that  our  records  showing  bids 
to  arrive  go  out  from  Chicago  but  do  not  go  out  from  Minneapolis. 

Mr.  Young.  Those  instrumentalities  I  have  mentioned  give  the 
prices  from  every  market  all  over  our  country  ? 

Mr.  Burns.  I  am  very  patient  with  the  conmiittee 

Mr.  Young.  You  need  not  express  your  patience ;  jou  need  not 
reply  back  in  that  kind  of  manner  at  all.  I  am  addressing  a  question 
to  you  now.  These  bulletin  boards  show  the  quotations  by  telegraph 
both  as  to  grain  and  cotton  and  all  the  cereals,  and  that  goes  to  every 
town  of  very  considerable  size,  giving  the  quotations  every  minute 
of  the  day.  And  yet  you  are  asKing  this  committee  to  believe  that 
there  is  a  great  hullabaloo  about  a  price  card  sent  out  by  a  man  named 
Durant. 

Mr.  Burns.  You  are  doing  me  an  injustice  when  you' say  I  am  ask- 
ing the  committee  to  believe  me. 

Mr.  Young.  You  stated  a  fact. 

Mr.  Burns.  I  am  calling  this  committee  s  attention  to  the  data  and 
records  in  the  possession  of  these  departments. 

Mr.  Young.  You  stated  what  that  record  was  and  what  that  data 
was,  and  you  are  now  complaining  that  the  Department  of  Agricul- 
ture does  not  publish  it ;  and^  if  the  construction  you  have  put  on  it 
in  your  report  is  the  same  thing  we  get  here,  I  do  not  wonder. 

Mr.  Burns.  You  are  entitled  to  your  opinion,  sir. 

Mr.  McLaughlin  of  Michigan.  Were  you  in  Minneapolis  at  the 
time  these  questionnaires  were  sent  out  ? 

Mr.  Burns.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  When  these  reports  came  back,  did 
you  have  any  talk  with  Mr.  Durant  or  anybody  else  about  the  reports 
that  came  in  ? 

Mr.  Burns.  I  had  lots  of  different  conversations  with  Mr.  Durant 
from  time  to  time. 

Mr.  McLaughlin  of  Michigan.  Did  you  ever  have  any  conversa- 
tion with  him  relative  to  the  depression  of  the  price  of  barley  as  com- 
pared with  other  grains  ? 

Mr.  Burns.  Yes,  sir. 

Mr.  McLaughlin  of  Nebraska.  What  was  the  result  of  that  con- 
versation ? 

Mr.  Burns.  I  asked  him  to  explain  these  complaints  made  by  coun- 
try grain  dealers  about  the  discount  that  he  made  on  barley,  and  why 
he  made  larger  discounts  on  barley  than  he  did  on  wheat;  and,  of 
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course,  he  said  the  greater  the  risk  the  greater  the  discount.  Wheat 
can  be  hedged,  and  barley  can  not;  and,  if  a  country  grain  buyer 
can  not  hedge  barley,  he  is  running  a  bigger  risk,  and  therefore  is 
entitled  to  a  bigger  margin. 

Mr.  Hutchinson.  Right  there ;  you  are*  not  opposed  to  hedging. 
rre  vou  ?     You  say  that  barley  can  not  be  hedjged. 

Mr.  McLaughlin  of  Nebraska.  He  was  giving  Durant's  answer; 
lie  was  not  giving  his  own. 

Mr.  Burns.  Yes.  I  do  not  know  whether  I  am  opposed  to  hedging 
or  not ;  that  is  a  matter  I  have  not  reached  a  conclusion  on. 

And  then  I  said  to  Mr.  Durant^  "  Well,  if  that  is  a  fact,  why  do 
they  not  extend  the  hedging  privileges  to  barley?  Why  let  barley 
stay  out  in  the  cold  ?  Barley  is  a  big  important  crop  up  here  in  the 
northwest."  And  he  scratched  his  head,  as  I  remember  the  situation. 
«nd  said,  "  Well,  you  can  not  grade  barley,  and  therefore  its  uhsun- 
ceptibility  to  grading  makes  it  ineligible  for  the  protection  which 
future  trading  confers  upon  it. 

I  did  not  know  whether  that  was  correct  or  not.  Perhaps  I  was  a 
sort  of  a  doubting  Thomas.  Anyhow  I  called,  in  conjunction  with 
the  representative  of  the  Federal  Trade  Commission,  before  us  the 
expert  barley  buyers  and  separately  questioned  them  about  the  sus- 
ceptibility of  barley  to  grading,  and  those  records  exist.  If  I  cor- 
rectly interpret  them  and  remember  them,  they  were  unanimous  in 
opinion  that  barley  was  just  as  susceptible  of  precise  grading  as  was 
wheat;  and  I  do  not  know  whether  it  is  true  or  not,  but  it  has 
cropped  out  somewhere  in  the  statements  made  before  this  committee 
that  barley  is  now  on  the  future  boards  and  is  being  traded  in. 

Mr.  Hutchinson.  Judge  Bums,  are  you  through  now  making  the 
statement  against  the  Department  of  Agriculture?  Have  you  any- 
thing else  to  say  about  what  they  have  not  done? 

Mr.  Burns.  Not  at  this  time ;  no. 

Mr.  Hutchinson.  Then,  I  want  to  ask  you  two  or  three  questions. 
When  you  first  started  you  said  you  were  in  the  Department  of  Agri- 
culture, and  that  after  six  months  you  found  out  that  the  wheat  was 
sold  by  the  pound  j,nd  not  by  the  bushel  ? 

Mr.  Burns.  I  said  when  I  went  out  on  that  investigation  on  which 
I  was  engaged  for  several  weeks  that  I  thought  it  was  sold  by  the 
bushel. 

Mr.  Hutchinson.  Is  it  not  ? 

Mr.  Burns.  The  price  is  fixed  by  the  bushel,  but  when  you  go  to 
sell  it  they  do  not  use  a  bushel  measure  in  determining  how  much 
you  have  got :  they  weigh  it  and  divide  by  60. 

Mr.  HitchtNv<^6n.  1  know,  but  is  it  not  sold  by  the  bushel  ? 

Mr.  BiTiNS.  No,  sir. 

Mr.  Hutchinson.  They  say  each  bushel  of  wheat  weighs  W 
pounds? 

Mr.  BuTiNs.  Yes,  sir;  but  sometimes  60  pounds  of  wheat  will 
be  five  pecks  or  four  and  a  half  pecks  while  in  another  case  60 
pounds  of  wheat  might  weigh  just  a  bushel  or  slightly  less,  by 
drv  measure. 

Mr.  Hutchinson.  Which  is  the  best  way,  by  the  pound  or  by  the 
bushel  ? 
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Mr.  Burns.  It  depends  on  how  the  nomenclature  itself  mixes  one 
up.  I  only  offer  that  for  what  it  is  worth.  I  say  it  ought  to  be 
listed  on  the  board  at  so  much  for  60  pounds  rather  than  a  bushel. 
For  instance,  suppose  I  was  just  an  ignorant  country  man  with  some 
wheat,  and  I  just  had  a  bushel  measure  and  no  scales,  and  somebody 
would  come  along  and  say, "  I  will  give  you  a  dollar  a  bushel  for  that 
stuff,"  and  I  took  it  and  put  it  in  the  bushel  measure,  and  I  found 
I  had  two  bushels;  and  then  when  he  came  to  pay  me,  he  would 
say,  "  Wait  a  moment.  I  can  not  pay  you  $2  for  that,  yet  I  did 
agree  to  give  you  a  dollar  a  bushel."  "Here  is  two  bushels?"  "  Oh, 
no.  I  have  got  to  weigh  this.  If  it  weighs  less  than  120  pounds 
I  will  pay  you  less." 

Mr.  Hutchinson.  You  do  not  mean  to  say  that  you  would  like  to 
see  or  be  in  favor  of  having  a  bushel  of  shriveled  wheat  that  weigh 
40  pounds  sold  for  a  bushel?  Do  you  think  that  would  be  a  fair 
proposition  ? 

Mr.  Burns.  No,  sir;  I  do  not;  but  I  would  like  to  see  that  wheat 
<luoted  at  60  pounds. 

Mr.  Hutchinson.  A  bushel  of  wheat  weighs  60  pounds? 

Mr.  Burns.  Yes,  sir. 

Mr.  Hutchinson.  I  can  not  see  what  your  object  is  in  making  that 
assertion;  what  the  distinction  is.  What  do  you  mean?  What  is 
your  object  in  saying  you  found  out  it  was  sold  by  the  pound  instead 
of  by  the  bushel? 

Mr.  Burns.  Congressman,  suppose  I  just  went  out  in  the  country, 
not  knowing  about  the  rules  of  the  market,  and  somebody  had  come 
along  and  said,  "  Bums,  I  will'  give  you  a  dollar  a  bushel  for  10 
bushels  of  wheat,  if  you  will  bring  it  to  mv  house  to-night."  Sup- 
pose I  went  on  out  m  the  country  and  1  lound  a  farmer  who  had 
a  pile  of  wheat  which  just  evenly  filled  a  bushel  measure  10  times, 
and  I  said  to  him,  "I  will  give  you  95  cents  for  that  wheat.  1 
know  where  I  can  get  a  dollar  for  it."  And  he  measures  it  out,  and 
there  were  10  bushels;  it  just  filled  the  bushel  measure  evenly  10 
times.  Then  suppose  I  went  back  to  the  man — say  it  was  light- 
weight wheat — ^instead  of  weighing  600  poimds  it  really  only  weired 
500  pounds. 

Mr.  Hutchinson.  Then  it  would  not  be  10  bushels,  would  it? 

Mr.  Burns.  If  you  will  just  let  me  illustrate.  I  go  back  to  the 
man  who  told  me  he  would  give  me  a  dollar  a  bushel  for  it.  Out 
there  in  the  country  I  had  bought  this  wheat  on  the  bushel  basis,  not 
the  pound  basis.  I  would  go  back  to  him  and  say,  "  I  have  just 
bought  10  bushels  of  wheat  lor  you;  I  saw  it  measured;  I  saw  it  put 
into  the  bushel  measure ;  there  are  10  even  bushels  in  that  pile."  He 
would  say,  "  You  just  made  a  mistake.  I  meant  I  would  give  you  a 
dollar  for  60  pounds  of  wheat."  There  is  where  the  confusion 
arises. 

Mr.  Hutchinson.  You  were  speaking  about  the  stock  exchange 
in  New  York,  and  stated  when  the  grain  exchanges  got  on  the  same 
basis  as  the  New  York  Stock  Exchange  it  would  do  away  with  future 
selling.  Are  not  stocks  sold  on  «'i  margin  on  the  New  York  Stock 
Exchange? 

Mr.  Burns.  I  think  so. 
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Mr.  Hutchinson.  What  did  j^ou  mean  by  saying  that? 
^  Mr.  Burns.  I  mean  to  say  this :  If  I  understand  the  rules  of  thr 
Chicago  Board  of  Trade,  I  can  go  out  there 

Mr.  Hutchinson  (interposing).  We  are  talking  about  the  New 
York  Stock  Exchange  now. 

Mr.  Burns.  As  I  understand  it,  if  I  went  there  to  sell  10  shares  of 
stock  through  the  New  York  Stock  Exchange,  or  a  hundred  shares  of 
stock,  my  broker  would  have  to  make  arrangements  to  get  hold  of 
IGO  share's  of  stock  before  he  could  execute  my  contract ;  whereas  if 
I  wanted  to  sell  5,000  bushels  of  grain  my  broker  in  Chicago  would 
not  have  to  get  hold  of  6,000  bushels  of  grain. 

Mr.  Hutchinson.  You  would  have  to  put  up  a  margin  in  each  case, 
would  you  not? 

Mr.  Burns.  Oh,  yes ;  I  think  they  both  sell  on  margins. 

Mr.  Hutchinson.  Then  it  is  really  future  trading,  is  it  not  ? 

Mr.  Burns.  Oh,  yes,  sir. 

Mr.  Hutchinson.  Did  you  not  say  they  did  not  do  any  future 
trading  on  the  New  York  Stock  Exchange? 

Mr.  Burns.  1  beg  your  pardon,  sir. 

Mr.  Hutchinson.  That  is  the  way  I  understood  it. 

Mr.  Burns.  All  I  was  trying  to  drive  home  to  the  committee. 
There  is  an  apprehension  on  the  part  of  the  proponents  of  the  ex- 
change machinery  that  if  you  prohibited  the  outside  public  from  sell- 
ing wheat  they  do  not  possess  at  the  time  of  the  sale  that  you  will 
destroy  much  of  the  speculation  out  of  which  comes  the  insurance 
facility. 

Mr.  Hutchinson.  I  just  want  to'  correct  you.  You  were  trying 
to  impress  upon  this  committee  something  to  do  away  with  future 
trading  in  the  grain  and  referred  to  the  New  York  Stock  Exchange* 
and  stated  that  when  we  got  on  that  basis  there  would  not  be  any 
future  trading.  Is  that  the  impression  you  tried  to  leave  with  the 
committee? 

Mr.  Burns.  There  would  be  very  much  less  future  trading,  but  it 
would  not  at  the  same  time  destroy  the  hedge.  If  the  Chicago  Board 
of  Trade  revised  its  rules  and  forbid  any  member  from  executing  a 
contract  to  anybody  who  did  not  have  the  wheat  and  who  did  not  at 
the  time  of  the  making  of  the  contract  deliver  the  wheat,  from  mak- 
ing a  trade,  I  contend  that  it  would  still  leave  the  hedging  principle. 

Mr.  Hutchinson.  And  stocks  are  sold  on  a  margin  when  they  do 
not  have  them  at  all. 

Mr.  Burns.  I  was  just  trying  to  drive  home  to  you,  Congressman, 
if  I  understand  the  rule,  the  broker  before  he  sells  stock  for  me  must 
first  get  hold  of  the  stock;  he  must  have  it  in  his  possession.  He 
must  do  that  under  the  rules  of  the  New  York  Stock  Exchange ;  he 
must  get  hold  of  the  stock,  and  at  the  time  he  executes  the  order  or 
within  24  hours  after  he  executes  my  trade,  if  you  were  the  buyer, 
he  must  get  that  stock  over  to  your  broker. 

Mr.  Hutchinson.  If  you  put  up  the  margin  ? 

Mr.  Burns.  If  I  put  up  the  margin,  etc. ;  yes,  sir. 

Mr.  Hutchinson.  I  do  not  know  anything  about  it.  I  am  asking 
for  information. 

The  Chairman.  That  is  really  a  cash  transaction? 

Mr.  Hutchinson.  I  have  reference  to  this  stock  exchange. 
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The  Chairman.  That  is  a  cash  transaotioii  ? 

Mr.  Burns.  It  operates  on  the  margin  basis,  except  that  you  only 
pay  what  the  rules  of  the  exchange  require  you  to  pay. 

Mr.  VoiGT.  If  I  may  ask  you  a  question  there.  'The  fact  that  the 
basis  of  the  broker  business  in  New  York  on  the  stock  exchange  is 
necessarily  for  the  purpose  of  making  speculation,  it  does  not  do 
away  with  a  lot  of  gambling  and  speculation  on  the  stock  exchange? 

Mr.  Burns.  No,  sir ;  but  it  tends  to  limit  speculation.  Frequently 
you  read  where  the  board  of  directors  of  the  stock  exchange  says  that 
no  more  trading  shall  be  done  in  such  and  such  a  stock,  due  no  doubt 
to  the  inability  of  anybody  to  get  hold  of  any  more  of  that  stock  to 
deliver. 

Mr.  VoiGT.  That  is  a  matter  of  self -protection,  you  might  say  ? 

Mr.  Burns.  Yes,  sir ;  it  is  to  prevent  corners.  I  am  satisfied  that 
is  the  psychology  of  it. 

Mr.  VOIGT.  Northern  Pacific  stock  some  years  ago  went  up  to  over 
$10,000  a  share. 

Mr.  Burns.  Yes,  sir ;  because  it  was  oversold. 

Mr.  VoiOT.  There  was  a  case  where  the  men  who  had  sold  Northern 
Pacific  stock  were  unable  to  make  delivery  of  the  certificates  ? 

Mr.  Burns.  Yes,  sir.  Probably  this  new  rule  grew  out  of  that 
situation  or  condition — ^I  am  not  prepared  to  say;  but  it  is  worth 
while  to  investigate  it. 

Mr.  VoiOT.  As  I  understand  it,  the  method  of  trading  has  not  been 
changed  for  many,  many  years.  So  that  would  show  the  fact  that 
there  was  a  corner  in  l!rorthem  Pacific  stock,  due  to  the  fact  that 
people  who  had  sold  that  stock  could  not  deliver. 

Mr.  Burns.  Yes,  sir. 

Mr.  VoiGT.  That  would  show  that  some  people  had  sold  stock 
who  were  not  in  possession  of  it? 

Mr.  Burns.  Yes,  sir. 

The  Chairman.  Was  that  it,  or  was  it  simply  to  get  control  of  the 
stock?    It  could  be  either,  I  suppose? 

Mr.  VoiGT.  It  was  reported  in  the  papers  at  the  time  that  it  was 
due  to  the  inability  of  sellers  to  make  deliveries,  from  which  you 
can  draw  the  conclusion  that  certain  people  had  sold  that  stock  who 
did  not  have  it. 

Mr.  Burns.  If  I  understand  Mr.  Thome's  position  before  this 
committee,  it  was  to  prohibit  anybod;^  who  had  no  grain  and  did 
not  expect  to  get  any  ^rain  from  going  in  there  on  the  board  and  sell- 
ing unlimited  quantities  of  grain. 

Mr.  HulinOs.  Did  you  make  up  your  mind  as  to  the  comparative 
amount  of  phantom  grain  sold  on  these  exchanges  compared  with  the 
actual  grain  that  was  handled  ? 

Mr.  Burns.  I  reached  no  definite  conclusion,  sir.  I  got  the  impres- 
sion that  the  phantom  grain  was  a  very  high  percentage  of  it,  maybe 
8,  10, 12,  or  15  times  the  actual  grain. 

Mr.  HuLiNGS.  Do  you  think  that  the  dealing — I  think  you  ex- 
pressed it  a  while  ago  as  "gambling" — in  grain  enables  those 
gamblers  to  perform  any  useful  function  in  trade  ? 

Mr.  Burns.  In  the  broader  sense,  I  would  say  they  do  not.  Of 
course,  that  gambling  carries  an  enormous  revenue  and  income  to 
the  city  of  Chicago,  and  a  certain  element  of  its  citizens.    It  would 
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not  surprise  me  at  all  if  the  income  of  the  board  of  trade  member- 
ship does  not  run  into  hundreds  of  millions  of  dollars.  It  is  a 
princely  revenue  producer. 

Mr.  HuLiNoa.  Where  a  lot  of  people  sit  around  in  a  room  watdi- 
ing  a  blackboard,  which  they  used  to  call  a  "  bucket  shop,"  where  the 
broker  simply  sells  everything  they  want  to  buy  and  buys  everything 
they  want  to  sell,  taking  his  commissions  off  both  ways,  that  is  pureh* 
gambling,  is  it  not? 

Mr.  Burns.  From  the  bucket  shop  standpoint? 

Mr.  HuLiNGS.  Yes,  sir. 

Mr.  Burns.  You  can  not  exactly  call  that  gambling,  simply  because 
he  is  merely  ringing  out — he  is  running  a^ambling  place. 

Mr.  HuLiNGS.  That  can  not  have  any  effect  on  the  market  one  way 
or  the  other,  because  the  whole  transaction  is  confined  within  that 
room? 

Mr.  Burns.  In  a  sense,  it  might  have,  for  this  reason :  I  might  be 
a  big  miller,  you  understand,  and  I  am  determined  to  hedge  some  big 
transaction  in  grain.  Do  you  catch  the  point?  I  might  have  a  friend 
whom  I  thought  was  solvent  running  the  bucket  shop.  Solvency  is 
the  thing  I  want.  I  could  go  over  there  and  make  that  trade  with 
him,  and  he  would  take  it.  That  would  keep  me  from  going  on  the 
exchange  and  making  it;  in  other  words,  it  would  have  a  negative 
influence. 

Mr.  HuLiNGs.  In  the  greater  part,  those  transactions  in  that  bucket 
shop  could  not  have  any  effect  on  the  market  itself? 

Mr.  Burns.  It  certainly  would  not  affect  it  nearly  as  much  as  if 
it  was  executed  on  the  exchange. 

Mr.  HuLiNGS.  How  would  you  make  any  distinction  between  a 
transaction  of  that  kind  in  a  bucket  shop  and  where  the  bucket  shops 
are  abolished,  and  now  they  have  a  line  into  New  York,  where  that 
broker  sends  his  order  in  to  another  broker  on  the  exchange,  which 
may  or  may  not  be  an  actual  transaction. 

Mr.  Burns.  That  is  what  they  call  the  branch-house  business;  in 
other  words — here  is  the  impression  I  got — ^that  the  exchange  drove 
the  bucket  shop  out,  and  then  some  of  its  membership  substantially 
reestablished  it  by  starting  a  branch  house  where  the  bucket  shop 
once  thrived. 

Mr.  HuLiNos.  They  then  got  two  commissions  out  of  it  where 
before  they  only  had  just  one? 

Mr.  Burns.  Yes,  sir.  This  is  the  thought  I  want  to  get  before 
the  committee:  The  exchanges  of  the  country — ^the  live-stock  ex- 
changes, the  grain  exchanges,  and  other  exchanges,  if  I  understand 
the  situation — are  tremendous  enterprises,  the  operation  of  which  in- 
volves fabulous  sums  of  monev — public  money,  some  of  it.  Their 
operations  certainly  Antally  atfeot  for  good  or  bad  the  social  and 
economical  life  of  the  Nation.  Concede  that  the  men  who  operate 
them  and  control  them  are  the  best  men  in  the  world,  yet  I  think  I 
am  within  the  moral  facts  when  I  say  that  however  good  they  are, 
they  are  no  better  in  my  opinion  than  are  the  bankers  of  the  country. 
If  I  correctly  understand  our  public  policy  as  expressed  in  our 
legislation,  both  Federal  and  State,  everywhere  the  banker  and  the 
bank  has  in  varying  degrees,  but  to  a  substantial  extent,  been  brouffht 
under  the  police  power  of  the  Government.     So  far  these  great  grain 
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-exchanges,  these  powerful  live-stock  exchanges  have  in  some  way 
escaped  direct  Federal  or  State  police  legislation. 

I  think  for  a  broker  to  take  my  trade  and  your  trade,  and  then 
while  our  trade  is  in  existence  to  himself  enter  the  market  and  throw 
his  influence  against  one  or  the  other  of  us  is  unfair,  and  if  they 
comi)are  notes  and  combine  for  that  purpose  it  is  still  more  and  more 
unfair. 

Mr.  HuiJNGS.  The  evidence  has  been  very  largely  that  these  in- 
stitutions are  very  necessary  to  stabilize  or  in  giving  a  degree  of 
insurance  in  trade,  and  that  it  is  very  valuable^ — not  only  very  val- 
uable, but  absolutely  essential  to  the  maintenance  of  these  great 
exchanges. 

We  do  a  large  business  in  shoes.  Do  you  know  of  any  place  where 
you  can  sell  a  future  in  shoes  and  insure  your  contract ;  or,  in  lumber 
iind  coal  ? 

Mr.  Burns.  I  do  not,  Congi»essman.  But  they  will  admit  that,  and 
then  counterargue,  "  Do  you  know  anything  that  moves  from  point  to 
point  in  the  process  of  distribution  and  consumption  on  such  a  small 
margin  as  does  some  commodity  covered  by  this  future  trading  ma- 
chinery?" 

Mr.  HuLiNGS.  You  do  not  think  that  is  an  answer  as  a  reason  for 
establishing  the  grain  exchanges? 

Mr.  Burns.  If  a  business  man  ever  finds  a  way,  Congressman,  to 
entirely  eliminate  the  risks  from  his  business^  he  immediately  ceases 
being  a  business  man  and  becomes  a  sure-thmg  player;  and  in  my 
judgment  if  it  were  possible  to  work  out  a  way  by  which  all  of  us 
in  the  various  lines  of  business  could  find  some  perfect  system  of 
insurance  it  would  result  in  economic  stagnation. 

Mr.  McLaughlin  of  Nebraska.  Relative  to  this  insurance  mat- 
ter, did  you,  while  you  were  with  other  members  in  either  Chicago 
or  Minneapolis,  take  up  with  them  the  matter  of  the  cost  of  this 
insurance  on  grain  and  do  anything? 

Mr.  Burns.  Yes,  sir;  I  gave  particular  attention  to  that  phase 
of  the  investigation. 

Mr.  McLaughlin  of  Nebraska.  If  you  can  state  in  a  few  words 
the  result  of  that,  I  would  like  to  have  it. 

Mr.  Burns.  The  acid  test  of  this  insurance — Mr.  Gates,  the  ablest 
proponent  and  perhaps  defender  of  the  exchange  system,  says  it  is 
good  or  bad  as  it  is  insurance.  Therefore,  I  think  we  lay  the  acid 
test  upon  the  situation  when,  we  look  into  the  extent  of  this  in- 
surance. I  think  the  re:ord  as  it  is  now  developed  in  these  hearings 
will  show  that  even  its  stoutest  advocates  admit  that  it  only  partially 
insures,  and  any  time  you  find  the  distant  months  quoted  lower  than 
the  cash  price  or  the  less  distant  month,  there  has  been  a  further 
reduction  of  its  insurance  value,  simply  because  it  means  the  utter 
•disappearance  of  the  carrying  charge  and  renders  the  thing  utterly 
valueless  to  the  country  end  of  the  business,  at  least. 

The  way  to  find  out  whether  insurance  is  good  or  bad  is  to  find 
out  what  it  costs.  Using  that  idea,  I  put  the  question  to  several  of 
the  prominent  members  of  the  exchange  and  grain  brokers  and 
dealers  out  in  Chicago,  and  I  asked  them  if  they  had  ever  thought 
about  what  it  cost  in  dollars  and  cents,  and  my  recollection  is  that 
one  of  the  gentlemen  said  "  Yes."    I  said,  "  Well,  what  does  it  cost — 
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what  do  you  think  it  costs  society,  anybody,  and  everybody?''  He 
replied,  "About  one-thirtieth  of  1  cent  per  bushel,  when  the  total 
cost  is  spread  over  the  number  of  bushels  handled."  I  asked  him  to 
give  his  factors,  as  I  differed  w4th  him  in  his  conclusions,  and  he 
stated  the  factors,  briefly,  were  about  as  follows:  That  perhaps 
everybody,  society  as  a  whole,  paid  $200,000,000  a  year  in  the  shape  of 
commissions  and  losses  for  this  insurance,  and  that  the  country  pro- 
duced 5,000,000,000  or  6,000,000,000  bushels  of  grain;  and  then 
when  you  spread  this  total  over  the  entire  number  of  bushels  of 
grain  that  the  result  would  be  one- thirtieth  of  1  cent  per  bushel. 
Using  his  factors  and  getting  him  to  run  out  the  calculation,  my 
recollection  is  that  they  finally  agreed  with  me  that  it  would  cost 
5  cents  per  bushel,  taking  his  factors. 

You  can  readily  see  there  is  quite  a  difference  between  5  cents 
per  bushel  premium  for  insurance  and  one-thirtieth  of  1  cent  per 
bushel  for  insurance. 

Then  I  asked  him,  "  What  did  you  pay  that,  5  cents  for — ^to  insure 
you  against  what?"  "Why,  to  insure  against  the  fluctuation  in 
grain."  I  said,  "  Well,  take  corn  or  wheat.  What  is  the  normal 
annual  fluctuation  in  corn  or  wheat  for  a  year?" 

After  some  hesitancy,  finally  somebody  said,  "  Well,  25  or  30  or 
35  cents  a  bushel,  maybe,  from  high  to  low  during  the  year.*'  Of 
course,  that  was  before  the  dizzy  fluctuations  of  the  war  came  upon 
us. 

I  said,  "  Well,  it  is  fair,  is  it  not,  to  consider  the  law  of  average ; 
in  other  words,  it  is  iust  as  apt  to  go  with  you  as  against  you?" 
"  Well,"  somebody  said,  "  Yes;-1  think  it  is."  Somebody  said,  "  No." 
I  said,  "  Very  well,  we  will  iust  consider  it.  Say  it  is  80  cents.  Do 
you  not  think  it  is  a  pretty  high  rate  of  premium  for  insurance  that 
you  have  to  pay  5  cents  for  your  policy  in  order  to  insure  a  bushel 
of  wheat  against  a  maximum  loss  of  30  cents  for  the  year?" 

I  just  merely  give  this  to  lay  before  you  gentlemen  the  cost  in 
dollars  and  cents. 

Mr.  HuLiNGS.  How  do  you  make  out  that  it  costs  5  cents? 

Mr.  Burns.  It  was  spreading  out ;  it  was  the  $200,000,000  cost  and 
spreading  it  over  5,000,000,000  bushels  of  grain. 

Mr.  VoiGT.  Let  me  ask  you  a  question  right  there:  Suppose  vou 
were  the  owner  of  an  insurance  company,  the  director  of  itj  and  had 
unlimited  capital  behind  you,  would  you  be  willing  to  write  an  in- 
surance policy  at  5  cents  per  bushel  premium,  guaranteeing  the 
fluctuation  in  the  price  of  wneat  or  com  ? 

Mr.  BuHNs.  I  do  not  think  I  would,  Congressman,  to  be  candid. 

Mr.  HuLiNOs.  You  would  consider  doing  it  sooner  than  if  you 
were  getting  only  one-thirtieth  of  1  cent? 

Mr.  Burns.  I  know  that  is  a  very  high  price  to  pay  for  insurance 
against  such  a  fluctuation.  Of  course,  the  fluctuation  might  be 
greater ;  since  then  the  fluctuation  has  been  greater.  I  can  not  give 
you  the  exact  dates,  but  I  recall  I  think  it  was  last  winter  or  it 
might  have  been  the  winter  before  that  com  in  the  period  of  100 
days  in  the  winter  time,  when  com  was  not  growing  anywhere^  if  I 
am  correctly  informed — ^in  40  or  50  days  went  down  50  or  60  or  75 
cents,  and  in  the  next  40  days  climbed  up  60  or  60  cents.    Of  course. 
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an  insurance  company  on  the  annual  policy  would  have  gotten  the 
benefit  of  all  that. 

Gentlemen,  let  me  read  one  letter,  and  so  far  as  I  am  concerned, 
I  am  ready  to  quit.  I  want  to  read  a  letter  that  I  wrote  for  the  office, 
which  in  my  opinion  is  pertinent  to  this  issue.  It  deals  with  the 
live-stock  exchange. 

The  Chairman.  There  seems  to  be  a  great  deal  of  the  difficulty  in 
differentiating  between  destroying  the  exchange  and  just  regulating 
trading  in  futures.  I  think  this  committee  understands  what  the 
opponents  are  after — not  the  cash  features  or  the  places  where  cash 
grain  is  bought  and  sold,  but  merely  the  future  trading  transactions. 

Mr.  Burns  (reading) : 

United  States  Department  of  Agriculture, 

Bureau  of  Markets, 
Washington,  D.  C,  June  24,  1919. 
Omaha  Live  Stock  Exchange, 

Omoha,  Nehr. 

Dear  Sirs  :  A  careful  study  of  the  evidence  presented  at  the  hearing  held  at 
Omaha,  Nebr.,  April  10,  1919,  substantially  shows  that  the  Omaha  Live  Stock 
Exchange  and  its  members  apparently  are  in  effect  boycotting  and  propose  to 
boycott  any  other  live-stock  marketing  agency  at  the  Omaha  Union  Stockyards 
whenever  it  appears  that  such  agency  is  selling  live  stock  for  a  charge  less  than 
the  commission  rates  for  such  service  prescribed  by  the  Live  Stock  Exchange. 
The  rules  of  the  Live  Stock  Exchange,  as  construed  and  applied  in  the  cases  of 
the  Standard  Live  Stock  Commission  Co.  and  F.  B.  Lewis  &  Co.,  practically 
mean  that  a  group  of  producers  of  live  stock  can  not,  through  their  own  salaried 
employees,  establish  and  operate  at  the  Omaha  stockyards  a  marketing  agency 
through  which  they  can  sell  or  buy  live  stock  for  themselves  on  a  cost  basis 
without  first  depriving  such  agency  of  the  privilege  of  membership  in  the 
exchange — 

Mr.  Hutchinson.  What  has  this  got  to  do  with  the  exchanges? 

Mr.  Burns.  It  merely  draws  the  distinction  between  the  physical 
functions  of  the  two  kinds  of  exchanges.  The  live-stock  exchange 
has  no  future  trading  machinery  connected  with  it,  as  does  the  grain 
exchanges.  But  it  bears  upon  this  proposition  in  that  the  live  stock 
of  the  country  is  sold  largely  under  the  rules  made  by  another  self- 
set-up  piece  of  machinery  known  as  the  Live-Stock  Exchange. 

I  will  not  insist  on  reading  this  if  there  is  objection. 

The  Chairman.  There  is  no  objection  to  your  reading  it. 

Mr.  Burns  (reading) : 

and,  second,  subjecting  such  agency  to  the  boycott  of  the  members  of  the  ex- 
change; in  other  words,  without  combating  as  best  it  can  the  obstructing  in- 
fluence of  the  collective  bargaining  power  of  the  exchange  and  its  membership. 

It  thus  appears  that  the  exchange  intends  to  prevent  any  sales  agency  from 
operating  in  the  stockyards  which  does  not  exact  from  its  patrons,  and  retain, 
the  full  commission  rate  prescribed  by  the  rules  of  the  exchange  for  such  serv- 
ice. It  therefore  seems  that  the  exchange  is  Inclined  to  exert  its  full  collective 
influence  to  obstruct,  hinder,  and,  if  possible,  to  destroy  any  nonprofit,  coopera- 
tive live-stock  marketing  agency  which  two  or  more  producers  may  estab- 
lish fop  the  purpose  of  marketing  their  live  stock  upon  a  cost  basis.  The  state- 
ment and  summing  up  of  the  issue,  as  made  by  counsel  for  the  exchange,  is 
very  clear  and  simple ;  it  is,  "  a  fundamental  conflict  between  two  methods  of 
proposed  methods  "  for  marketing  live  stock  at  the  terminals. 

The  department  appreciates  the  splendid  work  done  by  the  exchanges  along 
the  line  of  marketing  development,  and  realizes  the  vast  improvement  made,  as 
compared  with  the  crude  and  chaotic  conditions  which  at  one  time  prevailed  at 
terminal  markets.  It  also  realizes  that  these  improvements  are  largely  due  to 
the  disciplinary  power  which  the  exchanges  have  exerted  over  their  members. 
The  department  understands  that  the  exchanges  must  be  left  free  to  prescribe 
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reasonable  qualifications  for  membership  and  to  reject  or  accept  such  appli- 
cants as  it  sees  fit ;  nevertheless,  the  department  feels  that  the  law  which  it  is 
called  upon  to  enforce  confers  upon  it  the  power  and  imposes  upon  it  the  dnty 
to  keep  the  channels  of  the  markets  for  live  stock  open,  free,  and  comi)etltive» 
and  that  the  performance  of  this  important  duty  makes  it  necessary  to  scmri- 
nlze  closely  the  rules  and  conduct  of  the  exchange  and  the  etTect  which  such 
rules  and  conduct  have  upon  the  marketing  of  live  stock. 

In  my  opinion  the  rule  of  the  exchange  which  compels  all  of  its  members  to 
refrain  from  having  any  business  dealings  with  the  Farmers'  Union  Live  Stock 
Commission  merely  because  that  commission  handles  its  owners'  live  stock  upon 
a  cost  basis  rather  than  a  commission  basis,  and  has  returned  and  intends  to 
return  to  its  owners  on  a  patronage  basis  any  sum  of  money  which  it  may  have 
on  hand  at  stated  periods  in  excess  of  the  actual  cost  of  operating  such  agency, 
is  unfair  and  unduly  restrictive  of  competitive  conditions.  The  evidence 
shows  that  the  Farmers'  Union  Live  Stock  Commission,  In  order  to  dispose  of 
off-grade  and  certain  other  cattle  consigned  to  It  for  sale  by  its  owner  ptttrons^ 
was  forced  to  purchase  its  own  consignments;  In  other  words,  to  resort  to  a 
questionable  and  dangerous  practice  in  order  tu  avoid  the  obstructive  effect  of 
the  restrictions  imposed  by  the  rules  of  the  regulation  of  competition  at  the 
same  time  it  frowhs  upon  organizations  which  unreasonably  restrict  or  tend  to 
destroy  competition.  The  sweeping  character  of  opposition  which  the  Omaha 
Exchange  has  offered  and  proposes  to  offer  to  every  attempt  to  try  out  at  that 
great  live  stock  terminal  the  cooperative  methods  of  marketing,  indicates  pro- 
nounced monopolistic  tendencies,  and  is  unreasonably  restrictive  of  desirable 
competitive  conditions. 

It  is  rojjrettable,  but  true,  that  a  close  study  of  all  the  rules  of  the  Omaha 
Live  Stock  Exchange  when  collectively  considered,  indicates  that  they  tend 
more  and  more  to  acquiring  for  the  exchange  and  its  membership  a  monopoly 
of  the  marketing  of  live  stock  at  Omaha.  This  same  regrettable  tendency  is 
discernible  in  the  rules  and  conduct  of  other  live-stock  exchanges  at  the  ter- 
minal markets.  A  mere  statement  of  the  restrictive  tendencies  of  the  rules 
discloses  their  monopolistic  aim.  One  desiring  to  do  a  commission  business 
In  live  stock  at  Omaha,  and  at  the  same  time  also  avoid  friction  with  the  ex- 
change and  Its  membership,  is  now  required  to  pay  an  Initiation  fee  of  $5,000 
in  order  to  become  a  member  of  the  exchange.  After  becoming  a  member  the 
exchan;?e  may  without  his  consent  dictate  or  raise  or  lower  the  coumiisslon 
rates  which  he  shall  charge;  in  other  words,  the  compensation  which  he  shall 
receive  for  service  rendered  rests  entirely  with  the  exchange.  The  member  is 
forceil  to  surrender  to  the  collective  discretion  of  the  exchange  his  right  to  do 
or  not  to  do  business  with  a  nonmember.  The  high  cost  of  membership,  to- 
gether with  the  restrictions  which  the  exchange  lays  upon  the  personal  rights 
of  the  member  as  long  as  he  is  a  member  and  the  powerful  Influence  and  ob- 
struction which  the  exchange  through  its  membership  may  offer  to  noimiember« 
deslrin*?  to  tran.sact  business  on  the  Omaha  stock  yards,  demonstrate  the  wis- 
flom  of  the  law  In  holding  that  the  conduct  and  rules  of  the  exchange  are 
lawful  only  when  It  appears  thai  they  are  reasonable  and  fairly  related  to  the 
regulation  of  competition,  and  that  whenever  they  rre  found  to  be  unreason- 
able and  destructive  of  desirable  comj»etitive  conditions  they  are  void. 

It  has  been  clearly  shown  that  an  Important  part  of  the  buying  power  of 
the  Omaha  market  already  has  subordinated  Itself  through  membership  to  the 
jurisdiction  of  the  exchange,  and  It  is  obvious  that  if  the  packing  lnteres»< 
should  do  likewise,  no  sales  agency  of  a  cooperative  character  could  hope  U* 
operate  successfully  at  the  Omaha  stock  yards.  When  the  exchange  already 
has  absorbed  and  controls  such  a  high  percentage  of  the  buying  power  of  th«* 
market  It  does  not  suffice  for  It  to  say  that  those  who  desire  to  market 
cooperatively  their  own  H\-e  stock  at  Omaha  or  any  manner  other  than  that 
provided  by  the  rules  of  the  exchange  are  left  free  to  build  up  their  own  buying 
machinery,  and  for  that  reason  should  not  be  heard  to  complain  because  the 
rules  of  the  exchange  forbids  its  buying  members  from  buying  live  stock  from 
such  an  agency.  This  contention  is  fully  answered  w^hen  it  is  remembered  that 
the  exchange  has  been  left  practically  free  by  the  legislature  to  devise,  formu- 
late,  and  apply  equitable  rules  of  practice  to  control  the  sale  and  distributlim 
of  other  persons'  property :  that  It  has  l»een  permitted  to  do  for  the  owners  «if 
live  stock  and  the  public  generally  what  otherwise  the  State  would  have  been 
compelled  to  do  for  them  through  the  exercise  of  its  police  power.  The  ex- 
change, substantially,  is  a  public  tmstee,  whose  principal  duty  and  fonctloc 
are  to  provide  equitable  rules  for  the  sale  and  purchase  of  live  stock  In  Omahii. 
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Your  body  should  bear  in  mind  that  the  complaining  public  was  not  put  to  the 
expense  or  necessity  of  building  up  parallel  railroad,  telegraph,  and  telephone 
Hues,  nor  duplicating  water  and  light  plants. 

Such  public  service  facilities  have  long  since  been  brought  under  the  regu- 
lating and  supervising  influence'  of  the  State's  police  power.  The  thought 
seems  to  be  spreading  that  the  legislature,  being  more  representative  of  the 
various  interests  involved  and  more  disinterested  by  reason  of  absence  of  any 
direct  pecuniary  interest  in  the  matter,  is  a  more  appropriate  agency  to  provide 
rules  of  practice  for  handling  live  stock  at  the  terminals  than  is  tlie  exchange. 
When  it  is  remembered  that  live-stock  producers  and)  consumers  have  little, 
if  any,  voice  in  shaping  the  policy  and  rules  of  the  exchange,  it  manifestly  is 
the  duty  of  the  exchange  to  give  the  public  interest  generous  consideration 
in  determining  and  reaching  conclusions  which  vitally  affect  it.  It  should  be 
clearly  understood  that  the  membership  of  exchanges  handle  other  peoples' 
live  stock  by  grace  rather  than  right  and  that  any  effort  to  monopolize  this 
privilege  on  the  part  of  the  commission  men  is  likely  to  arouse  public  resent- 
ment and  resistance. 

Mr.  Chairman,  just  indulge  me  one  moment.  I  want  the  record 
to  show,  if  it  is  printed,  that  Secretary  Meredith  convinced  me  that 
he  was  deeply  interested  in  and  aggrieved  by  the  charges  or  the 
criticisms  which  I  laid  before  him ;  that  Secretary  Meredith  was  only 
recently  in  office,  and  very  candidly  stated  to  me  that  he  would  see 
what  he  could  do,  and  that  he  was  afraid  that  he  could  not  do  very 
much,  because  he  realized  that  it  would  take  him  some  time  to  get 
familiar  with  his  new  environment  and  the  machinery  of  the  depart- 
ment ;  and  that,  again,  it  was  quite  likely  that  he  would  only  be  in 
office  a  short  time. 

I  want  to  say  that  Secretary  Meredith  did  get  in  touch  with  high 
officials  of  the  Federal  Trade  Commission,  and  I  think  once  or  twice — 
I  know  some  of  the  officers  of  the  Federal  Trade  Commission  at  his 
request  came  to  his  office,  and  he  requested  me  to  state  to  them  the  sub- 
stance of  the  charges  that  I  had  stated  to  him.  The  Secretary  was 
evidently,  as  you  gentlemen  know,  embarrassed  by  the  fact  that  under 
the  law  and  under  the  President's  proclamation,  pursuant  to  which 
this  investigation  was  begun  and  conducted,  the  department  was 
ordered  to  cooperate  with  the  Federal  Trade  Commission,  and  that 
neither  the  Federal  Trade  Commissioners  or  the  Secretary  of  Agri- 
culture was  left  in  a  position  to  act  independently,  and  that  anything 
that  the  Secretary  might  have  done  would  have  been  encroaching 
upon  the  preserves  of  a  coordinate  body  of  the  Government. 

In  justice  to  myself,  I  want  to  say  that  I  have  slept  with  these  mat- 
ters ;  I  have  grappled  with  them.  I  want  to  say  that  at  one  time  I 
made  up  my  mind  I  would  ask  for  a  transfer  to  get  away  from  all 
of  it.  Many  times  before  I  took  any  active  outside  steps  I  made  up 
my  mind  I  would  blot  it  out,  and  tried  to  forget  it.  But  I  failed  to 
get  the  transfer ;  and,  like  Banquo's  ghost,  "  it  would  not  down." 

I  have  deliberatelv,  in  the  discharge  of  what  I  conceived  to  be  a 
public  duty,  laid  before  this  committee  the'  facts  which  relate  to  the 
existence  of  records  which  are  in  the  possession  of  those  two  depart- 
ments which,  in  my  opinion,  if  published  or  laid  before  Congress, 
would  enlighten  public  sentiment  and  blaze  the  way  to  wholesale 
remedial  legislation. 

Whatever  the  consequences  are,  I  am  ready  to  take  them.  I  thank 
you,  gentlemen. 

Mr.  Lyman.  Mr.  Chairman,  you  requested  me  before  the  hearing 
started  to  ask  any  questions  that  I  wanted  to,  and  there  is  one  point 
that  was  brought  up  while  you  were  out  of  the  room  which  was  not 
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plain  to  me  and  I  doubt  whether  it  is  plain  to  the  members  of  the 
committee.  Mr.  Burns  was  telling  about  the  price  card  that  was 
being  sent  out  by  Mr.  Durant,  and  Congressman  Young  raised  the 
question  as  to  what  difference  it  could  make  that  this  card  was  sent 
out  carrying  the  prices  for  the  different  elevators,  and  that  they  fol- 
lowed that  price,  inasmuch  as  the  prices  for  grain  were  published  in 
the  papers  all  over  the  country. 

I  want  to  ask  Judge  Burns  whether  those  prices  were  the  prices 
that  had  been  paid  the  day  the  cards  were  sent  out,  and,  if  so, 
whether  they  were  the  prices  in  the  open  market  at  the  terminals  or 
whether  they  were  the  prices  that  were  to  be  paid  at  some  future 
date  at  some  inland  town,  for  instance.  I  do  not  think  that  was 
plain,  Mr.  Burns. 

Mr.  Burns.  Of  course,  the  daily  press  carries  what  happened  yes- 
terday on  the  exchange,  in  a  general  way.  Some  of  them  carry  elabo- 
rate jfigures.  For  instance,  you  can  pick  up  your  morning  paper^  if 
it  happens  to  be  a  paper  of  any  size,  and  you  turn  over  to  the  market 
column,  and  you  will  see  that  wheat  had  a  range — ^No.  1  wheat  yes- 
terday sold  on  the  boards,  we  will  say,  opened,  $2;  high,  $2.05: 
closed,  $1.97.  That  gives  you  a  pretty  good  idea  of  what  happened 
on  No.  1  wheat  in  Minneapolis  yesterday.  You  will  also  find  that 
cash  wheat.  No.  1,  sold  on  the  tables  for  so  much;  and  maybe  you 
will  find  sample  grades  sold  for  all  sorts  of  prices — sometim^  a 
range  of  20  cents  a  bushel. 

But  that  has  very  little  bearing  upon  the  proposition  that  I  was 
trying  to  present,  to  wit,  that  these  country  dealers  await  this  card 
and  accept  and  adopt  this  card  as  the  command  from  their  em- 
ployers that  they  shall  pay  the  price^s  indicated  thereon. 

It  is  only  fair  to  Mr.  Durant  to  say  that,  as  a  general  rule,  prices 
he  puts  on  there  have  some  relation  to  the  previous  day's  prices  in 
Minneapolis.  Sometimes  the  discount  between  yesterday's  Minne- 
apolis prices  and  the  card  prices  are  very  close  and  sometimes  very 
wide.  But  I  feel  that  the  record  will  show  any  jury  of  disinterested 
citizens  who  will  take  the  pains  to  read  it,  that  however  much  Con- 
gressmen may  be  astonished,  as  I  was  at  that  time,  Mr.  Durant,  the 
publisher  of  the  Grain  Bulletin  was  the  "  autocrat "  of  the  farm 
price  of  grain  in  the  Minneapolis  territory. 

Mr.  HxTCHiNsoN.  Who  made  him  the  " autocrat"? 

Mr.  Burns.  Let  us  see  if  I  can  illustrate,  Mr.  Hutchinson. 

Mr.  Hutchinson.  You  say  the  people  all  believed  him.  Did  they 
make  him  the  "autocrat"? 

Mr.  Burns.  No,  sir ;  they  did  not  make  him  the  autocrat.  It  was 
the  big  buyers  of  grain  who  made  him  the  autocrat.  Here  are  ele- 
vators A,  JB,  C,  and  D.  We  will  say  they  are  big  line  elevators, 
whose  principal  business  ft  is  to  put  their  branch  houses  all  over  the 
State  of  Minnesota  for  the  purpose  of  buying  grain  at  country  points. 
For  instance,  if  you  go  to  one  of  those  countrjr  points  you  will  find  A 
elevator  sitting  over  there  and  B  elevator  sittmg  over  there  [illus- 
trating], and  that  is  all  the  competition  there  is  at  that  place — two 
elevators. 

Mr.  Hutchinson.  Do  vou  mean  that  Durant  put  out  prices  which 
were  not  right — printed  raise  prices,  and  the  people  believed  them  ? 

Mr.  Burns.  I  do  not  know  whether  you  would  call  them  false 
prices  or  not. 
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Mr.  Hutchinson.  But  did  the  people  keep  on  believing  them? 
Would  not  they  find  out  in  any  way,  and  would  they  still  say  he 
was  the  autocrat  ?  ' 

Mr.  Burns.  Just  follow  me  a  minute  and  I  will  give  you  the  pic- 
ture of  it. 

We  live  at  X,  a  little  remote  hamlet,  we  will  say,  out  in  Minne- 
sota, and  at  X  there  is  elevator  A  and  elevator  B  alone  which  are 
buying  grain.  I  live  out  here  raising  grain.  I  have  been  led  to  be- 
lieve that  elevator  A  and  elevator  B  belonged  to  two  different  parties, 
and  that  there  is  no  concerted  action  between  them ;  that  they  are 
competitive.  If  I  bring  my  grain  into  X  to  sell  it,  and  I  do  sell  it, 
and  it  afterwards  develops  that  a  man  named  Durant  has  sent  ele- 
vator A  a  price  card  and  elevator  B  a  price  card,  and  has  sent  them 
identically  the  same  price,  that  is  the  only  opportunity  I  have  got  to 
sell  my  ^rain,  and  I  sell  it  to  one  of  them. 

Then  if  I  can  go  one  step  back  behind  the  scenes,  and  find  that  the 
owner  of  elevators  A  and  B  have  previously  instructed  their  man- 
agers to  pay  respectively  for  Burns'  grain  at  X  station  just  the 
price  the  card  carries,  I  say  that  makes  Mr.  Durant  the  autocrat  of 
the  country  price  of  my  grain  that  day  at  that  station. 

Mr.  McLaughlin  of  Nebraska.  When  you  and  the  others  asso- 
ciated with  you  sent  out  this  card  to  get  information  as  to  whether 
these  line  elevator  men  and  others  were  following  Durant's  prices, 
was  there  any  protest  came  to  you  from  the  operators  of  these  line 
elevators  in  Minneapolis  as  to  the  questionnaire  you  had  sent  out? 
Did  any  of  them  see  you  ? 

Mr.  Burns.  As  a  side  play,  after  they  were  mailed  and  gone, 
maybe  24,  36,  or  48  hours,  why,  from  time  to  time  one  of  the  owners 
of  the  line  house  would  appear.  I  can  see  one  now  stepping  in.  I 
will  not  call  his  name.  He  is  an  elderly  gentleman,  and  he  held  one 
of  the  questionnaires  in  his  hand,  and  he  said,  "  I  see  here  that  the 
Trade  Commission  or  the  Government — I  see  by  this  that  the  Gov- 
ernment has  evidently  sent  out  a  questionnaire  to  my  country  mana- 
gers relating  to  the  (train  Bulletin,  asking  certain  information  about 
its  information,  etc." 

"  Yes,  sir." 

He  said,  "  I  also  see  that  the  reply  is  requested  or  commanded  for 
each  station  ? " 

"Yes,  sir." 

"  Well,  I  came  up  to  get  a  copy  for  each  station,  as  our  managers 
have  been  instructed  to  refer  such  matters  to  headquarters  for  reply." 

We  told  him  that  the  managers  would  reply ;  that  the  Government 
had  instructed  or  commanded  them  to  reply,  and  we  did  not  have 
any  duplicate  copies,  or  something  like  that.  To  make  a  long  story 
short,  a  great  many  had  replied.  1  remember  telling  him  that  many 
of  his  managers  had  already  replied.  Several  of  them  came  72  hours 
after  the  mailing  of  the  thing. 

But  if  you  have  got  a  hundred  country  managers  buying  grain  for 
you  [indicating  one  member  of  the  committee] ,  and  you  have  a  hun- 
dred country  managers  buying  for  you  [indicating  another  member 
of  the  committee!,  and  you  instruct  your  hundred  managers  [indi- 
cating] to  pay  whatever  the  gentleman  over  here  says  on  the  card 
you  shall  pay,  and  you  [indicating]  instruct  your  hnndred  managers 
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to  do  likewise,  and  that  becomes  an  established  fact,  to  m^^  mind  it  is 
just  that  much  evidence,  and  I  think  overwhelming  in  character,  that 
you  and  the  other  gentleman  over  there  [indicating]  have  merely 
gotten  together  and  agreed  that  while  you  yourselves  would  not  fix 
prices  between  you,  that  you  would  instruct  your  subordinates  to 
follow  the  prices  fixed  by  the  third  man. 

STATEMENT  OF  HE.  CHESTEE  MOEEILL,  ASSISTANT  TO  THE 
CHIEF,  BTJEEAU  OF  MAEKETS,  UNITED  STATES,  SEPABTMENT 
OF  AGEICULTUEE,  WASHINGTON,  B.  C. 

The  Chairman.  Mr.  Morrill,  the  committee  has  under  considera- 
tion future  trading.  We  shall  be  pleased  to  hear  from  you  and  to 
have  any  suggestions  that  your  department  may  have  to  oflPer. 

Mr.  Morrill.  The  chairman  of  this  committee  and  the  chairman 
of  the  Senate  Committee  on  Agriculture  have  asked  the  Secretaiy 
of  Agriculture  for  an  opinion  on  the  House  bill  introduced  by  Mr, 
Haugen  and  on  the  Senate  bill  introduced  by  Mr.  (ironna.  That 
expression  of  opinion  is  being  prepared,  and  I  have  no  doubt  will 
be  in  the  hands  of  the  respective  chairmen  very  shortly. 

In  advance  of  the  furnishing  of  that  expression  of  opinion  I  can 
say  that  the  Secietary  of  the  Department  of  Agriculture  consider^ 
that  there  is  an  important  function  that  the  future  grain  exchanges 
can  and  should  perform.  That  function  is  such  that  it  is  of  a  great 
deal  of  importance  to  the  people  of  the  country,  the  producers  of 
grain,  the  consumers  of  gram,  and  all  those  who  are  concerned  with 
its  handling  that  it  should  be  performed  in  a  thoroughly  legitimate 
way,  and  that  the  purposes  of  the  function  should  be  accomplished. 

The  exchanges  are  affected  with  the  public  interest;  they  can  not 
be  considered  as  purely  private  interests  in  absolute  and  sole  control 
of  this  business,  and  the  public  is  entitled  to  know  what  are  the  facts. 

The  future  exchanges,  in  so  far  as  their  functions  are  legitimate 
and  proper,  perform  a  service  separate  and  apart  from  the  cash  grain 
markets,  and  that  distinction  is  made  in  the  report  of  the  Federal 
Ti'ade  Commission,  Volume  V,  on  future  trading  operations  in  grain, 
which  also  contains  a  report  on  warehouses;  and  in  that  re|>ort  the 
Federal  Trade  Commission  makes  this  comment  upon  the  hed^ging 
function  [reading]  : 

It  should  be  noted  that  settlement  and  cancellation  of  future  contracts  prior 
to  the  t  ine  of  delivery  is  essential  to  the  serviceability  of  the  most  Important 
of  the  business  uses  of  the  future  contract;  namely,  "hedging."  Altording  an 
opportunity  for  hedging — which  is  a  device  to  enable  a  merchant  or  nianufai- 
turer  to  avoid  certain  commercial  risks — is  the  principal  economc  servlcv  of 
future  trading. 

For  example,  an  elevator  company  on  baying  1,000  bushels  of  actual  grain, 
sells  a  contract  for  a  1,000  bushels  of  futures  against  this  cash  purchase, 
expecting  to  buy  in  this  quantity  of  futures  at  the  time  the  actual  grain  *^ 
sold.  Any  marked  change  in  market  or  other  conditions  will  affect  the  prirt*! 
of  actual  or  cash  grain  and  of  contracts  for  the  future  deUvery  of  grain  «ili- 
stantially  alike.  If,  therefore,  the  price  of  the  actual  grain  purchases  rtecUiie< 
10  cents  between  the  time  of  its  purchase  and  the  time  of  its  sale  by  the  olie- 
vator  company,  the  price  of  futures  will  presumably  also  have  declined  ab«ior 
10  cents.  As  the  elevator  compsiny  when  it  bought  the  actual  grain  also  »»Ui 
a  future  contract,  the  company  Is  thus  enabled  to  buy  in  the  name  quant  it> 
of  futures  for  10  cents  less  than  it  paid  for  them,  thus  comiiensatixig  Uf^^K 
for  its  lO-cent  loss  upon  the  actual  grain  and  leaving  it  with  only  Its  ordinarj 
merchandising  margin.  Similarly,  only  the  merchandising  margin  of  pn^fiti*  \^ 
left  if  prices  go  up.  though  the  cash  grain  be  sold  for  much  more  tlinD  the 
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ordinary  excess  above  the  price  paid  for  it.  Tlie  point  of  interest  as  re^rds 
hedging:  in  the  present  connection  is  the  fact  that  the  liedger  will  not 
ordinarily  deliver  on  his  future  sale.  He  will  probably  not  wish  to  hold  the 
Krain  long  enough  to  reach  the  delivery  month,  and  furthermore  the  grain  is 
likely  to  be  of  such  a  quality  that  he  can  get  a  premium  for  it  in  the  "  sample 
market"  that  is  not  obtainable  through  delivery  on  the  future.  His  future 
contract  enables  him  to  avoid  speculative  risks  in  price,  but  does  not  neces- 
sarily involve  delivery. 

It  should  be  noted  that  a  miller  similarly  hedges  by  buying  futures  against 
flour-sales  contracts,  and  that  the  miller  also  seldom  v/ishes  to  take  delivery 
on  his  hedges,  preferring  to  buy  grain  with  reference  to  its  adaptation  to  his 
particular  needs  and  on  the  basis  of  the  testing  of  samples. 

That  is  all  I  will  quote  in  reference  to  the  hedging  function  of 
future  exchanges,  except  that  the  commission  goes  on  and  says : 

The  point  of  chief  economic  interest  in  connection  with  the  subject  of  de- 
liveries is  not  the  ratio  of  deliveries  to  transactions,  which  is,  of  course,  small, 
but  that  delivery  is  contemplated  as  an  eventuality  and  consequently  has 
more  or  less  eltect  on  the  production,  price,  and  consumption  of  the  com- 
modity dealt  in.    These  aspects  will  be  considered  in  a  later  volume. 

Then,  again,  they  say  that — 

Quotations  of  futures  are  regarded  by  the  trade  as  a  facility  of  the  utmost 
importance  for  the  grain  business  as  now  conductefl.  The  methods  by  which 
they  are  recorded  and  distributed  are  described  in  this  volume. 

Then,  again,  the  commission  says : 

Considerable  effort  has  been  made  by  tlip  commission  to  determine  the 
quantity  of  future  trading  in  graiji  in  the  United  States.  The  general  results 
are  given  here,  but  significant  details  will  appear  in  another  volume  of  this 
report.  The  quantity  of  future  trading  in  grain  varies  considerably  from  year 
to  year,  but  for  some  years  has  ])ei'n  above  20,000  000.000  bushels.  About  five- 
sixths  of  this  trading  is  done  on  the  Chicago  Board  of  Trade. 

It  is  the  belief  of  the  Secretary  of  Agriculture  in  the  present  con- 
dition of  affairs  with  reference  to  future  trading  that  the  legitimate 
function  with  reference  to  hedging  primarily,  and  with  reference  to 
affording  a  place  where  the  meeting  of  minds  of  conflicting  interests 
will  result  in  quotations  of  prices  for  grain  that  may  be  used  through- 
out the  commercial  world,  is  such  that  while  the  future  exchanges 
should  be  allowed  to  continue  to  function  for  that  purpose,  there 
should  be  regulation  of  the  future  exchanges  so  that  the  people  may 
be  assured  that  that  function  is  being  properly  performed. 

If  after  Congress  has  provided  regulation  for  the  future  exchanges, 
they  still  fail  to  perform  that  function,  then  would  be  time  enough 
to  consider  what  further  action  should  be  taken.  So  far,  the  grain 
future  exchanges  have  not  been  regulated  by  Congress,  and  if  the 
States  have  attempted  to  d^  any  regulating  iit  is  not  apparent  in  its 
results. 

One  of  the  important  things  that  seems  quite  apparent  from  a 
reading  of  the  report  of  the  Federal  Trade  Commission,  and  from 
the  general  inquiries  that  are  constantly  made  by  people  who  are 
interested  in  this  subject,  is  the  fact  that  we  lack  definite  authorita- 
tive information  on  some  phases  of  future  trading,  and  therefore 
any  law  which  Congress  passes  should  provide  the  means  of  getting 
exact  information  as  to  the  volume  of  future  trading  and  other  facte 
connected  with  it,  and  for  the  publication  of  those  facts. 

The  Federal  Trade  Commission  has  had  quite  a  bit  of  difficulty 
in  getting  such  information  as  it  did,  and  some  of  that  informa- 
tion is  in  rather  a  guesswork  form  in  some  respects. 
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I  believe  that  the  bills  introduced  by  Messrs.  Haugen  and  Gronna 
do  provide  quite  definitely  the  power  to  get  information  and  re- 
quire that  it  be  published. 

The  bill  introduced  by  Mr.  Haugen  follows  in  many  respects  the 
cotton  futures  act.  It  goes  further  in  certain  respects  than  the 
cotton  futures  act.  The  cotton  futures  act,  and  therefore  Mr. 
Haugen's  bill,  is  based  upon  the  theoiy  that  the  contract  which  is 
used  on  the  future  exchanges  for  the  purpose  of  providing  a  hedge, 
which  the  actual  cotton  trade  or  gram  trade,  as  the  case  may  be, 
deems  necessary,  and  which  contract  lays  the  basis  for  the  published 

? notations  that  are  used  throughout  the  trade,  should  be  an  absolutely 
air  contract;  it  should  be  a  contract  that  as  far  as  possible  pre- 
vents manipulation  and  depression  of  values  in  so  far  as  the  terms 
of  the  contract  are  concerned.  For  example,  under  the  cotton  futures 
act  the  number  of  grades  is  limited,  and  the  grades  used  are  ve- 
quired  to  be  those  established  by  the  Federal  Government. 

The  classification  of  the  cotton  delivered  on  cotton-futures  contracts 
must  be  made  by  Government  employees  so  as  to  eliminate  the  possi- 
bility of  irregular  classification  under  the  domination  of  s|>eoial 
interests. 

The  differences  that  are  used  in  the  settlement  for  grades  above  or 
below  the  contract  or  basic  grade  must  be  conmiercial  differences  and 
not  differences  fixed  by  the  committees  of  the  exchanges. 

Mr.  Hutchinson.  May  I  ask  you,  Are  not  all  grains  graded  by 
Government  employees? 

Mr.  Morrill.  At  the  present  time  wheat,  corn,  and  oats  are  graded 
by  inspectors  licensed  by  the  Secretary  of  Agriculture,  who  operate 
under  the  United  States  grain  standards  act,  which  is  a  law  regu- 
lating the  grading  of  gram  for  the  purpose  of  interstate  commerce. 
Those  inspectors  are  not  employees  or  the  Department  of  Agriculture, 

Mr.  Hutchinson.  Thev  are  appointed  by  the  department,  are  they 
not? 

Mr.  Morrill.  They  are  licensed  by  the  Secretary  of  Apiculture. 
In  the  case  of  a  number  of  States,  such  as  Illinois,  Missouri,  Kansas, 
Minnesota,  and  some  others,  the  inspectors  are  State  employees, 
operating  under  State  authority,  and  the  grain  standards  act  requires 
that  every  inspector  of  grain  who  is  authorized  and  employed  by  a 
State  having  a  State  grain-inspection  department  must  be  licensed*  by 
the  Secretary  of  Agriculture.  He  has  no  control  over  the  issuance 
of  that  license ;  he  must  license. 

In  the  cases  of  States  and  localities  where  the  inspectors  are  not 
State  emplovees,  then  the  Secretary  of  Agriculture  determines  their 
competency  l^ef ore  issuing  the  licenses. 

That  applies  to  those  three  grains,  because  only  those  three  grains 
have  been  standardized  by  the  Federal  Government.  The  Federal 
Government  at  the  present  time  has  no  control  whatsoever  over  the 
iAspection  and  grading  of  other  grains. 

Li  case  of  dissatisfaction  by  an  interested  party  with  the  deter- 
mination of  grade  by  a  licensed  inspector,  an  appeal  may  l>e  taken 
to  the  Secretary  of  Agriculture  if  tlie  grain  involved  in  the  trans- 
action was  sold,  offered  for  sale,  consigned  for  sale,  shipped  or  de- 
livered for  shipment  in  interstate  commerce,  but  could  not  take  an 
appeal  in  purely  intrastate  transactions.  The  transactions  on  fnture 
exchanges  are  intrastate  transactions. 
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Mr.  Hutchinson.  For  instance,  a  man  buys  No.  2  corn  at  Chicago, 
and  by  the  time  it  gets  East  it  has  spoiled  and  a  dispute  arises.  WIio 
settles  that? 

Mr.  Morrill.  That  depends  upon  the  terms  of  the  contract.  If  ho 
bought  it  on  Chicago  grades  and  Chicago  inspection,  he  is  bound  to 
receive  it  according  to  what  it  was  graded  in  Chicago. 

Mr.  Hutchinson.  Then  he  is  bound  to  receive  itT 

Mr.  Morrill.  If  he  made  his  contract  that  way. 

Mr.  Hutchinson.  Even  if  the  com  gfets  hot  and  spoils? 

Mr.  Morrill.  Certainly.  The  only  remedy  he  would  have  would 
be  in  case  there  might  have  been  a  fraud  committed  on  him  or  some- 
thing of  that  kind.  In  other  words,  he  makes  the  contract,  not  the 
law.  He  can  make  his  contract  either  on  the  shipping  point  terms 
or  destination  terms  or  on  basis  of  condition  at  some  point  en  route, 
and  according  to  his  contract  he  takes  it  as  it  happens  to  be  at  the 
point  designated  in  the  contract.  So  far  as  the  grain  standards  act 
IS  concerned,  if  that  is  an  interstate  shipment  and  he  appeals  from 
the  inspection,  he  gets  the  determination  of  grade  at  the  place  of  in- 
spection, and  can  use  that,  provided  his  contract  permits  him  to  do 
so.    The  Government  does  not  control  the  execution  of  the  contract 

Mr.  Hutchinson.  Suppose  I  buy  in  Chicago  No.  2  yellow  com 
delivered  in  Philadelphia.  It  passes  as  No.  2  m  Chicago,  but  when 
it  gets  to  Philadelphia  it  is  hot. 

Mr.  Morrill.  In  other  words,  your  contract  provides  it  shall  be 
No.  2  at  Philadelphia,  bought  on  Philadelphia  grades? 

Mr.  Hutchinson.  No  ;  i  buy  on  Chicago. 

Mr.  Morrill.  In  Chicago  it  grades  No.  2  yellow,  and  is  there  any 
question  in  your  mind  that  in  that  particular  case  there  was  No.  2 
yellow  at  Chicago? 

Mr.  Hutchinson.  I  have  the  inspection. 

Mr.  Morrill.  You  have  the  inspection  showing  No.  2  yellow,  but 
when  it  arrives  at  Philadelphia  it  is  hot? 

Mr.  Hutchinson.  Yes. 

Mr.  MorrilI/.  In  that  ease,  unless  there  is  some  reason  to  Question 
the  grading  a't  Chicago,  I  do  not  see  what  redress  vou  would  nave. 

Mr.  Hutchinson.  There  is  a  certain  period  during  which  it  is 
difficult  to  determine  what  com  will  be  in  two  or  three  weeks? 

Mr.  Morrill.  Yes,  sir. 

Mr.  Hutchinson.  I  was  asking  how  you  would  settle  those  dis- 
putes. 

Mr.  Morrill.  The  Government  does  not  settle  those  disputes;  it 
simply,  in  case  of  disputes,  determines  the  grade  wherever  the  in- 
spection was  made. 

In  the  case  of  inspections  at  Chicago  by  Illinois  State  inspectors, 
under  the  supervision  of  the  Department  of  Agriculture,  that  is  sub* 
ject  to  the  right  of  appeal-- — 

The  Chairman  (interposing).  I  understood  you  to  say  future  con- 
tracts were  interstate  commerce. 

Mr.  Morrilu  The  contracts  made  on  future  trades  are  intrastate 
commerce.  It  has  been  so  held  by  the  Supreme  Court  of  the  United 
States.  The  Department  of  Agriculture,  at  the  time  the  hear- 
ings were  held  on  possible  cotton  futures  legislation,  was  called  upon 
to  express  an  opinion  on  several  bills  that  were  then  pending,  and 
the  opinion  of  the  Department  of  Agriculture,  signed  oy  Secretary 
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Houston,  of  May  23, 1914,  appear  in  the  hearings  on  the  regulation 
of  cotton  exchanges  before  the  Committee  on  Agriculture  of  the 
House  of  Bepresentatives  of  the  Sixty-third  Congress,  second  ses- 
sion. 

In  that  opinion  the  Secretary  of  Agriculture  took  up  one  biU 
which  was  based  on  the  commerce  clause  and  the  post  office  and  post 
roads  clause  of  the  Constitution ;  another  bill,  which  was  also  framed 
on  those  clauses ;  and  another  bill  which  was  framed  under  the  taxing 
power  of  Congi-ess.  The  bill  which  was  framed  under  the  taxing 
power  of  Congress  became  the  cotton  futures  act,  in  substance. 

In  connection  with  the  bills  which  were  framed  under  the  inter- 
state commerce  clauses  and  the  post  office  and  post  roads  clauses,  the 
Secretary  discussed  the  law  as  well  as  the  effectiveness  of  the  bills. 

The  Chairman.  I  suggest  you  put  it  in  the  record. 

(The  data  referred  to  by  Mr.  Mon'ill  is  here  printed  in  full,  as 
follows:) 

Department  of  Agriculture, 

Washington,  April  23,  J9li. 
Hon.  A.  F.  Lever, 

Chairman  Committee  on  Agriculture, 

House  of  Representatives. 

Dear  Mr.  Lever:  In  response  to  the  request  contained  in  your  letter  of  the 
6th  instant,  there  is  submitted  herewith  a  report  giving  the  views  of  this  de- 
partment on  the  constitutionality  of  three  bills  pending  before  your  committee, 
designated  as  H.  R.  8192,  S.  110,  and  H.  R.  15318,  and  on  the  comparaltve  effec- 
tiveness of  these  bills  to  eliminate  the  abuses  connected  with  dealings  in  cotton 
futures. 

H.  R.  8192. 

SUMMARY  or  PROVISIONS. 

Section  1  defines  certain  terms  used  in  tlie  bilL 

Section  2,  as  interpreted  by  section  1,  makes  it  unlawful  for  any  person, 
partnership,  joint-stock  company,  society,  association,  or  corporation,  their  man- 
agers and  officers,  to  send,  or  cause  to  be  sent,  by  telegraph,  telephone,  wireless 
telegraph,  cable,  or  other  means  of  communication  from  one  State  or  Territory  of 
the  United  States  or  the  District  of  Columbia,  to  any  otlier  State  or  Territory 
of  the  United  States  or  the  District  of  Columbia,  or  to  any  foreign  country,  any 
communication  either  offering  to  make  or  enter  into  a  contract  for  the  pnrchase 
or  sale  for  future  delivery  of  cotton  without  intending  that  such  cotton  sban  be 
actually  delivered  or  received,  or  offering  to  make  or  enter  into  a  contrart 
whereby  any  party  thereto,  or  any  party  for  whom  or  in  whose  behalf  sach 
contract  is  made,  acquires  the  right  or  privilege  to  demand  in  the  future  the 
acceptance  or  delivery  of  cotton  without  being  thereby  obligated  to  accept  or  t^ 
deliver  such  cotton.    Penalties  are  attached  for  violation  of  this  provision. 

Section  3  requires  the  person  sending  the  message  to  furnish  to  the  pencw 
transmitting  the  same  an  affidavit  regarding  the  sender's  Intention  as  to  actual 
delivery  or  acceptance  of  the  cotton.  Penalties  are  attached  for  knowingly 
making  a  false  statement  In  any  such  affidavit.  It  is  also  provided  that  proof 
of  failure  to  make  such  affidavit  shall  be  prima  facie  evidence  that  the  mesrage 
related  to  a  contract  prohibited  by  section  2,  and  that  proof  of  failure  to  de- 
liver or  receive  the  cotton  called  for  under  tlie  contract  shall  be  prima  fiicle 
evidence  that  there  was  no  Intention  to  deliver  or  receive  such  cotton  when  the 
contract  was  made. 

Section  4  authorizes  agents  of  telegraph,  telephone,  wireless  telegraph,  and 
cable  companies  to  adndnlster  oaths  required  by  the  bill. 

Section  5  prohibits  any  owner  or  operator  of  any  telegraph  or  telephone  line. 
wireless  telegraph*  cable,  or  other  means  of  communication,  and  any  offl<TX, 
agent,  or  employee  of  such  owner  or  operator  from  knowingly  transmitting  or 
allowing  to  be  transmitted  any  message  relating  to  the  contracts  described  in 
section  2,  and  penalizes  sach  oflienses. 
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Seotion  6  di^clares  certain  printed  and  written  matter  tending  to  induce  or 
promote  tlie  making  of  contracts  described  in  section  2  to  be  nonmailable  and 
prohibits,  under  i)enalty,  anyone  from  Itnowingly  mailing  any  such  matter. 

Section  7  authorizes  the  Postmaster  General  to  instruct  postmasters  in  post 
offices  at  which  any  mail  matter  declared  by  section  6  to  be  nonmailable  is 
received  to  return  the  same  to  the  sender. 

Section  8  grants  immunity  from  prosecution  to  any  uerson  called  upon  to 
testify  regarding  violations  of  the  act. 

CONSTITUTIONALITY. 

This  bill  is  framed  under  the  commerce  clause  and  the  post-office  and  post- 
reads  clause  (Art.  I,  sec.  8)  of  the  Constitution. 

The  principal  section  prohibits  the  sending  from  one  State  or  Territory  or 
the  District  of  Columbia  to  another  State  or  Territory  or  the  District  of  Co- 
lumbia or  to  a  foreign  country  of  certain  classes  of  communications  by  tele- 
graph or  telephone.  The  classes  of  communications  affected  ai-e:  (1)  Offers 
to  enter  into  contracts  for  the  purchase  or  sale  of  cotton  for  future  delivery 
without  intending  that  it  shall  be  actually  received  or  delivered;  and  (2) 
offers  to  enter  into  contracts  whereby  any  party  thereto,  or  any  party  for 
whom  or  in  whose  behalf  such  contracts  are  made,  acquires  the  right  or  privi- 
lege to  demand  in  the  future  the  acceptance  or  delivery  *^  "otton  without  being 
thereby  obligated  to  deliver  or  to  accept  the  same. 

The  first  class  involves  those  future  contracts  respecting  which  the  parties 
do  not  intend  that  the  article  shall  be  delivered,  but  usually  Intend,  instead, 
that  the  transaction  shall  be  settled  by  paying  he  difference  beween  the 
contract  and  the  market  price.  The  second  class  comprises  options  to  buy  or 
sell  at  a  future  date.  Both  are  essentially  gambling  transactions  and  are  void 
as  against  public  policy.  (Clews  v,  Jamieson,  182  U.  S.,  461;  White  t?.  Barber, 
123  U.  S.,  392.) 

Thus,  what  is  prohibited  by  section  2  of  the  bill  is  the  sending  by  telegraph 
or  telephone  from  one  State  or  Territory  or  the  District  of  Columbia  to  another 
State  or  Territory  or  the  District  of  Columbia  or  to  a  foreign  country  of  propos- 
als to  enter  into  gambling  transactions.  The  question  is  whether  Congi'ess  has 
authority  to  enact  this  prohibition. 

Intercourse  by  telegraph  or  telephone  between  one  State,  Territory,  or  Dis- 
trict of  the  United  States  and  another  State,  Territory,  or  District  of  the 
United  States  or  a  foreign  country  Is  interstate  or  foreign  commerce  and  Is, 
therefore,  subject  to  regulation  by  Congress  under  the  commerce  clause  of  the 
Constitution.  (Pensacola  Telegraph  Co.  v.  Western  Union  Telegraph  Co..  96 
U.  S..  1 ;  Telegraph  Co.  r.  Texas,  105  U.  S.,  460 ;  Western  Union  Telegraph  Co.  v. 
Pendleton,  122  U.  S.,  347 ;  Muskogee  National  Telephone  Co.  v.  Hall,  118  Fed., 
382.) 

It  has  been  held  to  be  within  the  power  of  Congress,  under  the  commerce 
clause,  to  prohibit  the  Interstate  shipment  or  transportation  of  articles  deemed 
injurious  to  the  morals  or  health  of  the  people,  such  as  lottery  tickets,  remedies 
for  the  prevention  of  conception,  adulterated  foods  and  drugs,  etc.  (Lottery 
Case.  188  U.  S.,  321;  United  States  v.  Popper,  98  Fed.,  423;  Hlpollte  Egg  Co. 
v.  United  States,  220  U.  S.,  45 ;  Shawnee  Milling  Co.  v.  Temple.  179  Fed.,  517 ; 
see  also  Hoke  r.  United  States,  227  U.  S.,  308,  and  Wilson  v.  United  States, 
232  U.  S.,  533.)  Likewise^  It  would  seem  to  be  within  the  power  of  Congress 
to  prohibit  the  sending  or  transmission  from  one  State  to  another  by  telegraph 
or  telephone  of  messages  w^hlch  are  Injurious  to  the  morals  of  the  people, 
because  In  furtherance  of  gambling  contracts.  The  analogy  here  drawn  was 
indicated  in  Telegraph  Co.  v.  Texas  (105  U.  S.,  464),  wherein  the  court  said 
that— 

"  A  telegraph  company  occupies  the  same  relation  to  commerce  as  a  carrier  of 
messages  that  a  railroad  company  does  as  a  carrier  of  goods." 

Under  the  bill  as  drawn  the  prohibition  in  section  2  extends  to  the  sending 
of  messages  by  telegraph,  telephone,  wireless  telegraph,  cable,  and  other  means 
of  communication.  It  is  not  clear  Just  what  the  phrase  "  other  means  of  com- 
munication" would  include.  Under  the  rule  of  ejusdem  generis  it  would 
probably  be  construed  as  confined  to  any  possible  agencies  of  communication 
other  than  those  specifically  mentioned,  which  are  based  on  or  which  apply 
the  scientific  principles  of  the  telegraph  and  telephone.  But  if  the  phtiise  be 
held  to  Include  such  means  of  communication  as  railroads  and  boats,  which 
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carry  corporeal  objects,  instead  of  Intangible  messages,  there  is  at  least  :i 
doubt  as  to  the  validity  of  the  proposed  legislation  when  applied  to  such  other 
means  of  communication.  This  doubt  arises  primarily  out  of  certain  stateiiieDts 
of  the  United  States  Supreme  Court  in  Paul  r.  Virginia  (8  Wall.,  168)  and  cases 
I'* blowing  it. 

It  is  firmly  established  that  contracts  of  insurance  are  not  transactions  of 
interstate  commerce,  which  are  subject  to  regulation  by  Congress  under  the 
connnerce  clause  of  the  Constitution.  (Paul  v.  Virginia,  8  Wall.,  168;  Hooper 
r.  California,  155  U.  S.,  648;  New  York  Life  Insurance  Co.  t'.  Craven.s,  ITS 
v.  S.,  389.)  Likewise,  contracts  for  the  sale  of  an  article  for  future  delivery 
nre  not,  in  themselves,  transactions  of  interstate  commerce  if  they  do  not 
oblige  the  transportation  of  anything  from  one  State,  Territory,  or  District 
to  another  State,  Territory,  or  District  of  the  United  States.  (Ware  &  Lelaiid 
I.  Mobile  County,  209  V.  S.,  405.)  However,  In  Paul  ik  Virginia  (8  Wall.,  183). 
the  court,  in  the  course  of  Its  opinion,  goes  further  than  to  hold  that  the  con- 
tracts Involved  were  not  in  themselves  transactions  of  interstate  commerces 
and  says: 

**  These  contracts  are  not  articles  of  commerce  In  any  proper  meaning  of  the 
word.  They  are  not  .subjects  of  trade  and  barter  offered  In  the  market  as  some- 
thing having  an  existence  and  value  independent  of  the  parties  to  them.  They 
are  not  commodities  to  be  shipped  or  forwarded  from  one  State  to  another  and 
then  put  up  for  sale." 

Because  of  what  has  been  held  in  the  cases  referred  to,  and  particularly  be- 
cause of  what  was  said  in  the  extract  Just  quoted,  there  is  some  doubt  ai;  to 
whether  the  Supreme  Court  would  hold  that,  under  the  commerce  clause,  Con- 
gress is  empowered  to  regulate  the  physical  transportation  of  a  written  or 
printed  contract  or  offer  to  make  such  contract,  which  is  not  itself  the  subject 
of  interstate  commerce. 

On  the  other  hand,  if  the  holdings  that  the  Interstate  transportation  of  lot- 
tery tickets  and  of  Instruction  by  correspondence,  and  the  Interstate  trans- 
m  sslon  of  messages  by  telegraph  and  telephone  are  subject  to  regulat'on  by 
Congress  (Lottery  case,  supra;  Int.  Text  Book  Oo.  v,  Plgg,  217  U.  S.,  01),  an? 
adhered  to,  on  principle  it  Is  not  perceived  why  written  or  printed  contracts  or 
offers  to  umke  contracts  transpoited  Interstate  must  not  also  be  held  to  be 
subjects  of  interstate  commerce. 

The  provisions  In  section  3  of  the  bill  making  proof  of  failure  to  make  tlie 
affidavit  required  thereby  prima  facie  evidence  that  the  message  related  to  a 
contract  prohibited  by  section  2,  and  making  proof  of  failure  to  deliver  o*- 
receive  the  cotton  called  for  in  the  contract  prima  facie  evidence  that  there  was 
no  intention  to  deliver  or  receive  such  cotton  when  the  contract  was  made,  seetn 
to  be  authorized  and  not  to  infringe  any  constitutional  right.  (Mobile,  etc.,  Co. 
V,  Tumipseed,  219  U.  S.,  35;  Adams  v.  New  York,  192  U.  S..  585.) 

Section  6  of  the  bill  relating  to  the  use  of  the  mails  appears  to  be  valid  under 
the  authorities  cited  and  discussed  In  connection  with  S.  110. 

The  provisions  of  section  7,  giving  the  Postmaster  General  power  to  cause  the 
return  to  the  sender  of  certain  mail  matter,  seem  to  be  authorized  in  view  of 
the  decision  in  Public  Clearing  House  v.  Coyne.     (194  U.  S.,  497.) 

EFFECTIVENESS. 

It  Is  commonly  recognized  that  there  are  certain  evil  features  arising  out  of 
future  dealings  on  cotton  exchanges  as  at  present  conducted.  In  order  to  cor- 
rect the  evils  it  is  necessary.  In  some  manner,  to  regulate  these  transaction?. 
The  fundamental  test  of  the  effectiveness  of  a  bill  designed  to  correct  such  ertis 
is  its  ability  to  reach  the  class  of  transactions  which  require  to  be  re^nilateii. 

As  pointed  out  above,  the  bill  in  question  touches  only  two  classes  of  tranatc- 
tlons :  First,  cases  in  which  the  parties  do  not  intend  that  any  cotton  shall  be 
delivered  or  received  utider  their  contracts ;  second,  options  to  sell  or  bny«  oom- 
monly  known  as  "  puts  "  and  "  calls.**  Both  are,  In  their  nature,  gambling  con- 
tracts. They  are  almost  universally  illegal  under  the  laws  of  the  Tarioaa 
States. 

The  future  transactions  usually  conducted  on  cotton  exchanges  do  iM>t,  at 
least  on  their  faces,  belong  to  either  of  the  classes  descni)ed  in  the  bill,  but  are 
prima  fade  lawful  contracts.  Generally,  such  transactions  are  definite 
ments  on  the  part  of  one  party  to  deliver  to  another  party,  who.  In  tarn, 
to  receive  a  certain  quantity  of  cotton  within  a  fixed  period  of  time  at  a  fixed 
price.    The  obligations  to  deliver  and  receive  the  cotton  are  legally  bIndlBS. 
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It  is  doubtless  truo  that  a  large  portion  of  these  dealings  are  undertaken  by 
l)erson8  who  have  no  direct  Interest  in  either  the  production  or  the  distribution 
of  cotton.  Doubtless,  also,  a  large  proportion  of  the  buyers  of  these  future  con- 
tracts do  not  desire  the  delivery  of  actual  cotton,  and  a  large  proportion  of  the 
sellers  do  not  contemplate  making  physical  delivery.  Such  a  buyer,  instead 
of  receiving  the  actual  cotton,  sells  out  the  contract  before  it  has  matured  to 
another  party,  and  merely  gains  or  loses  the  difference  between  its  cost  and 
its  selling  price.  In  this  way  the  contract  may  be  sold  or  assigned  many  times 
l>efore  it  reaches  maturity.  However,  at  the  stated  time  of  delivery,  the  ulti- 
mate purchaser  is  obligated  to  receive  actual  cotton.  In  practice,  such  delivery 
is  usually  made  by  means  of  so-called  "  set-offs  "  or  "  ring  "  settlements,  which 
the  Supreme  Court  has  expressly  declared  to  be  legally  effective  for  the  purpose. 
(Board  of  Trade  v.  Christie  Grain  &  Stock  Co.,  198  U.  S.,  236.) 

In  order  to  bring  one  of  these  cotton-future  contracts  within  the  first  class 
of  transactions  described  in  the  bill,  it  would  be  necessary  to  show,  by  evidence 
outside  the  contract,  that  a  party  thereto  did  not  intend  that  any  cotton 
should  be  delivered  thereunder.  However,  in  view  of  the  binding  obligations 
on  the  parties  to  deliver  and  receive  actual  cotton,  under  the  usual  future 
contract  entered  into  on  cotton  exchanges,  and  of  the  fact  that  cotton  is  eventu- 
ally delivered  to  the  ultimate  purchaser,  it  would  seem,  in  such  cases,  to  be  prac- 
tically imposs  ble  to  show  conclusively  an  original  intention  of  e'ther  of  the 
parties   not   to  deliver  or  receive  actual   cotton. 

The  usual  future  contracts  entered  into  on  cotton  exchanges  are  so  dissimi- 
lar in  their  nature  to  "putj<"  and  ** calls"  that  they  could  in  no  sense  be 
brought  w.thin  the  second  class  of  transactions  described  in  the  bill. 

In  certain  instances,  there  may  be  carried  on  transactions  of  one  of  the 
classes  described  in  the  bill,  which  would  be  reached  by  it  if  one  of  the  parties 
conducted  his  negot'ations  by  interstate  telegraph  or  telephonse  service.  But 
the  bill  would,  in  general,  be  ineffective,  since  it  fails  to  reach  the  future  trans- 
act'ons  on  exchanges  that  give  rise  to  the  recognized  evils  which  it  is  desired 
to  correct. 

It  is  beL'eved  that  certain  forms  of  dealings  in  cotton  for  future  delivery, 
commonly  called  "  hedges,"  if  properly  conducted,  serve  an  imi)ortnnt  and  use- 
ful economic  function.  For  instance,  "  hedges  "  obviate  the  necessity  of  specu- 
lation by  spinners  as  to  the  price  of  cotton  needed  by  them  to  fulfill  contracts 
of  sale  of  goods  to  be  manufactured  from  cotton  running  over  long  periods.  It 
is  unquestionably  true  that  certain  ills  have  crept  into  the  system  of  conducting 
transactions  in  cotton  futures,  which,  as  more  fully  pointed  out  in  the  discussion 
of  H.  R.  15318,  injuriously  affect  the  public  interest.  But  it  is  these  ills  which 
it  is  desired  to  destroy ;  it  is  not  essential  or  desirable  completely  to  destroy  the 
business  of  dealing  In  futures. 

S.  110. 

SUMMABY  OF  PBOVISIONS. 

Section  1  of  the  bill  prohibits  any  person,  firm,  Joint-stock  company,  society, 
association,  or  corporation,  their  managers  or  officers,  who  are  members  of 
any  exchange,  society,  corporation,  or  association,  in  which  or  through  which 
any  contracts  for  the  future  delivery  of  cotton  are  made,  from  sending  through 
the  United  States  mall  any  letter,  document,  pamirfilet,  or  other  matter  in  the 
promotion  or  furtherance  of  the  making  or  enforcing  of  such  contracts,  unless 
such  exchange,  society,  corporation,  or  association  shall  require  all  such  con- 
tracts to  comply  with  certain  specified  conditions.  The  chief  conditions 
s^iecified  are  the  insertion  of  provisions  in  the  contract  requiring  the  cotton 
dealt  with  therein  to  be  within  certain  grade  limits  established  by  the  Secretary 
of  Agriculture,  and  provisions  governing  tlie  settlement  of  differences  in  case 
cotton  other  than  the  basis  gra<te  is  delivered. 

Section  2  makes  it  the  duty  of  the  Secretary  of  Agriculture  to  standardize 
separately  the  grades  of  upland  and  gulf  cotton. 

Section  3  provides  that  in  case  of  long  staple  cotton,  the  length  of  staple 
shall  be  designated  in  the  contract  and  the  cotton  shall!  be,  when  delivered,  of 
the  grade  and  length  of  staple  designated. 

Section  4  prohibits  any  person  or  corporation  from  sending  through  the 
mails  or  over  the  telegraph  wires  any  price  lists  of  sales  of  cotton  In  any 
cotton  exchange  engaged  In  selling  futures  which  does  not  use  a  contract  for 
future  delivery  of  cotton  in  accordance  with  the  provisions  of  the  bill. 


1050  FUTURE  TRADING. 

Section  5  grants  Immunity  from  prosecution  to  persons  called  upon  to  testify 
regarding  violations  of  tlie  act. 

Section  6  prescribes  penalties  for  certain  violations  of  the  act. 

CONSTITUTIONALITY. 

The  bill  is  framed  primarily  under  the  post  office  and  post  roads  clause  of 
the  Constitution,  and  altogether  so  except  a  part  of  section  4,  which  is  based 
on  the  commerce  clause. 

The  principal  section  of  the  bill  prohibits  members  of  exchanges  in  which 
or  through  which  contracts  for  future  delivery  of  cotton  are  made  from  send- 
ing through  the  United  States  mail  any  mall  matter  in  promotion  or  furtherance 
of  the  making  or  enforcement  of  such  contracts,  unless  such  exchange  requires 
the  contracts  to  comply  with  certain  conditions.  The  bill  takes  cognizance  of 
the  fact  that  there  are  certain  evil  features  arising  out  of  future  dealings  on 
cotton  exchanges  as  at  present  conducted.  It  appears  to  be  framed  on  the 
theory  that  if  the  contracts  comply  with  the  conditions  specified  in  the  bill, 
the  evil  features  will  be  eliminated ;  but  that  if  such  conditions  are  not  complied 
with,  these  evil  features  are  likely  to  be  retained.  The  first  question  to  con- 
sider, therefore.  Is  whether  Ccngross  has  the  right  to  exclude  from  the  roaiU 
printed  or  written  matter  promotive  of  a  class  of  dealings  which  it  deema  may 
be  injurious  to  the  public  welfare. 

The  power  of  Congress  to  exclude  from  the  mails  all  matter  concerning 
lotteries  and  fraudulent  schemes  has  been  sustained  by  the  United  States 
Supreme  Court.  (Ex  parte  Jackson,  96  U.  S.,  727;  In  re  Rapier,  143  U.  S.,  110; 
Homer  v.  U.  S.,  143  U.  S.,  571. ) 

In  Hoover  v.  McChesney  (81  Fed.,  472,  480)  it  is  stated  that  what  the  Su- 
preme Court  has  sustained  in  these  cases  is  the  exercise  of  a  so-called  police 
power  of  excluding  from  the  mails  that  which  may  be  declared  immoral  or 
injurious  to  the  morals  of  the  people  of  the  several  Statea  However,  it  does  ii«it 
appear  that  Congress,  In  the  exercise  of  its  power  over  the  Postal  Service,  is 
limited  to  the  exclusion  of  matter  deemed  Immoral  or  Injurious  to  the  morals  of 
the  people.    Its  power  rests  on  broader  ground. 

In  Ex  parte  Jackson,  supra,  the  court  says : 

"The  power  possessed  by  Congress  embraces  the  regulation  of  the  entire 
postal  system  of  the  country.  The  right  to  designate  what  shall  be  carried 
necessarily  involves  the  right  to  determine  what  shall  be  excluded." 

In  Public  Clearing  House  v,  Coyne  (194  U.  S.,  497,  506)  the  court  states: 

"  The  legislative  body  in  thus  establishing  a  postal  service  may  annex  such 
•conditions  to  it  as  it  chooses." 

"  In  establishing  such  a  system  Congress  may  restrict  its  use  to  letters  and 
deny  it  to  periodicals;  it  may  include  periodicals,  and  exclude  books;  It  may 
admit  books  to  the  mails  and  refuse  to  admit  merchandise,  or  It  may  include  all 
of  these  and  fail  to  embrace  within  its  regulation  telegrams  or  large  parcels  of 
merchandise,  although  in  most  civilized  countries  of  Europe  these  are  also  made 
a  part  of  the  postal  service.  It  may  also  refuse  to  include  in  its  mails  sadi 
printed  matter  or  merchandise  as  may  seem  objectionable  to  it  upon  the  groopd 
of  public  policy,  aa  dangerous  to  its  employees  or  injurious  to  other  mail  mat- 
ter carried  in  the  same  packages.  The  postal  regulations  of  this  country.  Issued 
in  pursuance  of  act  of  Congress,  contain  a  long  list  of  prohibited  articles  dan- 
gerous in  their  nature,  or  to  other  articles  with  which  they  may  come  in  con- 
tact, such,  for  instance,  as  liquids,  poisons,  explosives  and  inflammable  articles, 
fatty  sabstances,  or  live  or  dead  animals,  and  substances  which  exhale  a  bad 
odor.  It  has  never  been  supposed  tliat  the  exclusion  of  these  articles  denied  u> 
their  owners  any  of  their  constitutional  rights." 

Within  the  extent  of  this  broad  power,  it  rests  with  Congress  to  determine, 
in  its  discretion,  how  such  power  shaU  be  exercised.  (In  re  Rapier,  1*3  U,  S., 
134,) 

It  is  believed,  therefore,  that  if  Congress  deems  a  certain  class  of  contracts  or 
dealings  injurious  to  the  public  welfare,  it  is  authorized,  whether  in  the  exer 
else  of  its  so-called  police  power  over  the  Postal  Service  or  of  its  broader 
powers  as  recognized  by  courts,  to  exclude  from  the  malls  any  matter  which 
tends  to  promote  the  making  or  enforcement  of  such  contracts  or  dealingsc 
unless  they  meet  certain  requirements  calculated  to  eliminate  the  injurlouas 
features. 
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The  next  question  is  whether  it  is  within  the  authority  of  Congress  to  deny 
the  use  of  the  mails  for  the  transmission  of  such  matter  to  members  of 
exchanges,  witliout  denying  their  use  for  tlie  same  purposes  to  other  persons 
or  classes  of  citizens. 

In  Hoover  v.  McChesney  (81  Fed.,  472,  480)  it  is  stilted: 

**  We  think  the  riglit  to  the  use  of  the  mails  *  *  ♦  would  be  equally  a 
property  right,  and  one  which  could  not  be  taken  away  except  by  due  process  of 
Jaw." 

In  Missouri  Drug  Co.  v.  Wyman  (129  Fed..  623)  and  People's  U.  S.  Bank  r. 
Gilson  (140  Fed.,  1)  such  right  to  use  the  mails  is  referred  to  as  a  "privilege," 
instead  of  a  "  property  right." 

It  is  doubtful  whether  ('oncjress  could,  arbitrarily  and  without  any  reasonable 
basis,  deny  tlie  use  of  the  mails  for  any  purpose  to  one  portion  of  the  citizens 
of  this  country  and  allow  its  use  for  the  same  purpose  to  the  remainder  of  the 
citizens.  Such  an  enactment  might  constitute  class  legislation,  in  violation  of 
the  due  process  clause  of  the  fifth  amendment  to  the  Constitution.  This  precise 
question,  however,  does  not  seem  to  have  been  passed  upon  by  the  courts. 

In  Public  Clearing  House  t*.  Coyne,  supra,  the  court  upheld  the  constitu- 
tionality of  a  statute  which  authorized  the  Postmaster  General  to  seize  and  re- 
turn to  the  sender  all  letters  addressed  to  a  particular  person,  firm,  or  corpo- 
ration which  he  was  satisfied  was  using  the  malls  for  fraudulent  purposes.  In 
discussing  the  question,  the  court  said : 

"  While  it  may  be  assumed,  for  the  purpose  of  this  case,  that  Congress  would 
have  no  right  to  extend  to  one  the  benefit  of  its  postal  service  and  deny  it  to 
another  person  in  the  same  class  and  standing  in  the  same  relation  to  the  Gov- 
ernment, it  does  not  follow  that  under  its  power  to  classify  mailable  matter, 
applying  different  rates  of  postage  to  different  articles  and  prohibiting  some 
altogether,  it  may  not  also  classify  the  recipients  of  such  matter  and  forbid  the 
delivery  of  letters  to  such  persons  or  corporations  as  in  its  judgment  are  making 
use  of  the  mails  for  the  purpose  of  fraud  or  deception  or  the  disseminatiou 
among  its  citizens  of  information  of  a  character  calculated  to  debauch  the  public 
morality." 

In  Lewis  Publishing  Co.  v.  Morgan  (229  U.  S.,  288,  300,  313,  316)  It  is  said : 

"  Broadly  stated,  all  the  contentions  of  the  Government  are  reducible  to  the 
following:  *  ♦  ♦  (c)  That  even  if  these  propositions  be  not  well  founded 
and  the  provision  be  given  the  significance  attributed  to  it  by  the  publishers, 
nevertheless  it  is  valid  as  an  exertion  by  Congress  of  its  power  to  establish  post 
ofilces  and  post  roads,  a  power  which  conveys  an  absolute  right  of  legislative 
selection  as  to  what  shall  be  carried  in  the  malls  and  which,  therefore,  Is  not 
in  any  wise  subject  to  judicial  control,  even  although  in  a  given  case  It  may  be 
manifest  that  a  particular  exclusion  Is  but  arbitrary  because  resting  on  no 
discernible  distinction  nor  coming  within  any  discoverable  principle  of  justice 
or  public  policy.    ♦     ♦     ♦ 

"That  Congress,  in  exerting  its  power  concerning  the  malls,  has  the  com- 
prehensive right  to  classify  which  It  has  exerted  from  the  beginning,  and  there- 
fore may  exercise  Its  discretion  for  the  purpose  of  furthering  the  public  welfare 
as  it  understands  it,  we  think  it  too  clear  for  anything  but  statement;  the 
exertion  of  the  power,  of  course,  at  all  times  and  under  all  conditions,  being 
subject  to  the  express  or  necessarily  implied  limitations  of  the  Constitu- 
tion.   ♦    ♦    ♦ 

"  Finally,  because  there  is  developed  no  necessity  of  passing  upon  the  ques- 
tion, we  do  not  wish,  even  by  the  remotest  Implication,  to  be'  regarded,  as 
assenting  to  the  broad  contentions  concerning  the  existence  of  arbitrary  power 
through  the  classification  of  the  mails,  or  by  way  of  condition  embodied  in  the 
proposition  '^f  the  Government  which  we  have  previously  stated." 

Further,  in  Warren  v.  United  States  (183  Fed.  718,  720)  the  court  states: 

"  The  unrestricted  use  of  the  malls  is  not  one  of  the  fundamental  rights 
guaranteed  by  the  Constitution.  *  *  *  Its  (Congress's)  power  over  the  par- 
ticular subject  is  almost  without  limit,  except  as  respects  unreasonable  searches 
and  seizures  and  the  duty  to  treat  all  alike  under  the  same  circumstances  and 
conditions." 

In  exercising  powers  other  than  its  power  over  the  Postal  Service  Congress 
has  seen  fit  to  discriminate  ^vlth  respect  to  classes  of  citizens.  These  discrimi- 
nations, if  not  purely  arbitrary,  but  based  upon  reasonable  grounds,  have  been 
upheld  by  tlie  courts  as  against  the  claim  that  the  constitutional  rights  of 
citizeiis  with  respect  to  their  liberty  and  property  were  being  invaded.  Thei^el 
are  many  instances  of  this  nature,  the  chief  ones  being  cases  in  which  the 
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United  States  or  a  State  has  taxed  certain  classes  of  citizens  witliout  simllnrlj' 
taxing  other  classes.  (Flint  r.  Stone  Tracy  Co..  220  U.  S..  107:  Bell's  Gap 
K.  R.  Co.  V.  Pennsylvania,  134  U.  S.,  232;  (Citizens'  Telephone  Co.  r.  Fuller.  22!> 
U.  S.,  322.) 

It  will  be  noted  that  in  the  Coyne  case  there  was  a  discrimination  made  by 
the  statute,  as  to  the  recipients  of  mail  matter,  in  denying  its  receipt  to  a  cer- 
tain class  without  denying  it  to  other  classes.  This  was  upheld  as  a  reasonable 
discrimination  under  the  circumstances,  calculated  to  exclude  certain  fraudu- 
lent matter  from  the  mails.  It  may  be  also  that  a  provision  prohibiting  a  certain 
class  of  persons  from  sending  specified  matter  in  the  mails  would  likewise  be 
upheld  if  the  discrimination  be  reasonable  and  suited  to  the  circumstances  of 
the  situation. 

The  contracts  which  give  rise  to  the  evil  features  against  which  the  bill  in 
(luestlon  is  aimed  are  in  general  carried  on  and  regulated  by  meml>ers  of  the 
exchanges.  The  members  of  these  exchanges  occupy  a  peculiar  and  distinct 
position  with  respect  to  the  making  of  these  contracts.  It  may  be  that,  in 
order  to  exclude  from  the  mails  matter  relating  to  such  contracts,  it  is  only 
necessary  to  prohibit  these  members  from  using  the  mails  for  such  purpose, 
unless  they  conform  their  contracts  to  certain  requirements  calculated  to  elimi- 
nate the  objectionable  features.  Although  somewhat  questionable^  it  is  pos- 
sible that  the  provision  would  be  sustained  by  the  Supreme  Court. 

Section  4  of  the  bill  prohibits  any  person  from  using  the  mails  or  telegraph 
lines  for  sending  price  lists  of  sales  of  cotton  in  any  cotton  exchange  engaged 
in  selling  futures  which  does  not  use  a  contract  in  accordance  with  the  pro- 
visions of  the  bill. 

As  applied  to  the  use  of  the  malls,  this  provision  seems  to  be  valid  for  the 
reasons  set  forth  above. 

How^ever,  with  respect  to  the  use  of  the  telegraph,  the  provision  in  section  4 
seems  to  be  invalid  in  so  far  as  it  applies  to  purely  intrastate  messages  over 
lines  not  owned  by  or  operated  as  agencies  or  under  authority  of  the  Federal 
Government. 

As  applied  to  interstate  messages,  there  is  some  doubt  as  to  the  vallditj'  of 
this  telegraph  provision,  but  It  might  be  sustained  as  a  valid  regulation  of  inter- 
state commerce  for  the  reasons  set  forth  in  the  preceding  discussion  of  H.  R. 
8192. 

H.  R.  8192  deals  only  with  the  exclusion  from  interstate  telegraph  and  tele- 
phone service  of  messages  relating  to  purely  gambling  transactions.  The  pro- 
vision here  in  question  goes  further  than  those  regulations  of  commerce.  In  the 
form  of  specified  prohibitions,  which  have  been  upheld  by  the  courts,  srach  ais 
the  transportation  of  lottery  tickets,  of  remedies  for  the  prevention  of  conception 
and  of  adulterated  or  mlsbranded  foods  and  drugs,  which  are  in  themselves  hurt- 
ful to  the  morals  or  health  of  the  people.  The  price  lists  affected  and  the  tran!»- 
actlons  on  which  they  are  based  are  not  in  themflelves  necessarily  illegal,  and 
possibly  are  not  injurious  to  the  public  morals.  There  \b  ground  for  contending, 
however,  that  inasmuch  as  these  lists,  based  on  transactions  failing  to  comply 
with  the  conditions  specified  in  the  bill,  do  not  correctly  represent  the  values 
which  they  assume  to  represent,  their  circulation  as  such  among  the  people  who 
rely  upon  them  is  injurious  to  the  public  welfare,  and  possibly,  in  a  sense,  to  the 
public  morals. 

The  power  of  Congress  over  interstate  commerce  Is — 
"  plenary,  complete  in  itself,  and  may  be  exerted  by  Congress  to  Its  utmost 
extent,  subject  only  to  such  limitations  as  the  Constitution  Imposes  ui>on  the 
exercise  of  the  powers  granted  by  it,  and  that  in  determining  the  character  of 
the  regulations  to  be  adopted  Congress  has  a  large  discretion  which  Is  not  to  be 
controlled  by  the  courts,  simply  because,  in  their  opinion,  such  regulations  may 
not  be  the  best  or  most  effective  that  could  be  employed."  (I-ottery  case,  185 
U.  S..  353.) 

If  Congress  in  the  exercise  of  its  discretion  declares  in  effect  upon  appar- 
ently reasonable  grounds  that  the  circulation  of  certain  matter  Is  injurious  to 
the  public  welfare,  or  possibly  to  the  public  morals,  and  prohibits  Its  transpor- 
tation through  an  agency  of  Interstate  commerce.  It  would  seem  that  the  courts 
would  uphold  such  provision  as  a  valid  regulation  of  Interstate  commerce. 

Section  5  of  the  bill  proposes  to  grant  to  persons  required  to  testify  regarding 
violations  of  the  act  immunity  only  from  prosecution  for  the  particular  offense 
in  connection  with  the  prosecution  whereof  such  testimony  is  given.  It  may 
sometimes  be  the  case  that  the  testimony  of  a  witness,  although  directly  bearing 
uptm  the  alleged  offense  In  issue,  would  Indirectly  relate  to  some  other  offieoMe 
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ill  which  he  has  been  implicated.  By  being  compelled  to  testify  in  such  matter 
he  might  be  forced  to  disclose  evidence  leading  to  his  prosecution  for  an  offense 
as  to  which  no  immunity  Is  granted  him.  The  immunity  granted  in  section  5 
not  appearing  to  be  as  broad  as  the  constitutional  protection  afforded  to  wit- 
nesses in  criminal  cases,  it  is  doubtful  whether  this  provision  would  be  upheld 
by  the  courts.     (Counselman  r.  Hitchcock,  142  U.  S.,  583.) 

EFFKCTTVENESS. 

This  bill  appears  to  be  framed  on  the  same  economic  theory  as  H.  R.  15318. 
The  object  of  both  bills  is  not  to  destroy  dealings  in  cotton  futures  but  merely 
to  eliminate  the  evil  features  connected  with  them.  The  methods  only  of 
accomplishing  this  object  are  different. 

The  plan  of  S.  110  is  to  deny  to  members  of  exchanges,  on  or  through  which 
cotton  future  contracts  are  made,  the  use  of  the  mails  for  sending  any  matter 
which  promotes  or  furthers  the  making  or  enforcement  of  such  contracts,  unless 
they  are  made  to  conform  to  certain  conditions  calculated  to  eliminate  the  evil 
features  of  future  dealings.  The  use  of  the  malls  and  the  telegraph  Is  also 
denied  for  sending  price  lists  of  sales  on  any  cotton  exchange  which  does  not  use 
n  contract  In  accordance  with  the  provisions  of  the  bill. 

The  cla.ss  of  transactions  which  the  bill  describes  and  attempts  to  regulate 
Is  the  class  which  gives  rise  to  the  evil  features  that  should  be  eliminated  from 
the  dealings  in  cotton  futures.  If  the  bill  could  reach  all  of  these  transactions 
Its  effectiveness  to  regulate  them  would  be  complete,  leaving  for  consideration 
only  tlie  details  of  the  regulative  provisions.  However,  It  appears  that  the  bill 
would  necessarily  reach  such  transactions  only  when  members  of  the  exchange 
found  it  necessary  to  use  the  mails  in  making  or  enforcing  the  contracts  or 
if  the  members  found  the  use  of  the  mails  or  telegraph  to  circulate  their  price 
lists  Indispensable  in  the  conduct  of  their  business. 

Many  future  transactions  are  entered  into  on  cotton  exchanges,  and  are  con- 
.summated  without  the  necessity  of  resorting  to  the  use  of  the  mails.  Plainly 
these  would  not  be  reached  by  the  bill.  It  may  be  that  the  denial  of  the  privi- 
lege of  the  malls  and  telegraph,  in  the  respects  provided  for  by  the  bill,  would 
sx)  Inctmvenlence  the  exchanges  that  they  would  comply  with  the  requirements 
of  the  bill  in  order  to  escape  its  prohibitions.  However,  if  the  advantages  of 
continuing  under  their  present  system  would  outweigh  the  Inconvenience  which 
the  exchanges  might  suffer  by  not  meeting  the  requirements  of  the  bill  it  is 
reasonable  to  predict  that  they  would  not  subject  themselves  to  its  provisions. 

Aside  fi'om  those  cases  in  which  future  dealings  may  be  conducted  on  cotton 
•exchanges  without  resort  to  the  use  of  the  mails,  opportunites  would  be  af- 
forded by  the  bill  as  It  stands  for  evasion  of  Its  requirements  for  the  following 
reasons : 

(a)  It  does  not  prohibit  persons,  other  than  exchange  members,  from  sending 
orders  by  mail  for  the  purchase  or  sale  of  future  contracts  not  conforming  to 
the  provisions  of  the  bill. 

(6)  It  does  not  prevent  either  members  of  exchanges  or  other  persons  from 
sending  communications  respecting  the  making  or  enforcement  of  such  con- 
tracts by  express,  telegraph,  or  telephone. 

(c)  Section  4  deals  exclusively  with  price  lists  of  sales  on  exchanges.  The 
provision  prohibiting  the  sending  of  these  by  telegraph,  in  case  of  exchanges 
not  using  a  contract  in  accordance  with  the  requirements  of  the  bill,  is  uncon- 
stitutional, as  applied  to  Intrastate  telegraph  service.  Furthermore,  no  penalty 
i.s  provided  for  violating  It. 

(d)  The  bin  does  not  prohibit  the  sending  of  such  price  lists  by  express. 
The  conditions  imposed  on  future  contracts  by  S.  110  are  similar  to  those 

specified  In  H.  R.  15318.  A  discussion  of  the  conditions  that  should  be  attached 
to  such  contracts  is  entered  into  in  connection  with  the  consideration  of  the 
latter  bill 

It  may  be  remarked  In  this  connection  that,  in  the  view  of  this  department, 
no  legislation  based  solely  on  the  commerce  clause  of  the  Constitution,  or  on 
the  power  of  Congress  over  the  Postal  Service,  or  on  both,  would  be  completely 
effective  to  correct  existing  evils  arising  out  of  dealings  in  cotton  futures. 

It  may  happen  that  cotton  eventually  tendered  or  delivered  under  a  contract 
of  sale  for  future  delivery  Is  at  some  time  the  subject  of  interstate  commerce. 
However,  the  contracts  of  this  description,  which  are  commonly  entered  into 
on  exchanges,  do  not  necessarily  contemplate  or  oblige  the  transportation  of 
cotton  from  one  State  to  another.    As  a  rule  the  transportation  of  the  cotton 
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(if  such  occur)  is  independent  of,  or  at  least  only  incidental  to,  the  performance 
of  the  contract  entered  into  on  the  exchange.  Such  transactions,  therefore, 
are  not  transactions  of  interstate  commerce,  which  are  subject  to  regulation 
by  Congress  under  the  commerce  clause.  (Ware  &  Leland  v.  Mobile  Co..  209 
U.  S.,  405;  Brodnax  v.  Missouri,  219  U.  S.,  285.) 

If  some  agency  of  Interstate  commerce  or  the  Postal  Sen^ice  is  used  in  con- 
nection with  the  making  or  enforcement  of  a  future  contract.  Congress  might, 
with  respect  to  the  use  of  such  agency  or  the  mails,  exercise  its  regulative 
power  and  thereby  Indirectly  accomplish  the  regulation  of  the  contract.  It 
can  not,  however,  regulate  the  contract  as  such  or  otherwise  than  by  the  indi- 
rect effect  of  its  regulation  of  the  interstate  shipment  or  transportation  of  mat- 
ter relating  to  such  contract  or  of  its  transmission  through  the  mails.  Whether 
or  not  the  indirect  regulation  of  these  contracts,  in  the  limited  class  of  cases 
in  which  It  may  be  accomplished,  would  result  in  Inducing  the  parties  to  con- 
form them  in  all  cases  to  the  requirements  sought  to  be  imposed  is  prol»- 
lematlcal,  depending  on  the  comparative  advantages  and  disadvantages  accru- 
ing to  the  Individuals  concerned  of  adopting  the  one  course  or  the  other, 

H.  R.  15318. 

SIT ^t MARY   OF   PROVISIONS. 

Section  1  prescribes  the  short  title  of  the  act. 

Section  2  defines  certain  terms  used  in  the  bill. 

Section  3  levies  upon  each  contract  of  sale  (including  agreements  of  sale, 
agreements  to  sell,  and  sales)  of  any  cotton  for  future  deliverj^  made  at,  on,  or 
in  any  exchange,  board  of  trado,  or  similar  Institution  or  place  of  business  a 
tax  In  the  nature  of  an  excise  of  one-tenth  of  1  cent  for  each  pound  of  the  cot- 
ton involved  in  any  such  contract.  It  provides  also  for  a  levy  of  the  tax  on 
such  contracts  made  on  foreign  exchanges,  etc.,  in  cases  in  which  the  order  for 
such  sale  has  been  transmitted  from  the  United  States  to  such  foreign  countrr. 
and  either  the  buyer  or  the  seller  is  at  the  time  of  the  execution  of  the  contract 
a  resident  of  the  United  States. 

Section  4  requires  such  contracts  of  sale  to  be  in  writing,  plainly  stating  or 
evidenced  by  written  memorandum  showing  certain  essential  facts  regarding  the 
contract. 

Section  5  provides  for  a  reduction  of  the  tax  to  25  cents  for  each  100  bales  of 
cotton  of  500  pounds  each  and  at  that  rate  for  greater  or  less  quantities  of  cot- 
ton if  the  contract  comply  with  certain  specified  conditions.  The  conditions  are 
that  it  must — 

(1)  Conform  to  the  requirements  of  section  4  and  the  rules  and  regulations 
made  pursuant  to  the  act. 

(2)  Specify  the  basis  grade  which  shall  be  one  of  the  grades  established  by 
the  Secretary  of  Agriculture,  the  contract  price  per  pound  of  cotton  of  such 
grade,  the  date  of  the  purchase  or  sale,  and  the  time  of  fulfillment  or  settlement 
of  the  contract. 

(3)  Provide  that  cotton  dealt  with  under  the  contract  shall  be  of  or  within 
the  grades  for  which  standards  are  established  by  the  Secretary  of  Agriculture, 
and  no  other  grade  or  grades. 

(4)  Provide  for  the  settlement  of  differences  above  or  below  the  contract 
price  in  case  cotton  other  than  the  basis  grade  is  tendered  or  delivered  acoordlnjr 
to  the  provisions  of  the  act. 

(5)  Provide  that  certain  classes  of  cotton  shall  not  be  delivered. 

(6)  Provide  for  the  tender  of  the  full  number  of  bales  involved  In  the  con- 
tract and  for  five  days'  notice  to  the  receiver  of  delivery. 

Section  6  contains  provisions  for  the  settlement  of  differences  in  case  cotton 
other  than  the  basis  grade  Is  delivered. 

Section  7  prescribes  what  shall  be  considered  bona  fide  spot  markets  within 
the  meaning  of  the  act. 

Section  8  prescribes  certain  rules  by  which  the  Secretary  of  Agricnlture  is  t«» 
be  governed  In  designating  bona  fide  spot  markets. 

Section  9  provides  for  the  payment  of  the  tax  by  the  seller  by  means  <if 
stamps  affixed  to  the  contract  of  sale  or  to  the  memorandum  evldracing  the 
same. 

Section  10  declares  the  contracts  dealt  with  in  the  act  to  be  unenforceable  in 
the  courts  of  the  United  States  unless  they  comply  with  the  requirements  «*f 
sectlcms  4  and  9. 
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Section  11  authorizes  the  Secretary  of  the  Treasury  to  make  rules  and  regu- 
lations and  appoint  agents  to  collect  the  tax  imposed. 

Section  12  prescribes  penalties  for  evading  or  attempting  to  evade  the  pay- 
ment of  the  tax  or  otherwise  violating  the  provisions  of  the  act  or  the  rules 
and  regulations  made  thereunder. 

Section  13  imposes  an  additional  penalty,  to  be  recovered  in  a  civil  action,  on 
account  of  violation  of  the  act;  one-half  of  the  amount  recovered  to  be  paid 
to  the  informer. 

Section  14  grants  immunity  from  prosecution  to  certain  persons  called  to  tes- 
tify concerning  violations  of  the  act. 

Section  15  provides  that  the  payment  of  any  tax  levied  by  the  acti  shall  not 
exempt  the  person  paying  the  same  from  any  penalty  or  punishment  under 
State  law  nor  prevent  States  from  imposing  taxes  on  the  same  transaction. 

Sections  16  and  17  make  appropriations  to  enable  the  Secretaries  of  the 
Treasury  and  of  Agi'iculture  to  carry  out  the  provisions  of  the  act. 

Section  18  prescribes  when  the  provisions  of  the  act  shall  go  into  effect. 

CONSTITUTIONALITY. 

Tlie  bill  is  based  exclusively  on  the  tax  clause  (Art.  I,  sec.  8)  of  the  Con- 
stitution. It  proposes  to  tax  the  privilege  afforded  by  exchanges,  boards  of 
trade,  and  similar  places  of  dealing  in  contracts  for  the  sale  of  cotton  for 
future  delivery.  It  takes  note  of  the  fact  that  there  are  certain  evil  features 
arising  out  of  dealing  In  cotton  futures  on  exchanges  and  boards  of  trade  as 
at  present  conducted.  For  the  purposes  of  taxation  a  distinction  is  drawn  be- 
tween those  future  contracts  which  comply  with  certain  conditions  calculated  to 
eliminate  these  evil  features  and  those  contracts  not  complying  with  such  con- 
ditions which  would  be  likely  to  retain  the  evil  features.  A  super  tax  is  laid 
on  the  latter  class  of  contracts  and  a  reduced  tax  on  the  former.  The  question 
is  whether  this  scheme  of  legislation  would  be  upheld  by  the  courts. 

A  tax  on  the  privilege  of  dealing  on  exchanges  and  boards  of  trade  is  an 
excise  within  the  meaning  of  the  Constitution  of  the  United  States.  (Nlcol  v. 
Ames,  173  U.  S.,  509.)  As  such  It  Is  stated  to  be  subject  to  only  two  limita- 
tions, namely.  It  must  be  levied  for  the  public  welfare  and  must  be  imlform 
throughout  the  United  States.  (Flint  v.  Stone  Tracy  Co.,  220  U.  S.,  107,  153.) 
These  limitations  scarcely  require  any  discussion  in  this  connection.  There 
can  be  no  reasonable  claim  that  the  proposed  tax  Is  not  for  the  public  welfare, 
and  the  constitutional  provision  for  uniformity,  which  means  geographical  uni- 
formity solely  (Knovvlton  i\  Moore,  178  U.  S.,  41),  Is  in  no  sense  infringed. 

However,  there  seems  to  be  a  limitation  on  the  taxing  power  of  Congress  with 
respect  to  Its  classification  of  the  different  objects  of  taxation,  but  this  power 
of  classification  is  very  broad.  As  stated  in  Flint  v.  Stone  Tracy  Co.  (220 
U.  S.,  158)  : 

"  In  levying  excise  taxes  the  most  ample  authority  has  been  recognized  from 
the  beginning  to  select  some  and  omit  other  possible  subjects  of  taxation ;  to 
select  one  calling  and  omit  another ;  to  tax  one  class  of  property  and  to  forbear 
to  tax  another." 

The  limitation  is  well  defined  in  Nicol  v.  Ames  (173  U.  S..  521),  as  follows: 

"  The  question  always  is,  when  a  classification  is  made,  whether  there  is  any 
reasonable  ground  for  it  or  whether  it  is  only  and  simply  arbitrary,  based  upon 
no  real  distinction,  and  entirely  unnatural." 

A  tax  on  the  privilege  of  selling  commodities  on  exchanges  and  boards  of 
trade,  without  taxing  the  sales  of  the  same  commodities  made  elsewhere,  was 
sustained  in  Nlcol  v.  Ames,  nor  Is  It  necessary  to  tax  this  privilege  for  all 
classes  of  sales  made  on  exchanges  or  boards  of  trade.  As  stated  in  that  case 
(p.  523)  : 

"  Nor  is  it  necessary  to  tax  the  use  of  the  privilege  under  all  circumstances 
In  order  to  render  the  tax  valid  upon  its  use  in  particular  cases.  We  see  no 
reason  why  it  should  be  necessary  to  tax  a  privilege  whenever  it  is  used  for 
any  puipose  or  else  not  to  tax  It  at  all.  It  is  not  in  Its  nature  indivisible.  A  tax 
upon  the  privilege  when  used  for  one  purpose  does  not  require  for  Its  validity 
that  the  same  privilege  should  also  be  taxed  when  used  for  another  and  a 
totally  distinct  pui-pose.  It  may  be  the  same  privilege,  but  when  it  is  used  in 
different  cases  to  accomplish  sales  of  wholly  different  things  between  which 
there  Is  no  relation  whatever,  one  use  may  be  taxed  and  the  other  not,  and  no 
rule  of  uniformity  will  thereby  be  violated." 

T'pon  these  grounds  a  tax  on  the  privilege  afforded  by  exchanges  and  boards 
of  trade  of  dealing  in  contracts  for  the  sale  of  cotton  for  future  delivery  would 
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be  valid,  wirbout  taxing  Huch  contracts  of  Hale  when  Diade  eLseirb»e,  and 
without  taxing  sijot  saleK  of  cotton  or  sales  of  other  commodities.  Cottoo  U  <•• 
different  from  other  commodities  and  future  contracts  are  so  different  fn»iu 
spot  sales  that  the  distinction  drawn  between  them  by  the  bill  can  not  be  aai*! 
to  be  arbitrary  or  unreasonable,  but  is,  in  fact,  natural  and  reasonable. 

The  only  phase  of  the  question  remaining  is  whether  it  is  ralid  to  dirid^ 
future  contracts  into  two  classes  and  apply  a  different  rate  of  taxation  to  eacL 
class.  The  question  here  again  is  whether  there  is  any  reasonable  gronnd  for 
the  classification  or  whether  it  is  merely  arbitrary,  based  upon  no  real  db^ 
tinction,  and  unnatural.  The  fact  Ls  that  the  distinction  has  a  real  basbc.  a* 
pointed  out  above.  The  line  is  drawn  between  a  class  of  future  contract.*. 
comprising  those  complying  with  the  conditions  specified,  that  serve  a  nsefnl 
function  in  legitimate  trade  and  other  class,  comprising  those  contracts  not 
complying  with  the  conditions  specified,  which  injure  the  public  interest. 

In  the  case  of  McOray  r.  United  States  (195  V.  S..  27  >  the  vaUdity  of  .-i 
similar  statute  was  upheld  by  the  Supreme  Court  The  act  there  conjddere«l 
impose<l  a  tax  of  10  cents  a  pound  on  artifically  colored  oleomargarine  an«l 
only  one-fourth  of  a  cent  a  i)ound  on  uncolored  oleomargarine.  There  w:i»  not 
necessarily  any  difference  in  kind  in  the  two  classes  of  oleomargarine  taxe«l. 
The  only  difference  was  that  one  was  colored  so  that  it  resembled  butter, 
whereas  the  other  was  not  colored.  The  distinction  drawn  by  H.  R.  15318  be- 
tween the  two  classes  of  future  contracts  is  at  least  as  reasonable  as  that  in- 
volved in  the  McC'ray  case  and  would  doubtless  be  upheld  on  the  same  gTound> 
by  the  Supreme  Court. 

With  respect  to  the  supertax  on  the  artificially  colored  oleomargarine,  it  was 
held  in  the  McCray  case  that  the  motive  of  Congress  in  laying  the  tax  could 
not  be  inquired  Into  by  the  courts,  notwithstanding  that  it  might  result  in 
totally  destroying  the  business  of  manufacturing  artifically  colored  oleomar- 
garine. 

It  may  be  noted  that  discriminations  in  taxing  statutes  of  the  States  hav»» 
been  upheld  by  the  Supreme  Court  of  the  United  States  If  the  classifications 
were  not  arbitrary  or  unreasonable,  notwithstanding  that  there  Is  in  the 
fourteenth  amendment  to  the  Constitution  an  additional  limitation  on  the 
States,  which  does  not  apply  to  the  Federal  Government,  prohibiting  them  from 
denying  to  any  person  the  equal  protection  of  the  laws.  Congress  can  at  least 
go  as  far  as  the  State  legislatures  In  discriminating  for  purposes  of  taxation. 

In  Southwestern  Oil  Co.  v.  Texas  (217  U.  S.,  114)  the  court  upheld  the 
validity  of  a  State  statute  imposing  an  occupation  tax  on  wholesale  dealers  in 
certain  specified  articles,  although  no  tax  was  imposed  on  wholesale  dealers 
in  other  articles  or  on  retail  dealers  in  the  same  articles.  (See  also  Bells  Gap 
U.  R.  Co.  V.  Pennsylvania,  134  U.  S.,  232,  237,  and  American  Sugar  Refining  Co. 
r.  Louisiana,  179  U,  S.,  89,  referred  to  below ;  New  York  ex  rel.  Hatch  r.  Rear- 
don,  204  U.  S.,  152,  and  Florida  CVntral,  etc.,  R.  R.  Co.  r.  Reynolds,  183  V.  S., 
471,  476.) 

KFFKCnVENESS. 

This  bill,  like  S.  110,  makes  a  distinction  between  contracts  entered  into  on 
exchanges  for  the  sah*  of  cotton  for  future  delivery  which  comply  with  cer- 
tain conditions  calculated  to  eliminate  the  evil  features  of  future  dealings  in 
this  commodity  and  such  contracts  which  do  not  comply  with  those  conditions 
and  which  would  be  likely  to  retain  the  evil  features.  In.stead  of  attempting 
to  reach  these  contracts  indirectly,  by  regulating  the  use  of  the  mails  or  th** 
various  agencies  of  Interstate  commerce,  the  bill  proposes  to  regulate  such  trans- 
actions directly,  by  imposing  a  su|)erta^  on  the  latter  class  and  a  reduced  tax 
on  the  former.  By  this  means  those  transactions  out  of  which  arise  the  evils  of 
future  dealings  are  di-scournged  and  those  embraced  in  the  other  class,  which 
are  free  from  these  evils,  are  favored.  Under  this  plan  every  transaction  which 
It  is  necessary  to  regulate  in  order  to  correct  the  evils  Is  reacheil.  If  the  super- 
tax Is  high  enough  In  proportion  to  the  reduced  tax  it  would  seem  that  eventu- 
ally all  dealers  in  cotton  futures  would  find  it  to  their  advantage  to  conform 
their  contracts  to  the  requirements  of  the  hill. 

It  may  be  remarke*!  In  this  c<muectloii  that  the  supertax  is  not  a  new  deviiv 
in  this  history  of  our  legL^latlon.  It  was.  as  long  ago  as  1866.  applied  to  the 
circulation  of  State  bank  notes  (14  Stat..  146).  in  188C  and  1902  to  the  sale  ««f 
artificially  colored  oleomargarine  (24  Stat,  209;  32  Stat..  193 >,  and  In  191:2 
to  the  manufacture  of  phosphorus  matches  (37  Stat,  81).    The  employment  «»f 
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the  taxing  power  to  destroy  a  particular  business,  even  thougli  i^eh  business 
is  injurious  to  the  public  interest,  has  been  criticiseed.  Tet  its  employment  to 
encourage  useful  industries  or  practices  and  to  discourage  those  which  may  be 
hurtful  to  the  public  is  believed  to  be  not  merely  defensible  on  principle,  but 
wholly  Justifiable  in  the  present  circumstances 

In  the  selection  of  objects  for  taxation  Congress  must  necessarily  use  dis- 
cretion. It  is  only  wise  and  just  that  those  objects  which  are  least  useful  or 
valuable  to  the  public,  or  even  in  a  sense  hurtful  to  Its  interests,  should  bear 
most  heavily  the  burden  of  taxation  as  compared  with  the  objects  which  are  of 
greater  use  or  value  to  the  public.  The  supertax  proposed  to  be  laid  by  the  bill 
in  question  is  not  designed  to  destroy  dealings  in  cotton  futures.  Even  though 
the  size  of  the  tax  be  sufficiently  large  to  cause  the  discontinuance  of  the  present 
manner  of  conducting  the  business,  such  dealings  themselves  may,  nevertheless, 
be  carried  on,  in  complete  harmony  with  the  requirements  of  the  bill,  In  a  way 
which  will  not  result  injuriously  to  the  public  interest,  subject  only  to  a  small 
or  nominal  tax. 

The  propriety  of  using  the  taxing  power  in  a  manner  calculated  to  encourage 
useful  industries  and  discourage  harmful  traffic  has  been  recognized  by  the 
United  States  Supreme  Ckirut  in  its  consideration  of  State  taxing  statutes. 

Thus»  in  Bells.  Gap  R.  R.  Co.  t.  Pennsylvania  (184  U.  S.,  232,  287)  the  court 
says: 

'*Wq  think  that  we  are  safe  in. saying  that  the  fourteenth  amendment  was 
not  Intended  to  compel  the  State  to  adopt  an  iron  r«le  of  equal  taxation.  If  that 
were  its  proper  construction  it  would  not  only  supersede  all  those  constitutional' 
provisions  and  laws  of  some  of  the  States  whose  object  is  to  secure  equality 
of  taxation,  and  which  are  usually  accompanied  with  qualifications  deemed 
material,  but  it  would  render  nugatory  those  discriminations  which  the  best 
interests  of  society  require;  which  are  necessary  for  the  encouragement  of 
needed  and  useful  industries,  and  the  discouragement  of  intemperance  and  vice : 
and  which  every  State,  in  one  form  or  another,  deoms  it  expedient  to  adopt." 

In  American  Sugar  Refining  Co.  v.  Louisiana  (179  U.  S.,  89)  the  court  had 
under  consideration  a  State  statute  imposing  a  license  tax  upon  persons  and 
corporations  carrying  on  the  business  of  refining  sugar  and  molasses,  but 
exempting  planters  and  farmers  grinding  and  refining  their  own  sugar  and 
molasses.    With  respect  to  this  exemption  the  court  said : 

"  The  discrimination  is  obviously  intended  as  an  encouragement  to  agricul- 
ture, and  does  not  deny  to  persons  and  corporations  engaged  in  the  general  refin- 
ing business  the  equal  protection  of  the  laws." 

(See  also  Florida  Central  Railroad  Co.  v.  Reynolds,  183  U.  S.,  471,  476.) 

Granting  that  H.  R.  16318  would  effectively  reach  all  transactions  which 
it  is  necessary  to  regulate  in  order  to  eliminate  the  evil  features  of  dealings 
in  cotton  futures,  it  only  remains  to  consider  whether  the  scheme  of  regulation 
prescribed  by  the  bill  is  efficient. 

The  establishment  of  standards  provided  for  under  the  proposed  cotton 
standards  act,  H.  R.  14492  and  S.  4895,  introduced  In  the  House  by  yourself 
and  in  the  Senate  by  Senator  Gore,  is  a  necessary  precursor  to  the  effective  ad- 
ministration of  the  proposed  cotton  futures  act.  The  two  In  no  sense  duplicate 
each  other,  but  are  complementary. 

Directly  in  many  cases,  and  Indirectly  in  a  greater  number,  the  price  of  si)Ot 
cotton  is  based  on  the  quotations  of  the  future  markets.  If,  for  any  reason 
peculiar  to  exchange  methods  and  transactions,  the  price  of  futures  is  depressed 
unduly,  as  is  not  infrequently  the  ease,  by  conditions  In  nowise  connected  with 
the  total  available  supply  of  cotton,  or  the  demand  for  the  actual  staple,  an 
indefensible  economic  and  commercial  condition  arises,  harmful  to  all  persons 
owning  or  dealing  in  spot  cotton  from,  farmer  to  spinner. 

It  is  now  generally  admitted  that  these  conditions  are  due  (1)  to  the  multi- 
plicity of  prevailing  standards;  (2)  to  the  so-called  system  of  fixed  differences 
between  grad^  used  in  the  settlement  of  contracts;  (3)  to  the  fact  that  verj- 
low  qualities  of  cotton,  suitable  for  use  only  by  a  few  spinning  mills,  may  be 
delivered  on  contract;  (4)  to  the  fact  that  tenders  of  cotton  under  contracts 
no  not  indicate  the  qualities  which  it  is  proposed  to  deliver;  and  (5)  to  the  fact 
that,  under  the  pro  forma  delivery  practice,  several  weeks  frequently  elapse 
before  the  person  obligated  to  receive  cotton  knows  the  grades  that  have  been 
tendered.  The  bill  would  inevitably  correct  these  conditions  by  the  Induce- 
ments which  it  offers  to  the  use  on  exchanfes  of  contracts  which  eliminate  all 
of  these  evil  features.    If  the  contract  rights  between  the  parties  to  exchange 
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transactions  be  effectively  regnlated,  the  enfbroement  of  sndi  riglits  may  safBly 
be  left  to  the  action  of  the  persons  in  interest  and  to  the  courts. 

The  investigations  of  the  department  show  that  the  lack  of  any  commonly 
accepted  standards  and  reliable  qnotations  are  the  fundamental  causes  of  much 
of  the  confusion  that  exists.  The  losses  accruing  fall  most  heavily  upon  the 
farmer,  as  it  is  jHrnctically  impossible  for  him  to  acquire  the  detailed  knowledge 
of  cotton  classing  and  marketing  that  would  be  necessary  in  order  to  enable 
him  to  protect  himself. 

The  requirements  which  future  contracts  must  meet  in  order  to  entitle  them 
to  the  reduced  tax  under  the  bill  are  aimed  to  correct  the  abuses  now  existing 
in  future  trading,  and  are  intended  to  raise  the  value  of  the  contract  so  that  it 
will  agree  more  closely  with  the  price  of  spot  cotton. 

The  corrective  provisions  require  (1)  the  substitution  of  official  Grovemment 
standards  for  the  various  local  standards  now  in  use;  (2)  that  true  commerdal 
differences,  to  be  determined  as  provided  In  the  act,  must  replace  all  fixed  or 
arbitrary  differences;  (3)  that  low-grade,  undesirable,  and  unmerc^hantable 
cottons  must  not  be  delivered  on  contract;  (4)  that  the  seller  ^all  state  the 
grade  and  Identity  of  each  Individual  bale  to  be  tendered;  and  (5)  that  the 
seller  shall  give  five  days'  notice  of  the  date  of  delivery,  Which  fixes  the  re- 
sponsibility for  having  cotton  certificated  and  ready  fbr  delivery. 

The  bill  authorizes  the  Secretary  of  Agriculture  to  designate  the  spot  mar- 
kets to  be  used  in  arriving  at  the  commerclad  differences  in  value,  and  also 
authorizes  him  to  collect  and  publish  the  necessary  data  In  connection  there- 
with. The  Secretary  of  the  Treasuiy  is  authorized  to  promulgate  the  neces- 
sary rules  therefor,  and  shall  collect  the  tax  laid.  Penalties  sufficiently  heavy 
to  deter  violations  are  imposed,  and  rewards  for  information  are  provided  that 
should  render  violations  dangerous. 

The  cotton  standards  bill.  (H.  R.  14402;  S.  4895)  is  fundSEmental  in  its 
nature  and  seeks  to  provide  the  necessary  standaidg  by  which  the  vmhie  of 
cotton  may  be  better  determined,  and  to  insure  the  proper  a^ltcatton  of  these 
standards.  The  cotton  futures  bill  aioos  to  secure  f^  and  reliable  quotations 
on  which  correct  ideas  of  value  may  be  based.  The  two  bills  do  not  overlap  In 
any  respect,  but  both  require  tihe  apiiAication  of  official  standards  to  cotton  ten- 
dered in  settlemen  of  future  contracts.  Tliey  furnish  no  cause  for  alum  to 
the  legitimate  cotton  interests  of  the  country,  including  the  exehanges,  and  their 
adoption  should  getaly  simplify  and  improve  conditions  tluroui^Mmt  the  Indnstiy. 
Respectfully, 

D.  -F.  HonovoN,  ggcrgiflry. 

Mr.  MoRBiiiL.  The  opinion  that  I  have  referred  to  will  answer  that 
question  as  to  the  vanons  forms  of  regulation  of  futures  exehanges. 
There  is  no  question  that  iHie  contracts  on  the  futures  exchanges  are 
not  regarded  as  contracts  made  in  interstate  commerce;  and  the 
Secretary  in  expressing  his  opinion  as  to  the  effectiveness  of  the 
regulation  preferred  the  laws  based  on  the  taxing  powers,  because  it 
was  believed  that  they  would  reach  it  more  effectively  than  the  others 
would. 

The  Chaibmak.  If  the  bill  provided  that  all  grades  should  be  in 
accordance  with  the  standardization  act  of  the  united  States,  that 
would  take  care  of  it,  and  would  eliminate  any  question  as  to  inter- 
state commerce? 

Mr.  Morrill.  Yes,  sir.  The  contract  which  is  exempted  from  tax 
has  in  its  terms  a  provision  that  the  grades  used  shall  be  the  grades 
of  the  Federal  Government,  and  has  also  in  its  terms  certain  limi* 
tations  on  the  grades  that  ^all  be  delivered.  That  contract  being 
exempt  from  tax,  the  trades  naturally  come  into  use. 

Mr.  HtnrcnaiNsoK.  "niere  would  hot  be  any  tax  on  the  actual  stuff 
delivered,  would  there  i 

Mr.  MoBooLL.  Oh,  no.  Mr.  Haugen's  bill  exempts  from  tax  two 
forms  of  cimtracts:  One,  which  is  a  contract  designed  for  use  for 
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liedgiQg  purposes,  whioh  pemnits  of  delivei^  of  more  than  one  gra^j 
except  that  m  Mr.  Haugen's  bill  the  grades  must  be  of  one  dass  of 
wheat  or  com  or  oats  or  other  grain,  as  the  case  may  be.  That  con- 
toract  is  described  in  section  5  of  Mr.  Haugen\3  bill  and  iH*ovid< 


That  no  tax  rtiaH  be  levied  under  this  act  on  any  contract  of  sale  mentioned 
In  section  8  hereof  apofi  which  delivery  of  actual  gmin  Is  made  hi  accordance 
with  its  terms,  or  on  any  contract  of  sale  mentioned  in  section  3  hereof  when 
the  total  quantity  of  grain  of  the  same  kind  covered  by  sudi  contract  and  all 
other  such  contracts  then  unfilled  or  unsettled,  commonly  referred  to  as  "  ogpwi 
trades,"  then  and  previously  entered  into  by  or  on  behalf  of  the  same  person 
does  not  exceed  two  hnndved  thonsatid  bushels,  or,  in  addition  thereto,  does  not 
exceed  in  the  case  of  sales  by  or  on  behalf  of  such  person  the  total  quantity 
of  grain  of  the  same  kind  or  its  equivalent  in  products  thereof  actually  In  his 
possession  or  bona  fide  contracted  for  purchase  by  him  in  transactions  not 
subject  to  this  act,  or  in  the  case  of  purchases  by  or  on  behalf  of  such  person 
the  total  quantity  of  grain  of  the  same  kind  or  its  equivalent  in  products  thereof 
bona  fide  contracted  fbr  sale  by  him  in  transactions  not  subject  to  this  act. 

And  with  the  proviso  that  the  limit  of  200,000  bushels  may,  under 
certain  circumstances  set  out  in  the  bill,  be  lowered  in  the  case  of 
j^ins  other  than  wheat  and  com,  and  with  the  further  proviso  that 
the  contract  must  comply  with  the  conditions  set  out  in  section  5, 
whidi  includes  the  use  of  the  Government  grades  for  the  grains  that 
may  be  delivered,  and  a  requirement  that  uie  commercial  differences 
shall  govern  in  the  settlement  of  a  contract  where  other  than  tiie 
basic  grade  is  delivered;  and  a  proviso  that  there  shall  not.be  lesp 
tiian  1^000  bushels  delivered  of  one  grade,  under  one  contract ;  and 
the  further  proviso  that  there  must  be  five  davs'  notice  given  by  the 
seller  to  the  buyer  of  the  date  upon  which  aelivery  wul  be  made ; 
and  a  still  further  proviso  that  the  grain  mtist  be  inspected  b^  a 
licensed  inspector  subject  to  appeal  to  the  Government  to  determine 
the  correctness  of  the  grade. 

The  Chairman.  How  many  grades  will  be  deliverable  on  a  con- 
tract, say,  of  the  same  wei^t  f 

Mr.  MoRRiuu  As  provided  here — ^take  in  the  case  of  northern 
spring  wheat,  there  are  three  subclasses  of  that  northern  spring,  the 
dark  northern  spring,  the  noithem  spring,  and  the  red  spring;  and 
the  first  three  grades  on  each  subclass  may  be  delivered  on  that 
contract. 

The  Chaibman.  Nine  in  all  f 

Mr.  MoRBiLL.  Nine  in  all ;  but  only  northern  spring  wheat.  Under 
the  contract  of  the  Chicago  Board  of  Trade  as  it  now  exists,  not  only 
northern  spring  wheat  but  two  or  three  other  classes  of  wheat  may  be 
delivered  on  the  same  contract,  at  fixed  discounts  for  grades  lower 
than  the  contract  grades  and  no  premium  for  grades  above  the  con- 
tract grade. 

The  discounts  are  fixed  by  the  rules  of  the  Chicago  Board  of 
Trade,  and  they  i^main  fixed  for  indefinite  periods  of  time,  regard- 
less of  the  changes  of  commercial  value. 

Tliis  bill  contains  a  provision,  as  I  have  read,  which  is  designed  to 
permit  not  only  contracts  upon  which  actual  delivery  is  made,  which 
comply  with  section  6,  to  he  exempt  from  tax,  but  also  contracts 
which  serve  the  hedging  purpose,  that  is  to  say,  contracts  which  offset 
actual  grain  transactions  one  way  or  the  other  according  to  the  man's 
business,  and  in  addition  a  margin  of  200,000  bushels  over  and  above 
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those  hedging  and  aotual  delivery  contracts,  which  allows  that 
much  plav  for  speculation  or  as  a  margin  oi  safety  for  the  man 
who  is  neoging. 

It  is  not  free  from  doubt,  of  course,  whether  200,000  buahds  is 
the  right  limit  to  put.  The  reason  that  it  is  not  free  from  doubt 
is  because  it  is  not  certain  to  what  extent  speculation  is  neceesary 
in  order  to  preserve  the  hedging  function.  It  is  quite  doubtfiil 
whether  the  hedging  function  could  continue  if  both  parties  to  the 
transaction  have  to  be  hedgers,  for  example,  if  the  man  who  is  buying 
for  hedging  purposes  comes  into  the  market,  in  order  to  accompli^ 
his  purpose  there  must  be  some  one  there  ready  to  sell.  It  is 
questionable  whether  at  all  times  there  will  be  someone  there  ready 
to  sell  who  is  there  for  the  purpose  of  delivering  grain  or  who  is 
there  for  the  purpose  of  hedging  a  corresponding  transaction. 

It  has  been  contended  that  it  might  be  necessary  to  have  a  larger 
margin  than  200,000  bushels.    We  in  the  department  are  not  pre* 

§ared  to  sav  that  200,000  bushels  is  the  right  Umit,  but  we  think  the 
leory  of  that  limit  is  correct;  that  is  to  say,  there  should  be  some 
limit. 

Mr.  HtTTCHiNSox.  In  the  case  of  the  Pillsbuiy  or  Continental 
Mills,  who  use  that  much  wheat  a  day,  would  it  limit  them  in  that 
amount  ? 

Mr.  Morrill.  They  are  permitted  to  hedge  all  actual  ^ain  without 
limit..  There  is  ao  limit  on  the  hedging  of  actual  grain ;  and  they 
can  so  to  200,000  bushels  beyond  the  hMging  of  their  actual  grain. 
I  judge  from  your  questions  that  you  are  perfectly  familiar  with  the 
difference  between  a  hedge  and  a  cash  gram  transaction,  and  it  is  not 
necfessary  for  me  ito  explain  it.  In  other  words,  the  Pillsburg  Flour 
Mills  in  using  the  futures  market  for  hedging  purposes  do  not  con- 
template actually  receiving  or  delivering  gram. 

Mr,  Hutchinson.  Do  you  define  the  hedging  transaction  as  gam- 
bling? 

Mr.  Morrill.  I  do  not  define  the  hedging  transaction  as  gambling. 
I  might  say  that  under  conditions  that  have  existed  in  the  futures 
market,  perhaps  it  would  be  proper  to  say  that  the  man  who  was 
dealing  in  hedges  was  gambling,  and  it  is  because  of  those  conditions 
that  it  seems  to  be  necessary  to  impose  regulation  so  as  to  eliminate 
any  abuses  or  any  practices  that  prevent  a  futures  contract  from  per> 
forming  its  proper  function. 

Tihe  Chairman.  I  might  state  that  200,000  bushels  was  the  limit 
made  during  the  war. 

Mr.  Morrill.  Yes.  During  the  war  at  the  suggestion  of  the  Food 
Administration,  as  vou  heard  Mr.  Hoover  state,  the  Chicago  Board 
of  Trade  adopted  that  limit  of  200,000  on  speculative  corn  trading, 
and  if  I  understood  Mr.  Hoover  correctly  he  was  of  the  opinion  that 
it  worked  all  right. 

The  point  wmch  seems  to  me  important  in  connection  with  this 
future  trading  proposition,  and  the  reason  for  a  Umit  of  that  kind« 
is  to  eliminate  the  deliherate  manipulator  from  the  market,  the  man 
who  is  in  tKerjp  solely  for  the  purpose  of  manipulation.  If  you  put 
a  limit  of,  say,  200,000  or  even  500,000,  or  possibly  1.000,000  bushels, 
it  would  elijninatie  him  from  the  market,  I  do  not  know  what  the 
limit  should  be,  but  that  is  the  idea. 
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There  is  a  further  point :  You  will  notice  that  that  limit  is  on  the 
number  of  bushels  of  open  trades ;  it  is  not  a  limit  on  the  number  of 
transactions  or  on  the  number  of  bushels  that  any  man  may  sell  or 
that  any  man  may  buy,  but  it  is  a  limit  on  the  open  trades  he  may 
have  at  any  one  time,  because  it  is  the  amount  of  open  trades  that  he 
may  have  that  gives  him  power  to  control  the  market. 

He  can  have — I  want  to  repeat  that  again — he  can  have  open  at 
any  one  time  just  as  much  as  he  needs  of  straight-out  hedge,  but  when 
it  comes  to  a  transaction  which  is  not  a  straight-out  hedge  he  can  not 
have  open  at  one  time  more  than  200,000  bushels  under  this  rule,  and 
that  is  the  same  rule  that  was  enforced  by  the  Food  Administration 
during  the  war  as  to  corn.   - 

Mr.  Hutchinson.  In  other  words,  if  a  mill  buys  a  million  bushels 
of  cash  wheat  they  can  go  on  the  market  and  sell  a  million  bushels? 

Mr.  Morrill,   i  es,  sir ;  that  is  the  point. 

I  might  say  also  that  in  that  section  5  there  is  a  provision  which  I 
have  discussed  with  the  chairman  of  this 'committee  by  which  might 
be  possible,  under  certain  conditions  specified,  for  the  Secretary  of 
AgStur^  to  raise  or  lower  the  limits  of'  grades  that  ma7  be 
delivered  on  a  contract.  The  limit  is  now  No.  3,  as  specified  here, 
in  the  case  of  wheat.  There  might  arise  a  condition  either  by  reason 
of  a  development  in  the  milling  industry  or  otherwise  where  No.  4 
would  be  equally  acceptable  on  a  contract  so  far  as  a  buyer  who  ex- 
pected to  use  the  grain  is  concerned.  And  if  that  No.  4  is  suitable 
for  the  same  purpose  as  No.  3  and  is  readily  marketable  so  there 
can  not  be  any  question  as  to  its  market  value,  this  permits  the 
addition  of  No.  4.  But  on  the  other  hand,  if  No.  3  should  become 
a  drag  on  the  market  and  an  undesirable  grade.  No.  3  might  be 
eliminated. 

Mr.  Hutchinson.  Right  there  I  think  there  is  a  great  weakness. 
For  instance,  a  man  in  the  East  has  a  certain  grade  of  No.  1  winter 
wheat  or  No.  2  wheat  at  his  home  market  and  he  goes  and  buys  No.  1 
Manitoba  wheat,  or  No.  1  hard  wheat,  and  mixes  with  it.  It  is 
unfair  to  make  that  man  take  No.  4  wheat  or  something  he  does  not 
want  at  all. 

Mr.  Morrill.  Bight  there  is  the  point  I  made  a  while  ago,  that 
there  is  a  distinct  difference  between  the  hedging  function  and  the 
cash  grain  function  of  the  market.  A  contract  which  serves  the 
cash  grain  market  is  not  necessarily  suitable  for  hedging  purposes 
and  vice  versa ;  and  I  mentioned  a  while  ago  two  forms  of  contract 
which  are  exempted  by  this  bill. 

The  second  form  is  contained  in  section  10,  which  exempts  abso- 
lutely a  contract  which  calls  for  a  specific  grade,  and  upon  which 
delivery  is  actually  made.  So  that  if  you  wanted  to  buy  No.  2  and 
did  not  want  No.  3  or  No.  4,  that  contract  is  there  for  you  to  do  your 
buying  with. 

Sfr.  Hutchinson.  That  is  under  the  new  bill  ? 

Mr.  Morrill.  That  is  under  the  new  bill ;  yes.  sir.  And  in  order 
that  every  precaution  might  be  taken  that  this  Dili  would  not  have 
an  improper  application,  it  expressly  says  that  "this  act  shall  not  be 
construed  to  impose  a  tax  on  any  sale  of  cash  grain."  In  other  words, 
the  bill  deals  entirely  with  future  transactions  and  future  exchanges, 
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and  if  tranflactions  are  made  in  the  form  prescribed  there,  and  within 
the  limits  prescribed  there,  they  are  free  from  tax. 

The  whole  question  is  whether  those  contracts  are  fair  contracts 
and  whether  they  perform  the  function.  If  those  contracts  are  not 
fair  contracts  or  do  not  perform  the  function,  then  it  becomes  neces- 
sary to  consider  the  question  whether  they  should  be  changed  or 
whether  future  trading  should  be  abolished. 

It  seems  to  me  important  that  there  ought  to  be  a  limitation  on 
the  grades  that  may  be  delivered  on  a  contract.  I  understand  that 
in  Minneapolis  they  trade  only  in  one  class  of  wheat,  but  at  Chicago 
the  contract  embraces  a  numlJer  of  classes  of  wheat.  It  seems  to  me 
that  while  that  mav  be  necessary,  it  is  doubtful  whether  there  should 
be  more  than  one  class  of  wheat  delivered  on  a  contract. 

Of  course,  this  question  arises  in  that  connection,  that  the  man  who 
is  handling  hard  red  winter  wheat,  for  example^  may  prefer  to  use  a 
hard  red  winter  contract  as  a  hedge.  By  requiring  that  each  class 
of  wheat  shall  be  dealt  in  separately  by  different  contracts,  you  divide 
up  the  trading  on  the  exchange.  Instead  of  having  one  pit  for  wheat* 
it  is  necessary  to  provide  either  for  several  pits  or  for  the  use  of  sev- 
eral forms  of  contract  in  the  same  pit ;  and  therefore  it  splits  up  the 
market  of  buyers  and  sellers  accoraing  to  those  who  are  interested  in 
each  class  of  wheat. 

The  question  which  naturally  arises  is  whether  that  would  disturb 
che  hedging  function  by  breaking  up  the  continuity  and  the  breadth 
of  the  market. 

The  Federal  Trade  Commission  comments  on  that  matter,  of  the 
necessity  for  a  broad  market. 

The  Chairman.  Limiting  the  number  of  grades  deliverable  on  any 
one  contract  does  not  forbid  the  grain  being  dealt  in. 

Mr.  Morrill.  No,  sir;  they  may  deal  in  any  class  or  in  any  grade 
they  want  to  under  this  bill. 

The  Chairman.  But  if  you  make  a  contract  for  delivery  of  a  cer- 
tain class  of  spi'UtiLg  wheat,  you  must  deliver  that  particular  class. 

Mr.  Morrill.  The  Federal  Trade  Commission  says : 

Volume  of  trading  and  the  Implied  continuous  trading  acti\ity  is  sometimes 
mentioned  as  a  prerequisite  of  future  trading.  Large  volume  is  obviously  not 
such  a  prerequisite,  but  is  essential  to  the  highest  effliciency  of  a  futures  marl^et 
Because  of  this  need,  and  because  of  the  possibility  of  concentratiiicr  fotore 
trading,  regardless  of  the  location  of  the  trader,  many  active  grain  exchanges 
are  not  able  to  maintain  futures  marlLets. 

In  view  of  the  fact  that  a  Minneapolis  man  does  trade  in  one  class 
of  wheat,  I  should  suppose  that  this  other  man  could  do  likewise. 
But  I  merely  suggest  that  for  the  consideration  of  the  committee. 

Mr.  Hutchinson.  If  you  telegraphed  to  Chicago  to  buy  10,000 
bushels  of  wheat,  but  do  not  have  some  specific  time  to  deliver^  you 
do  not  know  what  vou  are  ^tting. 

Mr.  Morrill.  Of  course,  if  you  are  contemplating  actual  delivery, 
you  have  a  separate  and  distinct  question  from  the  one  of  hed^ng; 
and  it  is  a  little  difficult  to  abeolutely  reconcile  those  two  propositions. 

Mr.  HuTCHiNsoK.  Each  exchange  in  different  States  have  their 
own  rules  and  reffulation9? 

Md«  MoRRii«u  X  es,  sir ;  they  are  not  alike. 

Mr.  Hutchinson.  That  is  regulated  by  law  ? 
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Mr.  MoiouLL.  The  rulings  and  contracts  of  exchanges  are  not 
alike,  they  are  not  exactly  comparable,  and  that  is  <»ie  of  the  thinfis 
this  bill  would  accomplish — ^put  them  all  exactly  on;  a  comparable 
basis.  If  you  have  a  quotation  for  a  hedging  contract  on  northern 
spring  wheat  at  Minneapolijs,  you  would  have  identically  the  same 
contract  in  Chicago  as  the  basis  of  Chicago  quotat^ions,  ana  you  could 
compare  them,  x  ou  can  not  do  that  exactly  now.  That  is^  one  of  the 
things  you  can  do  under  the  cotton  futures  act.  You  can  compare 
quotations  on  cotton  in  New  York  with  quotations  in  New  Orleans, 
because  they  have  exactly  the  same  form  of  contract  and  should  not 
get  out  of  fine  with  each  other. 

Tlie  Chairman.  Have  there  been  other  bills  referred  to  the  de- 
partment ? 

Mr.  Morrill.  I  know  of  no  other  bills  having  been  referred  to  the 
department  other  than  yours  and  Mr.  Gronna's. 

The  Chairman.  If  the  committee  should  decide  to  refer  these  bills 
to  the  department,  would  it  be  imposing  on  the  department  to  ask 
them  for  an  opinion  on  ? 

Mr.  Morrill.  If  the  committee  desires,  the  department  is  at  your 
service. 

The  Chairman.  How  long  would  it  take  to  go  over  these  bills? 

Mr.  Morrill.  I  think  with  the  assistance  of  the  solicitor's  office,  it 
probably  would  not  take  very  long  now,  because  we  have  about  got 
our  minds  straightened  out  to  where  we  at  least  know  what  funda- 
mentals we  will  approve. 

The  Chairman.  That  is,  of  course,  a  matter  for  each  member  to 
determine  for  himself  if  it  is  his  own  bill,  or  for  the  committee  to 
determine  whethes'  all  will  be  referred ;  and  I  shall  lay  that  matter 
before  the  committee  for  ccmsideration. 

Mr.  Morrill.  I  started  to  mention  that  allowance  with  reference 
to  increa^g  or  decreasing  the  number  of  grades.  The  solicitor's 
office  raises  the  question  as  to  whether  the  phraseology  used  is  exactly 
consistent  with  constitutional  limitations,  but  I  think  that  can  be 
straightened  out.  .With  the  substance  of  the  bill  I  think  there  will 
be  no  difficulty. 

I  do  not  know  whether  I  have  covered  the  different  questions  that 

1  should  have  covered. 

One  suggestion  1  have  to  make  and  that  is  this :  Many  people  over- 
look the  importance  of  the  fixed  differences  in  their  effect  upon  the 
price  of  a  contract.    Take,  for  example,  a  contract  which  fixes  No. 

2  as  a  contract  grade.  Suppose  that  the  difference  fixed  by  the  ex- 
change is,  we  will  say,  3  cents  off  for  No.  8 — ^I  am  using  an  arbitrary 
illustration;  suppose,  as  a  matter  of  fact,  that  in  the  cash  ^rrain 
market  No.  3  actually  commands  a  discount  of  8  cents  off.  What 
happens?  The  buyer  is  going  to  discount  the  price  of  the  contract 
by  a  cents,  in  order  to  come  out  even  on  the  possibility  of  delivery  of 
No.  3  grade  at  an  actual  commercial  difference  of  8  cents  off,  because 
he  is  getting  something  that  is  worth  8  cents  less  than  the  exchange 
fixes.  What  is  the  result?  Here  you  have  a  general  c^uotation  whidi 
to  the  ifeneral  public  is  3  cents  less  than  the  cash  gram  price.  They 
can  not  see  why  that  is.  There  is  something  in  the  rule  not  geinerally 
loiown  to  the  public.    That  was  the  condition  in  the  cotton  tradie 
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before  the  cotton  futures  act  was  passed,  and  unaccountably  the 
future  price  would  be  way  below  the  spot  price,  and  it  was  discovered 
that  one  of  the  causes  of  that  was  these  fixed  differences. 

Mr.  Hutchinson.  My  judgment  on  future  contracts  is  that  there 
ought  to  be  one  grade  on  all  exchanges.  There  is  quite  a  difference 
between  that  purely 

Mr.  MoBBiUi  (interposing).  By  "one 'grade,"  what  do  you  mean! 

Mr.  Hutchinson.  I  mean  one  grade  of  No.  1  or  No.  3  on  each 
future  contract. 

Mr.  MoRRnji.  I  might  point  out  to  you  this,  Mr.  Hutchinson,  that 
looking  at  the  contract  from  a  hedging  standpoint — ^and  that  is  what 
I  am  looking  at  it  from — and  not  from  the  standpoint  of  a  man  who 
wants  to  buj  for  actual  use,  but  as  a  hedging  proposition  entirely — the 
man  who  is  buying  grain  out  in  the  country  and  who  is  selling 
futures  as  a  hedge  against  his  cash  grain  may  not  have  exactly  that 
No.  2  grade ;  it  may  vary  from  1  to  3,  or  he  may  have  all  three  grades. 
Conditions  may  arise  which  are  an  essential  part  of  the  hedge,  which 
will  result  in  his  delivering  his  grain  on  the  future  contract  rather 
than  closing  out  his  hedge  and  selling  his  grain  on  the  cash  market. 

If  you  limit  the  future  contract  to  one  grade,  then  he  has  hedged 
only  as  to  the  one  grade  that  he  has,  and  the  other  two  grades  have 
to  be  disposed  of  somewhere,  so  he  had  not  hedged  them. 

I  can  give  a  better  illustration  in  the  cotton  business,  because  it 
is  clearer  to  my  mind:  In  the  South w^t  it  has  become  the  prac- 
tice on  the  part  of  banks  to  refuse  to  grant  loans  to  cotton  buyers 
unless  they  can  show  either  an  actual  s^e  of  that  cotton  on  the  spot 
market  or  a  sale  of  futures;  that  is  to  say,  a  hedge.  Further,  if 
they  show  that  hedge^  they  must  show  that  the  cotton  which  thej 
have  is  of  a  grade  dehverable  on  that  contract,  because  otherwise  it 
is  worth  nothing  to  the  bank. 

Therefore,  the  more  you  restrict  the  number -ol  grades  that  may  be 
delivered  on  that  contract,  the  more  restricted  the  opportunity  to 
loan  money  on  it ;  and  while  it  might  be  answered  that  they  might 
trade  in  as  many  grades  as  they  are  using  separate  contracts,  the 
minute  you  commence  to  increase  the  number  of  contracts  vou  narrow 
the  market  as  to  each  particular  form  of  contract,  and  thus  weaken 
the  hedging  function. 

It  is  a  matter  of  degree.  I  do  not  know  how  far  you  could  go  in 
providing  increased  numbers  of  contracts,  for  somewhere  it  would 
cease  to  perform  the  hedging  function,  because  there  would  not  be  a 
big  enough  market  to  acc(»nmodate  them  all. 

The  Chaibkan.  Another  thing,  if  any  grade  other  than  the  eon- 
tract  grade  is  delivered  and  delivered  at  actual  commercial  value — 
market  value — ^if  the  miller  refuses  anything  he  can  not  use,  he  can 
turn  around  and  sell  it. 

Mr.  MoKROii.  That  ia  the  purpose  of  putting  it  on  a  commercial 
basis. 

The  Chaibhan.  But  if  they  are  fixed  differences  he  must  either 
take  it  at  the  price  offered  or  sell  it  for  what  he  can  set,  and  it  has 
been  pointed  out  there  is  a  3-cent  difference  between  No.  3,  and  Na 
2.  Suppose,  Mr.  Hutchinson  should  buy  wheat  for  his  milL  and  he 
could  use  No.  2  and  could  not  use  No.  3,  if  No.  3  was  tendered  to  him 
he  would  have  to  accept  of  it  at  its  commercial  value,  but  if  com* 
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mercial  difference  were  used  he  could  turn  around  and  sell  for  exactly 
what  he  paid  for  it. 

Mr.  Morrill.  That  is  the  point  of  distinction.  A  hedging  con- 
tract, while  it  legally  contemplates  delivery,  as  a  matter  of  fact  for 
hedging  purposes  there  is  no  delivery  intended.  It  may  come  about 
that  delivery  will  be  made  because  of  the  fact  that  the  man  has  not 
been  able  to  get  his  product  or  dispose  of  it  in  the  cash  ^ain  market, 
and  that  is  one  of  the  things  he  has  hedged  against,  is  that  possi- 
bility that  he  will  not  be  able  to  make  disposition  of  the  actual  com- 
modity, but  if  he  has  to  receive  it  on  his  contract,  just  as  the  Chair- 
man pointed  out,  if  he  gets  one  grade  which  he  does  not  need  he 
can  turn  around  and  dispose  of  it. 

The  Chairman.  You  are  familiar  with  the  cotton  futures  act. 
Does  that  provide  for  commercial  differences? 

Mr.  Morrill.  The  only  question  that  arises  in  the  cotton  trade 
arises  in  this  way,  so  far  as  commercial  difference  is  concerned :  For 
example,  during  the  war  there  was  almost  a  venr  radical  change 
in  the  grades  of  cotton  that  were  used  commercially,  that  is  to  say, 
prior  to  the  war  a  much  wider  range  of  grades  could  be  sold  and 
readily  marketed.  Germany,  for  example,  was  a  big  outlet  for  cer- 
tain low  grades,  and  some  of  our  own  mills  offered  a  market  for  cer- 
tain low  grades.  But  during  the  war,  by  reason  of  the  re(][uirements 
of  the  War  Department,  and  by  reason  of  labor  conditions  and 
economic  conditions  generally,  the  lower  grades  became  less  usable; 
the  higher  grades  were  more  in  demand. 

As  the  tendency  went  upward  in  the  use  of  grades,  the  lower 
grades  became  a  drug  on  the  market,  and,  consequently,  it  was  hard 
to  get  actual  quotations  that  represented  real  values  as  to  those  lower 
grades,  and  sometimes  they  got  out  of  line,  and  the  consequence  was 
that  for  some  period  of  time  the  future  contract  was  depressed  in 
value.  Congress  corrected  that  by  eliminating  some  of  those  lower 
grades,  reducing  the  number  of  grades  deliverable,  and  the  contract 
went  back  to  its  normal  parity  with  spot  cotton. 

Becently,  during  the  past  summer,  it  again  departed  from  its  nor- 
mal parity.  But  that  proved  to  be  purely  a  temporary  condition, 
largely  because  of  uncertainties  as  to  the  market  and  particularly  be- 
cause at  the  time  this  occurred  it  was  practically  an  interval  between 
the  going  out  of  the  old  crop  and  the  coming  in  of  the  new  crop. 
When  the  new  crop  appeared  on  the  market,  the  future  contract  re- 
turhed  to  normal  parity  with  spot  cotton,  and  they  have  been  that 
way  since  the  first  of  October. 

The  Chairman.  You  have  nothing  further  to  offer? 

Mr.  MoRRnx.  I  have  nothing  further  to  offer  unless  you  want  to 
ask  me  some  questions.  ' 

The  Chairman.  The  committee  is  very  grateful  to  you. 

Mr.  Morrill.  It  has  been  suggested  to  me  that  you  may  wish  infor- 
mation on  the  Arizona  Egyptian  contract.  I  do  not  know  whether 
you  do  or  not.    If  you  do,  I  would  like  to  answer  your  <}uestions. 

The  Chairman.  The  question  would  be,  how  should  it  be  handled, 
by  an  amendment  to  the  present  bill? 

Mr.  Morrill.  The  bill  which  you  have  before  you  was  framed  by 
way  of  amendment  to  the  cotton  futures  act,  to  provide  another*  form 
of  contract  for  that  American  Egyptian  cotton  which  has  not  here- 
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tofore  been  provided  for  in  the  hedging  contract  that  is  now 
in  the  cotton  futures  act.  The  bill  that  you  have  follows  abeolntely 
the  form  of  the  present  contract  in  the  cotton  futures  act,  except  in 
the  particulars  that  are  necessary  for  the  purpose  of  tradin«r  in 
American  Egyptian  cotton. 

The  Chairman.  It  is  in  a  class  by  itself. 

Mr.  MoBRiLL.  It  is  entirely  a  separate  class  of  cotton^  it  is  a  class 
all  by  itself.  The  contract  is  desired  hj  people  out  in  the  southwest, 
whose  production  of  American  Egyptian  cotton  is  increasing  at  a 
very  rapid  rate,  and  who  feel  that  they  should  have  the  benefit  of  the 
future  contract  on  cotton  exchanges  that  they  do  not  now  have. 

The  new  contract  that  is  provided  for  by  Mr.  Osborne's  biU  is 
framed,  as  I  have  said,  right  along  the  lines  of  the  first  section  5 
contract,  using  commercial  differences  and  limiting  ffrades,  and  so  on. 

There  are  two  features  of  it  to  which  I  wish  to  direct  your  atten- 
tion. One  is  that  it  limits  the  number  of  grades  that  may  be  delivered 
on  any  one  contract  to  three.  That  is  not  provided  for  in  the  Ameri- 
can upland  short  staple  contract.  But  as  a  matter  of  fact,  those 
people  in  the  southwest  say  that  they  intend  to  deal  in  the  25-bale 
contract  instead  of  a  hundred  bale  contract  which  is  used  in  the  east : 
and  as  there  are  only  nine  grades  all  told  of  American  Egyptian 
cotton,  three  contracts  would  enable  them  to  deliver  all  nine  grades, 
that  is,  75  bales ;  so  that  no  hardship  is  imposed  upon  them  by  limit- 
ing them  to  three  grades  and  on  the  other  hand,  the  individual  con- 
tract for  25  bales  is  more  attractive  to  the  buyer  when  it  is  limited  to 
three  grades. 

There  is  another  question :  The  American  Egyptian  cotton  is  of  a 
character  probably  equal  to  the  best  cotton  that  is  grown  anywhere  in 
the  world,  taking  all  qualities  into  consideration.  It  is  a  long  staple 
cotton  used  for  a  very  high  type  of  fabrics  such  as  balloon  and  air- 

{rfane  fabrics^  and  so  on.  Tnis  amendment  provides  that  nothing 
ess  than  an  inch  and  seven-sixteenths  shall  be  deliverable  on  con- 
tracts. As  a  matter  of  fact,  since  that  bill  was  drawn  and  recently 
we  have  been  making  some  inquirv  into  the  merits  of  that  limitation, 
and  our  information  is  that  the  limitation  should  really  be  an  inch 
and  nine  sixteenths,  and  on  that  I  would  like  to  read  to  you  three  tele- 
grams which  I  have  here  on  that  question. 

We  asked  the  Pacific  Cotton  Efxchange,  which  is  advocating  this 
bill,  to  express  their  opinion.  We  also  asked  a  very  large  grower  of 
cotton  down  in  the  Imperial  Valley  to  express  his  opinion.  ^  In  addi- 
tion, we  asked  all  of  our  cotton  men  who  are  directly  familiar  with 
the  production  of  this  cotton  for  their  opinions. 

Mr.  E.  H.  Hudson,  of  Tempe,  Anz.,  is  the  cotton  grower  to 
whom  I  refer,  and  he  wired  as  follows : 

Tbmpk,  Abix.,  January  2$^  19it. 
Mr.  Livingston, 

Chief  of  Bweaju  of  Markets,  Washington. 
Your  telegram  received.    In  oor  opinion  one  and  nine-sixteenths  smtisfactory 
to  grower ;  believe  about  95  per  cent  of  crop  would  average  tbts  staple  or  better. 
We  think  should  penalize  short  staple  or  Pima  variety. 

E.  H.  Hudson. 

On  the  other  hand,  Mr.  M.  6.  Scott,  of  Los  Angeles^  Calif.«  who 
ia  an  advocate  of  this  Osborne  bill,  and  who  is  engaged  in  the  spot 
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cotton  trade  ouft  thef^,  kaadlini^  fibiB  kmd  6t  cotUniy  mjs  this 
[roadiiig}: 

Lob  Awcwtiwr,  Qaljw^  Janttaty  $$,  19H. 

LiVINGATQN, 

Chief  Bureau  Markets,  Washington,  D.  C; 

Yours;  our  opinion  i»  that  staple  of  inch  and  seven-sixteenths  will  meet 
requirements  of  this  territory  better  than  inch  and  nine-sixteenths,  dne  to  the 
fact  that  outside  of  Salt  RlYer  Valley,  which  speciallees  mofitly  in  Ptane!  c<Atoiu 
there  is  considerable  American-Sgyptien  cotton  grown  in  Yuma  and  vari6us 
California  valleys^  and  think  it  would  be  a  discxrlmlnatlon  against  these  other 
valleys  if  staple  of  greater  length  than  inch  and  seven-sixteenths  asked,  as 
from  one  year  to  another  staple  lengths  vary  and  premium  of  spots  over 
futures  will  soon  regulate  itself  in  trading,  and  by  tettlng  staple  Dength  stand 
as  bill  now  reads  would  be  more  liberal  for  all  growers  and  sellers. 

M.  G.  Scott. 

The  Pacific  Cotton  Exchange  says  this  [reading]  : 

Los  Angeles,  Caxjf.,  January  22,  1921. 
Livingston, 

Chief  Bureau  Markets,  Washington : 

Yours ;  thanks.  As  different  sections  planting  American-Egyptian  cotton  vary 
in  length,  staple  from  year  to  year  seldom  reaching  an  average  inch  and  nine- 
sixteenths,  think  inch  and  seven-slxteentlis  best^  as^  basis,  average,  as'  sellers  can' 
ask  premium  for  extra  length,  same  as  short  staple  contract  adds  for  extra 
lengths.  While  anxious  to  meet  views  Government  o£9cia]s,  think  bill  as  read 
covers  all  requirements  and  trust  meets  your  views  after  unbiased  considera- 
tion. 

DiKECTOB  PAaric  Cotton  Exchange. 

As  a  matter  of  fact,  while  I  dislike  to  have  the  department  in  the 
attitude  of  apparently  differinjg  with  people  who  are  on  the  sround 
fltnd  interested  in  this  matter,  it  is  our  belief  that  an  inch  ana  nine- 
sixteenths  fairly  protects  the  grower  and  is  a  fair  limit,  and  that 
if  the  bill  were  changed  in  that  respect  there  would  be  no  harm  done^ 
to  the  grower  and  the  contract  would  be  a  better  contract. 

The  Chaibmak.  The  present  bill  is  one  and  seven-sixteenths  and 
you  suggest  one  and  nine-sixteenths. 

Mr.  MoREnx.  The  present  bill  says  one  and  seven-sixteenths  and 
we  suggest  changing  it  to  one  and  nine-sixteenths.  I  would  suggest^ 
so  that  there  wUl  not  be  any  misunderstanding,  that  those  people 
came  to  us  in  the  beginning  to  find  out  whether  there  was  a  contract 
on  which  they  could  trade,  and  we  told  them  there  was  none  pro- 
vided by  the  cotton  futures  act.  Knowing  we  would  have  to  adminis- 
ter the  law  if  it  were  passed,  they  asked  us  to  go  over  with  them  a 
bill  which  they  would  prepare  to  amend  the  cotton  futures  act  so  as^ 
to  be  sure  it  was  perfectly  consistent  and  legal  with  reference  to  the 
provisions  of  the  cotton  futures  act,  and  we  called  in  an  attorney  from 
the  Treasury  Department  and  a  representative  of  our  solicitor's  office^ 
and  one  of  our  cotton  men,  and  we  went  over  it  together ;  and  that 
question  of  whether  that  staple  should  be  one  and  seven-sixteenths 
was  brought  up.  At  that  time  we  were  not  as  well  informed  as  we  are 
now,  and  we  accepted  their  statement  about  it.  They  said  they 
thought  one  and  seven-sixteenths  was  right,  and  you  will  notice  they 
still  maintain  that  opinion.  But  we  believe  now,  upon  subsequent  in-^ 
vestigation,  that  it  ought  to  be  one  and  nine-sixteenths.  I  simply  want 
to  be  sare  that  there  will  be  iio  feeling  that  we  have  done  some- 
thing we  have  not  made  everybody  fully  acquainted  with. 
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I  think  this,  tiiat  it  must  be  kept  in  mind  fundamentally  that  the 
contract  should  be  a  good  contract,  a  contract  that  the  buyer  will  not 
run  away  from  even  as  a  hedj^g  proposition,  a  contract  upon  which 
he  will  not  expect  to  have  delivered  to  nim  some  kind  of  cotton  that  he 
can  not  readily  dispose  of;  and  therefore  our  suggestion  is  that  it 
ought  to  be  one  and  nine-sixteenths,  so  there  will  not  be  any  question 
about  the  marketability  of  any  cotton  he  receives. 

The  Chairkan.  The  committee  will  now  stand  adjourned. 

f  Thereupon,  at  6.05  o'clock  p.  m.  the  committee  adjourned.) 

(There  is  printed  as  follows  two  letters  received  n'om  the  Secre- 
taiy  of  Agriculture  having  reference  to  bills  covered  in  these  hear- 
ings.) 

Washitigton,  February,  /8»  192L 
Hon.  G.  N.  Haugen, 

Chairman  ConvnUttee  on  Agricfilture,  House  of  Representatives. 

Dear  Mr.  Haugen  :  I  am  in  receipt  of  your  request  for  my  opinion  as  to  blU 
H.  R.  15373,  entitled  "  A  bill  to  amend  the  United  States  cotton  futures  act  by 
inserting  therein  a  new  section  for  American  Egyptian  cotton  only,  to  be  known 
as  section  5A." 

I  am  informed  by  the  Bureau  of  Markets  that  several  months  ago  repre- 
sentatives of  the  Pacific  Cotton  Exchange  came  to  Washington  and  stated  that 
it  was  their  desire  to  have  future  trading  in  American  Egyptian  cotton  insti- 
tuted on  the  Pacific  Cotton  Exchange,  which  had  already  been  organized  and  was 
in  operation  for  spot-cotton  transactions.  They  stated,  in  substance,  that  it  was 
necessary  for  the  purpose  of  financing  the  sale  by  growers  and  shippers  of 
American  Egyptian  cotton  that  they  have  available  to  them  a  future  contract 
which  would  serve  as  a  hedge  for  their  spot-cotton  transactiona  They  were 
informed  that  the  cotton  futures  act  as  now  in  force  did  not  provide  a  contract 
which  was  suitable  for  future  trading  in  American  Egsrptian  cotton,  and  that.  If 
such  a  contract  was  desired,  it  could  only  be  put  into  use,  without  being  subject 
to  the  tax,  after  securing  an  amendment  to  the  United  States  cotton  futures  act 

At  the  request  of  these  representatives  of  the  Pacific  Cotton  Exchange,  a 
proposed  bill  to  accomplish  the  purpose  was  considered  by  an  attorney  for  the 
Bureau  of  Internal  Revenue  of  the  Treasury  Department,  an  atttomey  of  this 
department,  and  representatives  of  the  Bureau  of  Markets,  the  purpose  being  to 
have  the  new  contract  conform  as  closely  as  possible  to  the  hedging  contract  al- 
ready provided  by  the  cotton  futures  act  for  Americas  upland  cotton.  Bearing 
In  mind,  however,  the  fact  that,  in  the  opinion  of  this  department,  it  was  essen- 
tial that  the  hedging  contract  for  American  Egyptian  cotton  should  be  so  drawn 
as  to  be  likely  to  result  in  future  quotations  which  would  normally  be  on  a 
parity  with  spot  cotton  quotations,  the  bill  was,  of  course,  framed  with  particu- 
lar reference  to  the  grading  standards  for  and  character  of  American  Egyptian 
cotton. 

It  is  my  understanding  that  Mr.  Morrill,  of  the  Bureau  of  Markets,  In  his 
testimony  before  your  committee  recently,  explained  the  more  Important  ques- 
tions involved.  Among  other  things,  at  the  time  this  bill  was  originally  framed 
there  was  a  question  in  the  minds  of  representatives  of  the  Bureau  of  Markets 
as  to  the  exact  minimum  length  of  staple  of  American  Egyptian  cotton  that 
should  be  deliverable.  This  quesion  was  raised  with  the  representatives  of  the 
Pacific  Cotton  Exchange,  who  took  the  view  that  it  should  be  as  stated  in  bill 
H.  B.  15373.  Recently,  representatives  of  this  department  who  have  given 
special  attention  to  the  production  of  American  Egyptian  cotton  have  reached 
the  conclusion  that  the  minimum  length  of  staple  should  be  not  less  than  1  9/16 
Inch  for  the  purposes  of  this  bill,  and  that  this  would  do  no  injustice  to  the  pro- 
ducers, but  would  enhance  the  value  of  the  contract  and  make  it  less  Ukelj  to 
be  depressed  in  price  in  comparison  with  the  market  values  of  spot  cotton.  The 
njatter  was  again  taken  up  with  representatives  of  the  Pacific  Cotton  Exchange 
^nd  a  grower  of  cotton  In  Arizona,  and  their  telegrams  have  been  incorporated 
In  your  record  of  yonr  hearings  on  this  subject 

The  question,  of  cotirse,  la  one  for  your  committee  to  decide  when  It  acts 
upon  the  bill.    If  tfie  proponents  of  this  bill  have  satlsjOed  your  committee  as  to 
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the  need  for  a  hedging  contract  for  American  ISgyptian  cotton,  this  depart- 
ment sees  no  objection  to  the  enactment  of  this  amendment,  except  insofar  as  the 
question  is  inyolTed  as  to  the  minimum  length  of  staple.  The  amendment  is 
in  proper  farm  for  Incorporation  in  the  United  States  cotton  futures  act,  and  is 
consistent  with  the  general  purposes  of  that  act. 
Very  truly,  yours, 

E.  T.  HcBBorrH,  Hecretary. 


Department  of  Agriculture, 
WiuMngtWi,  February  18,  1921, 
Hon.  G.  N.  Haugen, 

Chairman  Committee  on  AgriculturCy 

.   .  House  of  Representatives. 

Dear  Mr.  Haugen  :  I  am  in  receipt  of  your  request  for  my  opinion  on  bill 
H.  R.  15688,  entitled  '*A  bill  to  tax  the  privilege  of  dealing  on  exchanges/hoards 
of  trade,  and  similar  places  In  contracts  of  sale  of  grain  for  future  delivery, 
and  for  other  purposea" 

The  bill  is  very  similar  in  its  general  frame  work  to  the  United  States 
cotton  futures  act  and  Is  based  upon  the  same  general  principles.  In  this 
connection,  I  refer  you  to  the  hearings  of  the  House  Committee  on  Agriculture 
which  were  held  in  April,  1914,  on  various  bills  relating  to  the  regulation  of 
cotton  exchanges.  In  the  printed  record  of  these  hearings  you  will  find  a 
letter  dated  April  23,  1914,  from  the  Secretary  of  Agriculture,  in  regard  to 
three  bills  then  pending  which  resulted  In  the  passage  of  the  United  States  cot- 
ton futures  act.  In  this  letter  unsatisfactoi*y  conditions  that  had  previously 
existed  on  cotton  future  exchanges  were  set  forth  and  the  proposed  means  of 
correction  were  discussed.  Permanent  legislation  having  a  similar  purpose  has 
not.  however,  been  applied  to  the  grain  future  exchanges  by  the  Federal  Gov- 
ernment. 

The  bin  H.  R.  15688  recognizes  the  fact  that  a  future  contract  which  will 
ser\'e  for  hedging  purposes  requires  a  special  understanding  and  treatment  quite 
different  from  other  contracts  of  the  grain  industry,  and  provision  is  made  for 
it  in  section  5.  In  order,  however,  that  transactions  which  will  serve  proper 
purposes  of  the  cash  grain  trade  other  than  that  of  hedging  may  not  be  pre- 
vented, the  bill  also  exempts  from  tax  any  contract  conforming  to  section  10 
which  calls  for  the  actual  delivery  of  a  specific  grade,  type,  sample,  or  description 
of  grain,  and  futhermore  expressly  gives  assurance  that  the  act  shall  not  be 
construed  to  Impose  a  tax  on  any  sale  of  cash  grain. 

I  note  that  contracts  made  in  conformity  with  section  5  which  oflCset  cash 
grain  transactions  in  the  manner  described  In  section  5,  which  are  apparently 
hedging  transactions,  and,  in  addition,  contracts  made  In  conformity  with  sec- 
tion 5  upon  which  actual  deliveries  are  made  in  accordance  with  their  terms,  are 
exempt  from  tax.  In  addition  to  these  exempted  transactions,  open  trades  in 
contracts  conforming  to  section  5,  up  to  a  limit  of  200,000  bushels,  are  exempt 
from  tax.  This,  I  am  informed,  is  the  limit  which  was  placed  upon  speculative 
transactions  In  corn  on  the  Chicago  Board  of  Trade  at  the  request  of  the  Food 
Administration  during  the  war.  Presumably  It  is  designed  to  allow  for  such 
margin  of  trading  as  may  be  necessary  to  provide  the  board  and  continuous 
market  required  for  the  maintenance  of  the  hedging  function  of  the  exchanges, 
at  the  same  time  depriving  speculators  of  the  power  to  manipulate  the  market 
to  the  detriment  of  the  performance  of  Its  proper  functions.  Whether  the  exact 
limit  specified  will  accomplish  both  of  these  puri)oses  I  can  not  Judge.  I  am, 
however,  in  accord  with  what  appear  to  be  Its  purposes. 

In  addition  to  the  features  of  section  5  above  mentioned,  I  note  the  pro- 
visions for  the  use  of  standarlzed  grades  and  for  the  privilege  of  appeal  by 
dissatisfied  parties  in  order  to  secure  accurate  determinations  of  grade;  for 
settlements  according  to  the  commercial  differences  in  value  when  grades  other 
tlian  the  contract  grade  are  delivered ;  that  not  less  than  one  thousimd  bushels 
of  any  one  grade  shall  be  tendered  on  a  contract;  for  five  business  days* 
notice  In  writing  In'^advance  of  the  date  fixed  for  delivery;  and  other  pro- 
visions designed  to  protect  the  Interests  of  the  respective  parties.  In  the 
opinion  of  the  experts  of  the  department,  provisions  of  this  general  character 
are  highly  desirable  as  a  means  of  insuring  the  proper  pei1!orniance  of  the 
hedging  and  market  quotation  functions  of  the  future  exchanges. 
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Aside  from  tbe  points  that  I  have  mentioned,  it  seema  to  me  that  one  of 
tbe  higlieat  importance  is  that  requiring  tjie  rendition  of  reports  of  tranflne> 
tions  in  gmhi,  and  publicity  of  the  facta.  Because  of  the  importance  of  tbe 
•economic  fuactioos  of  future  exclianges,  tlie  light  of  day  should  be  turned  on 
their  transactions,  and  this  should  be  one  of  the  most  valuable  featores  of 
the  biU. 

Not  knowing  the  attitude  of  your  committee  toward  the  general  purpoaes 
of  the  bill,  I  have  not  gone  into  the  questions  of  possible  changes  in  phraseology 
•or  detail  which  may  be  necessary  or  desirable  for  legal  or  practical  reasons, 
and,  therefore,  if  your  committee  decides  to  give  favorable  consideration  to 
this  bill,  I  shall  be  glad  to  have  representatives  of  this  department 
you  in  any  way  that  you  may  desire  in  arriving  at  its  final  form. 
Very  truly,  yours, 

S.  T.  Mebkdith,  Seoreimn^ 
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